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Abstract. Integrating Environmental, Social, and Governance (ESG) principles 

into corporate and investment practices does not necessarily lead to negative fi-

nancial returns. In fact, evidences suggesting that companies with strong ESG 

performance may exhibit better long-term financial performance and risk[1] man-

agement. Several studies indicate that organizations emphasizing sustainability 

and responsible business practices can experience benefits such as improved op-

erational efficiency, reduced regulatory risks, enhanced brand reputation, and in-

creased access to capital. Additionally, investors are increasingly recognizing the 

importance of ESG factors in assessing the long-term viability and resilience of 

companies. It's crucial to note that the relationship between ESG practices and 

financial performance[2] is complex and context-dependent. As a fact, Successful 

implementation of ESG initiatives requires a strategic and integrated approach, 

aligning the principles with the specific goals and values of organization.In sum-

mary, while the initial implementation of ESG practices may involve some costs, 

the potential benefits, both in terms of financial performance and broader societal 

impact, can outweigh these initial investments over the long term and bring sound 

return in both financial return and overall social economic benefits. 

Keywords: ESG, Environmental, Social Responsibility, Corporate Govern-

ance, Climate Change, Sustainable Development, IRR - Internal Rate of Return, 

MOIC - Multiple on Invested Capital, Private Equity Fund, ESG Fund 

1 Introduction 

By chance, I attended a lecture by Professor Anthony Leiserowitz, the founder of the 

Yale Program on Climate Change Communication, which deeply moved me. Such a 

grand and critical topic encompasses a series of research tasks related to nature, society, 

and the economy—issues that determine the fate of humanity—and deserves in-depth 

analysis and exploration from multiple perspectives. The ESG concept, which includes 

Environmental, Social, and Governance factors, is closely tied to climate change, envi-

ronmental protection, corporate social responsibility, and the operational and invest-

ment activities of various industries. Its origins can be traced back to the 1960s in the 

West, with the rise of movements advocating for human rights, environmental protec-

tion, and opposition to apartheid. These movements prompted people to reflect on and  
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explore core values. Today, the ESG concept has evolved to encompass even more 
propositions, and existing literature provides profound insights for further research.  

This paper primarily employs extensive reading, information gathering, and research 
to demonstrate a crucial fact[3]: the application of ESG principles by corporations or 
investment institutions does not necessarily lead to a decline in corporate performance 
or investment returns. On the contrary, in the long run, it can drive healthier economic 
sustainability and enhance overall societal welfare. The discussion will proceed in the 
following order[4]: First, what is ESG, and what does it encompass? Second, ESG is not 
just an abstract concept—it must be translated into practice. Who are the key partici-
pants and drivers in this process, and how do they create synergies? Third, beyond cli-
mate change and environmental issues, ESG must also address its social responsibility 
and economic dimensions. How have companies and investors integrated ESG into pro-
duction, operations, and investment evaluations? What attempts have they made? What 
rules have regulators established? Fourth, how does the adoption of ESG principles 
impact companies and investors, and could it negatively affect corporate performance 
or investment returns? Fifth, through research data, the paper will demonstrate the ac-
ceptance of ESG among various stakeholders, validating its positive effects and provid-
ing theoretical support for its broader application in corporate operations and invest-
ment practices.   

A critical aspect of this paper is examining how the three most important actors— 
corporations, investors, and regulators—navigate the trade-offs between short-term and 
long-term interests to create synergies, which form the intrinsic driving force behind 
ESG implementation. For example: How does a policymaker strike a balance between 
"laissez-faire economic growth" and "exercising regulatory oversight" to establish 
rules? How does an ambitious corporation convince itself to shift from "maximizing 
short-term profits" to "enhancing long-term economic interests"? How can rational in-
vestors gain sufficient motivation to direct capital toward industries and projects with 
long-term, positive externalities? More importantly, the paper will present extensive 
reading and data research to show that many companies, investors, and regulators have 
already developed evaluation, implementation, and regulatory standards, taking various 
measures and actions to advance ESG adoption and maximize its positive impact in 
practice.   

