
ESG Investing: The Growing Influence of 
Environmental, Social, and Governance Criteria 
in Investment Banking 

Introduction to ESG and Its Rising Relevance. 
In recent years, a quiet but powerful shift has been reshaping the world of 
finance—one that redefines how investments are evaluated, structured, 
and deployed. The rise of ESG investing, which stands for Environmental, 
Social, and Governance investing, is not just a trend—it’s a structural 
transformation in global finance, especially in sectors like investment 
banking where risk management and future outlooks are critical. 

At its core, ESG investing means integrating non-financial factors—such as 
a company’s carbon emissions, labor practices, board transparency, or 
social impact—into financial decision-making. This is a significant departure 
from traditional investment models that emphasized short-term returns and 
financial ratios without accounting for how a business affects the world 
around it. 

The relevance of ESG investing has skyrocketed due to several converging 
global events. Climate change is no longer a theoretical risk—it’s now a 
material financial risk. Severe weather events, resource scarcity, and 
carbon regulations pose direct threats to business continuity. At the same 
time, social issues like income inequality, racial justice, and gender diversity 
are reshaping public expectations and stakeholder priorities. Add to this the 
rise of governance scandals—from data breaches to insider trading—and it 
becomes clear that evaluating corporate ethics and resilience is no longer 
optional. 

Regulators, investors, and even consumers are demanding accountability. 
In the United States, the Securities and Exchange Commission (SEC) is 
pushing for clearer climate disclosures. In India, the Securities and 
Exchange Board of India (SEBI) introduced the Business Responsibility 
and Sustainability Report (BRSR), making it mandatory for the top 1,000 
listed companies. In Europe, the Sustainable Finance Disclosure 
Regulation (SFDR) and the EU Taxonomy are setting benchmarks for what 
qualifies as a sustainable investment. These frameworks have begun to 



influence the strategic choices made by investment banks and asset 
managers across the world. 

 

But it’s not just about compliance or reputation—it’s about returns. 
ESG-aligned companies have shown resilience during crises like the 
COVID-19 pandemic and are increasingly favored by long-term investors 
such as pension funds and sovereign wealth funds. ESG investing is 
proving that profitability and responsibility are not mutually exclusive but 
mutually reinforcing. 

For investment banks, the implications are vast. Whether it’s underwriting a 
green bond, advising on a merger between sustainable tech firms, or 
evaluating ESG risks in IPOs, banks now play a pivotal role in shaping the 
future of capital. Firms that fail to understand ESG dynamics risk falling 
behind—both ethically and economically. 

This blog aims to break down what ESG investing truly means, how it 
works within investment banking, and why it’s becoming one of the most 
influential forces in shaping the global financial ecosystem. For beginners, 
understanding ESG isn’t just about gaining fluency in a new acronym—it’s 
about decoding the future of investing itself. 

The Origins and Evolution of ESG Investing  

To understand why ESG investing has become central 
to modern investment banking, it’s important to trace its 



roots. Contrary to the perception that ESG is a modern 
invention, its principles have existed for 
decades—though not always under the same name. 

From Ethical Investing to ESG: The Early Seeds 

The origin of ESG investing can be traced back to ethical investing 
movements of the 1960s and 1970s, which sought to align capital with 
values. These early efforts emerged from communities that refused to 
invest in companies associated with weapons, tobacco, or apartheid-era 
South Africa. Religious institutions, social justice activists, and pension 
funds were among the first groups to call for investing that reflected their 
ethical concerns. 

The 1980s and 1990s saw the rise of socially responsible investing 
(SRI), which applied exclusionary screens to eliminate companies with 
negative social or environmental impacts. Although still limited in scale, 
these approaches laid the groundwork for a more structured and 
data-driven framework. 

The Birth of ESG as a Framework 

The term “ESG” was officially coined in a 2004 report by the United Nations 
titled “Who Cares Wins.” This groundbreaking paper argued that 
embedding environmental, social, and governance factors into capital 
markets would lead to better long-term outcomes for both investors and 
society. It marked the first time ESG was formally proposed as a systematic 
framework—not just for exclusion, but for active value creation and risk 
management. 

In 2006, the launch of the UN Principles for Responsible Investment 
(PRI) further cemented ESG’s role in the investment community. Backed by 
institutional investors managing trillions of dollars, PRI encouraged 
signatories to incorporate ESG into their analysis, ownership practices, and 
investment decision-making. Today, over 5,000 global institutions are 
signatories, and the assets under management (AUM) aligned with PRI 
principles exceed $100 trillion. 

The Role of Major Global Events 



Over the last two decades, global events accelerated the ESG agenda. The 
2008 global financial crisis exposed deep failures in governance and risk 
management—fueling a demand for better oversight, transparency, and 
accountability. The Paris Climate Agreement of 2015 intensified the 
environmental focus, as nations pledged to keep global warming below 2 
degrees Celsius. Corporations, banks, and asset managers began 
integrating climate scenarios into long-term planning. 

The COVID-19 pandemic, starting in 2020, was another turning point. It 
demonstrated how social risks, such as employee welfare, health 
infrastructure, and supply chain resilience, could directly impact the global 
economy. Companies that treated workers well and maintained ESG 
commitments during the crisis often outperformed peers in terms of market 
trust and financial stability. 

The Rise of ESG Ratings and Data 

As demand for ESG-aligned portfolios grew, so did the need for 
measurable metrics. This led to the rise of ESG ratings agencies like 
MSCI, Sustainalytics, Refinitiv, and S&P Global, which began assessing 
companies on ESG performance. While the methodologies differ, these 
ratings help investment banks, asset managers, and institutional investors 
gauge ESG risk and opportunity. 

Investment banks started hiring ESG analysts and sustainability 
specialists to provide advisory services to clients. ESG-focused funds 
exploded in popularity. According to Morningstar, global sustainable fund 
assets crossed $2.5 trillion by early 2023, and continue to grow as 
younger investors and regulatory changes push the agenda forward. 

A Work in Progress 

Despite its growing importance, ESG remains a work in progress. 
Standardization of data, transparency in reporting, and better definitions of 
what counts as “sustainable” are ongoing challenges. But even with these 
limitations, the evolution from exclusion to integration to innovation 
has made ESG one of the most significant transformations in financial 
history. 



ESG in Investment Banking – What It Means in 
Practice  

 

When people think of ESG investing, they often picture 
mutual funds or asset managers reallocating capital 
into green or ethical companies. But ESG goes far 
deeper—especially when applied within the world of 
investment banking. From underwriting sustainable 
debt instruments to advising on M&A deals with ESG 
considerations, investment banks are central players in 
integrating ESG into global capital markets. 

What ESG Means for Investment Banks 

In practical terms, investment banks serve multiple roles in financial 
markets: they raise capital, facilitate mergers and acquisitions, provide 
advisory services, and manage risks. Each of these functions now 
demands a growing ESG lens. 

For example, when a company wants to issue a green bond, investment 
banks act as underwriters. They’re responsible not just for pricing and 
marketing the bond, but also for ensuring the use of proceeds aligns with 



environmental standards—such as those defined by the Green Bond 
Principles or the EU Green Taxonomy. Banks must verify the sustainability 
claims, often working with third-party certifiers to validate ESG metrics. 

In mergers and acquisitions (M&A), ESG due diligence has become a 
standard part of the process. Buyers want to understand the environmental 
liabilities, employee policies, diversity track records, and governance risks 
associated with their acquisition targets. A company with a low ESG score 
might face regulatory backlash, public protest, or long-term reputational 
damage. Investment banks now analyze these non-financial risks alongside 
traditional financial metrics to deliver a more comprehensive risk profile. 

In equity capital markets (ECM), IPOs (Initial Public Offerings) 
increasingly require sustainability disclosures. Investment banks preparing 
a company for public listing help shape its ESG story—ensuring that the 
firm’s environmental commitments, social practices, and governance 
structures are not only disclosed but also strategically communicated to 
potential investors. 

In corporate advisory and strategic finance, investment banks guide 
clients on how to enhance their ESG credentials to attract capital or 
reposition themselves in a changing market. This can involve restructuring 
boards to improve diversity, helping reduce carbon footprints, or designing 
compensation packages tied to ESG performance. 

ESG Product Innovation 

To meet investor demand, many investment banks have launched new 
products tailored around ESG. These include: 

● Sustainability-Linked Bonds (SLBs): Where the bond’s coupon 
rate is tied to achieving specific ESG targets, such as reducing 
emissions or improving gender diversity. 
 

● Green and Social Loans: Where capital is lent under favorable 
terms if the borrower meets ESG-related KPIs. 
 

● Impact Investing Platforms: Designed for clients who want 
measurable social/environmental outcomes alongside financial 
returns. 
 



Firms like Goldman Sachs, JPMorgan Chase, and Morgan Stanley now 
have dedicated ESG teams, and some are setting net-zero targets for 
their financed emissions, aligning with the global climate agenda. 

Regulatory Pressure and Compliance 

Investment banks are also under regulatory pressure to integrate ESG 
into their operations. In the U.S., the SEC is developing rules that require 
firms to disclose climate-related risks. In Europe, the Sustainable Finance 
Disclosure Regulation (SFDR) mandates asset managers and advisors to 
reveal how they integrate ESG risks. This compliance-driven shift has 
made ESG part of legal, operational, and reputational frameworks across 
global banking operations. 

A Competitive Differentiator 

Banks that embed ESG deeply into their services are not only fulfilling 
obligations—they’re gaining a competitive edge. Clients are choosing 
ESG-savvy advisors for capital raising, deal structuring, and long-term 
strategic planning. Whether it’s helping a renewable energy startup raise 
Series B funding or advising a mining company on transitioning toward 
net-zero operations, ESG fluency is a must-have skill in modern banking. 

ESG Metrics, Reporting Standards, and the 
Challenge of Measuring Impact  

One of the most significant hurdles in ESG investing 
and its integration into investment banking is the 
challenge of measuring ESG performance accurately 
and consistently. Unlike traditional financial metrics 
such as profit margins or return on equity, ESG data is 
complex, multifaceted, and often subjective. This 
makes it difficult for investment banks, asset managers, 
and investors to assess a company’s true ESG footprint 
with certainty. 



Key ESG Metrics and Factors 

ESG metrics encompass a broad array of environmental, social, and 
governance factors, and the specific criteria can vary depending on the 
industry, geography, and investor preferences. However, there are some 
common categories of measurement that banks and investors focus on: 

1. Environmental Metrics: 
 

○ Carbon Emissions: One of the most critical indicators, 
especially as global focus intensifies on reducing greenhouse 
gases. Carbon intensity, scope 1 (direct), scope 2 (indirect), and 
scope 3 (value chain) emissions are all tracked. 
 

○ Energy Consumption: How much energy a company uses and 
the source of that energy (renewables vs. fossil fuels) is crucial 
for assessing sustainability. 
 

○ Waste Management and Water Usage: Companies’ efforts to 
minimize waste, recycle materials, and use water sustainably 
are key factors, especially in industries like manufacturing and 
agriculture. 
 

○ Biodiversity Impact: How a company’s operations affect 
ecosystems and biodiversity, particularly in industries like 
mining, agriculture, and construction. 
 

2. Social Metrics: 
 

○ Labor Practices and Employee Welfare: Includes health and 
safety records, wage equity, diversity, and inclusion policies, 
and employee satisfaction levels. 
 

○ Community Impact: How the company interacts with and 
supports local communities, including charitable giving, 
education initiatives, and access to essential services. 
 

○ Human Rights and Supply Chain Responsibility: 
Assessment of working conditions, forced labor, and child labor 



within the supply chain. 
 

3. Governance Metrics: 
 

○ Board Diversity: A diverse board is often seen as a sign of 
sound governance and risk management. 
 

○ Executive Compensation: How pay is structured, especially in 
relation to long-term performance, and whether it’s aligned with 
ESG objectives. 
 

○ Shareholder Rights and Transparency: The effectiveness of 
internal controls, shareholder voting rights, and financial 
transparency are critical governance indicators. 
 

○ Corruption and Ethics: Any history of fraud, corruption, or 
illegal activities impacts the integrity of governance. 
 

These metrics are often tracked across multiple time frames and 
benchmarks, such as short-term annual reports or long-term sustainability 
goals. 

Challenges in ESG Data Standardization 

Despite the growing demand for ESG disclosures, standardization 
remains a significant challenge. Multiple organizations and agencies are 
involved in creating ESG reporting frameworks, yet they often produce 
conflicting or incompatible results. Some of the most influential frameworks 
include: 

● Global Reporting Initiative (GRI): One of the most widely used 
reporting frameworks for sustainability reporting. 
 

● Sustainability Accounting Standards Board (SASB): Provides 
industry-specific standards for disclosing financially material 
sustainability information. 
 

● Task Force on Climate-related Financial Disclosures (TCFD): 
Focuses on climate-related financial risk disclosures, aimed at 



improving transparency around how companies are managing climate 
change risks. 
 

● EU Taxonomy: A classification system for sustainable economic 
activities, designed to provide businesses and investors with clear 
definitions of sustainability. 
 

The key challenge lies in the lack of universal adoption across these 
frameworks. Companies might use different sets of standards, and these 
standards are often voluntarily disclosed, making it difficult for investment 
banks to make consistent comparisons between companies. 

Furthermore, third-party ratings agencies, such as MSCI, Sustainalytics, 
and S&P Global, often evaluate companies’ ESG performance. However, 
these agencies have different methodologies, leading to discrepancies in 
ratings for the same company. For example, one rating agency may give a 
company a “B” grade for governance, while another rates it as “AA.” This 
inconsistency can create confusion and undermine confidence in ESG 
ratings. 

The Need for Better ESG Data 

As ESG investing continues to gain traction, the need for better, more 
reliable ESG data becomes increasingly urgent. Many investment banks 
are developing proprietary ESG tools to evaluate companies more 
accurately, integrating machine learning, artificial intelligence, and other 
technological advancements. These tools aim to assess non-financial risks 
and opportunities, improve data accuracy, and offer predictive insights into 
ESG performance. 

In addition, regulators are taking steps toward greater standardization and 
transparency. The European Union’s Corporate Sustainability Reporting 
Directive (CSRD) and the SEC’s climate-related disclosures are examples 
of how the regulatory environment is evolving to ensure more robust and 
consistent ESG reporting. 

Impact and Performance Measurement: The Bottom Line 

One of the key challenges of ESG investing is measuring its impact on 
financial returns. Historically, there was skepticism regarding the financial 



benefits of ESG, with critics arguing that prioritizing social or environmental 
outcomes could reduce profitability. However, numerous studies now show 
that ESG-focused companies tend to outperform their non-ESG peers in 
the long term, especially in terms of risk-adjusted returns. 

As more evidence emerges that companies with high ESG ratings are less 
prone to financial scandals, regulatory fines, and market disruptions, ESG 
investing is increasingly viewed as a sound financial strategy—not just an 
ethical one. However, proving this impact through robust metrics and 
transparent reporting remains a central challenge. 

The Future of ESG Investing in Investment 
Banking  

As the demand for Environmental, Social, and 
Governance (ESG) investing continues to rise, 
investment banking faces both significant 
opportunities and challenges in adapting to this 
evolving landscape. From shifting market dynamics to 
regulatory changes, the future of ESG investing is 
marked by a series of emerging trends and innovations 
that could reshape the industry. 

Emerging ESG Trends in Investment Banking 

1. Increased Integration into Mainstream Finance 
 

ESG investing, once a niche area reserved for impact investors, is rapidly 
becoming mainstream. Major financial institutions are no longer treating 
ESG as a side project, but as an integral part of their investment and 
advisory strategies. Investment banks are increasingly incorporating ESG 
factors into everything from mergers and acquisitions (M&A) to capital 
raising and portfolio management. 

In the future, it is likely that ESG metrics will be fully integrated into 
financial analysis, making them as common and essential as traditional 



financial metrics like EBITDA or earnings per share. This could lead to the 
mainstreaming of ESG risk assessments, where investors, clients, and 
stakeholders expect comprehensive ESG reporting in all transactions. 

2. Rise of Green and Sustainability-Themed Products 
 

The demand for green bonds, sustainability-linked loans, and other 
ESG-themed financial products is increasing. Investment banks are likely 
to continue developing and innovating these types of products to meet both 
regulatory requirements and investor demand. We might see the 
expansion of green bond markets, with more companies issuing bonds 
for environmental projects, and the growth of impact investing funds that 
aim to generate measurable social and environmental returns. 

Additionally, as climate change and social equity become increasingly 
prominent, investment banks will have to devise products that cater to 
net-zero goals, climate adaptation strategies, and social impact 
projects. These products will not only cater to institutional investors but 
also attract a broader base of retail investors who are looking for 
sustainable investment options. 

3. Regulatory Push Toward Standardization 
 

The regulatory landscape for ESG investing is becoming more robust. 
The European Union is already leading the way with its Sustainable 
Finance Disclosure Regulation (SFDR) and EU Taxonomy, and similar 
regulations are expected to gain traction in other regions. In the United 
States, Securities and Exchange Commission (SEC) regulations are 
evolving to require clearer climate risk disclosures, and more is likely to 
come. 

This increased regulatory pressure will push investment banks to align with 
standard ESG frameworks and reporting practices, ensuring greater 
transparency and accountability in ESG-related transactions. In the 
future, regulatory compliance will be a significant consideration in all 
ESG-related financial dealings, especially as regulators increase scrutiny of 
greenwashing and other misleading practices. 

4. Technological Advancements in ESG Analytics 
 



Technology will play a crucial role in shaping the future of ESG investing in 
investment banking. The increasing availability of big data and the rise of 
artificial intelligence (AI) and machine learning can make ESG analysis 
more efficient, accurate, and reliable. For instance, AI tools can analyze 
vast amounts of data from various sources to identify patterns and predict 
ESG risks more effectively than traditional methods. 

These technologies will also allow investment banks to automate ESG 
reporting and real-time monitoring, ensuring that companies adhere to 
ESG targets throughout their operations and investment portfolios. 
Furthermore, AI-powered solutions could enhance impact measurement, 
helping banks quantify and track the long-term effects of their ESG 
investments on social, environmental, and financial outcomes. 

5. Expansion of ESG Reporting and Disclosure 
 

As ESG becomes a critical element of investment banking, more emphasis 
will be placed on real-time ESG disclosures and continuous 
monitoring. Unlike traditional financial disclosures that are published 
quarterly or annually, ESG reporting will evolve toward a more dynamic 
and frequent approach. Investment banks will likely offer integrated 
platforms for continuous ESG performance tracking, giving investors 
up-to-date insights on their portfolios. 

Companies will also have to disclose ESG targets in more detail, not just 
their current performance but their long-term sustainability goals. This could 
include information on carbon neutrality targets, diversity and inclusion 
efforts, executive compensation tied to ESG outcomes, and more. 

Impact on Investment Banking Roles 

The future of ESG investing will likely lead to the creation of new roles and 
departments within investment banks. These may include: 

● ESG Analysts: These specialists will be responsible for researching, 
analyzing, and reporting on ESG data and metrics to support 
investment decisions. 
 

● Sustainable Finance Advisors: Investment banks will need experts 
who understand the intricacies of sustainable financing and can help 



clients raise capital through green bonds or sustainability-linked 
loans. 
 

● ESG Compliance Officers: As regulatory requirements become 
stricter, investment banks will hire compliance officers focused solely 
on ESG-related regulations, ensuring that all transactions meet the 
necessary legal standards. 
 

Additionally, training and development in ESG-related skills will become 
an essential part of investment banking careers. Financial professionals will 
need to understand how ESG factors impact risk, returns, and overall 
strategy. 

The Impact of ESG on Investment Banking in the 
Long Run. 

 

In conclusion, the integration of Environmental, Social, and Governance 
(ESG) criteria in investment banking is not just a passing trend but a major 
shift in how financial institutions operate and interact with the broader 
economy. The growing importance of sustainability, ethical practices, 
and social responsibility is influencing the investment banking sector, 
creating both challenges and opportunities. 

A Paradigm Shift in Financial Strategy 

The rise of ESG investing marks a paradigm shift in how investment 
banks view risk, opportunity, and value creation. No longer are traditional 
financial metrics the sole indicators of success; ESG factors are now critical 
in determining the long-term viability and attractiveness of investments. 



Banks that embrace this shift early will find themselves well-positioned to 
attract investors seeking ethical, sustainable, and responsible investment 
options. 

This transformation also extends to how investment banks structure their 
products and services. The demand for green bonds, sustainable 
loans, and other ESG-linked financial products is only set to grow, creating 
a new avenue for investment banks to tap into a previously underserved 
market. Additionally, ESG integration in advisory services, mergers and 
acquisitions (M&A), and capital raising will continue to expand, leading to 
the creation of new financial products that cater to the evolving needs of 
both institutional and retail investors. 

Regulatory Forces Driving Change 

As regulatory bodies across the world implement more stringent rules and 
disclosure requirements around ESG issues, investment banks will be 
forced to adapt. The EU Taxonomy, Sustainable Finance Disclosure 
Regulation (SFDR), and potential future SEC regulations will impose 
greater transparency and accountability on investment decisions. Banks 
that fail to integrate ESG practices into their operations may find 
themselves at a competitive disadvantage, as clients increasingly demand 
that their investments align with sustainability goals. 

Furthermore, the potential for greenwashing—where companies falsely 
claim to be more sustainable than they are—has made regulators more 
vigilant in their approach. This increases the need for banks to adopt robust 
ESG verification and audit processes to ensure that their claims are 
credible and meet the highest standards of integrity. 

Technological Innovation and Data Analytics 

One of the most exciting aspects of ESG investing’s future is the role of 
technology. The use of big data, AI, and machine learning to analyze 
ESG metrics will make it easier for investment banks to track, measure, 
and report on ESG performance. This not only improves the efficiency of 
ESG integration but also helps in providing investors with accurate, 
real-time insights into their portfolios. Over time, this technological evolution 
will enable banks to deliver more customized investment solutions, 
allowing clients to align their portfolios with specific ESG goals, whether 
focused on climate change, diversity, or corporate governance. 



Long-Term Sustainability and Client Demand 

In the long run, the shift towards ESG investing will result in a more 
sustainable and responsible financial ecosystem. Investment banks 
that prioritize ESG factors in their decision-making processes will likely 
attract a more loyal client base, including institutions, retail investors, and 
individuals who are increasingly driven by a desire to make a positive social 
and environmental impact. This growing demand will force financial 
institutions to innovate, creating a more inclusive and diverse investment 
market that can address some of the world’s most pressing challenges, 
from climate change to social inequality. 

ESG Is Here to Stay 

In conclusion, ESG investing is a key force shaping the future of 
investment banking. It is not just about profit generation anymore but about 
driving positive change across industries and societies. For investment 
banks, this transformation represents a major opportunity to innovate, 
attract new clients, and establish themselves as leaders in a market that 
increasingly values ethical considerations alongside financial returns. 

Those who recognize and embrace this shift now will have a head start in 
building sustainable and profitable practices that meet the needs of 
tomorrow’s investors. The journey toward full integration of ESG into 
investment banking may be long, but the direction is clear. In the end, it is 
the banks that are forward-thinking, responsible, and transparent about 
their ESG efforts that will thrive in the evolving global financial landscape. 
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