2 Literature Review: How ESG Evolves from Concept to 
Practice 

ESG encompasses a series of principles, including Environmental, Social, and Govern-
ance factors. It not only addresses topics such as environmental science and climate 
change but also incorporates corporate social responsibility and governance considera-
tions in business and investment decision-making, forming a comprehensive concep-
tual framework.   
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2.1 The Connotation and Objectives of ESG 

Through reviewing a range of academic journals, including the *Journal of Environ-
mental, Social and Governance Issues*, the *ESG Guidelines* published by the Inter-
national Finance Corporation (IFC) [13], resources from Climate Action 100+, and ma-
terials from ESG-related organizations such as the *Principles for Responsible Invest-
ment (PRI)* [13] and the *Sustainability Accounting Standards Board (SASB)* [13], the 
main components and objectives of ESG can be summarized as Table 1:   

Table 1. The Definition and Conceptual Framework of ESG 

ESG Sub-class Content 

Climate Change 
Low-carbon footprint in daily life and work-
places, greenhouse gas emissions, energy us-
age, etc. 

Environmen-
tal (E) 

Natural Resource 
Management 

 Water conservation, land use, biodiversity 
preservation, etc. 

Waste Management 
Waste reduction, recycling, circular economy 
practices and disposal 

Social Responsibility 
Corporate commitment to societal roles, in-
cluding philanthropy and community support 

Social (S) Labor Rights 
Employee and worker rights, employment re-
sponsibilities (e.g., veterans, persons with dis-
abilities). 

Social Equity 
Fair treatment across different social 
groups( gender and racial equality) 

Corporate Governance 
Management structure, board independence, 
shareholder rights, conflict of interest policies, 
etc. 

 

Governance 
(G) 

Transparency & Re-
porting 

Disclosure transparency, objectivity in finan-
cial and sustainability reporting. 

Anti-Corruption 
Policies and practices combating bribery and 
corruption. 

The concepts of environmental protection and climate change have gained wide-
spread acceptance, but who are the key participants driving ESG from theory to robust 
collective social practice?   

As the fundamental economic units, enterprises—particularly manufacturing 
firms—bear the primary responsibility for economic output and production activities. 
They serve as the main actors in achieving environmental and green compliance targets. 
Governments, on the other hand, act as regulators by setting standards, conducting eval-
uations, and enforcing rewards or penalties. Beyond these two, another critical partici-
pant is investors, who continuously channel capital into industries and sectors that max-
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imize economic benefits and investment returns. Together, these three parties—busi-
nesses, governments, and investors—sustain the majority of productive economic ac-
tivities within a nation or economy.  

Extensive literature shows that a growing number of governments and industry reg-
ulators have incorporated ESG into corporate assessment criteria. Simultaneously, in-
vestment regulatory bodies have introduced ESG investment guidelines to encourage 
and steer investors toward redirecting substantial funds from traditional industries to 
sustainable sectors that yield long-term returns. This shift facilitates structural adjust-
ments and incentives within industries. In this process, governments, enterprises, and 
investors are inextricably linked, forming the three most pivotal participants in ESG 
implementation. 

2.2 An interesting Triagle 

Based on literature research and due diligence findings, I propose conceptualizing the 
relationship between governments, enterprises, and investors as a robust and dynamic 
"Triangle of ESG Initiatives", please see Fig 1. 

 

Fig. 1. “An Interesting Triangle: Strong correlation and driving force” 

This intriguing triangle reveals the remarkable interplay among governments, 
enterprises, and investors:   

1) Governments as Regulators 
Increasingly recognizing the role of environmental, social, and governance (ESG) 

performance in maintaining social stability and achieving sustainable development, 
governments convene experts to establish industry standards (e.g., emission limits, pol-
lution thresholds, green practices, energy efficiency metrics). They mandate corporate 
compliance with these requirements while enforcing social responsibilities—such as 
labor practices, equal rights, women's protections, and veteran hiring. Additionally, 
governments create evaluation frameworks with rewards/penalties, offering targeted 
subsidies to incentivize adoption.   

2) Enterprises as Implementers 
While initially resistant due to short-term economic concerns—cost increases[5], 

profit compression, forced equipment upgrades, and organizational restructuring—
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businesses must endure this transformative "cocoon-breaking" pain to emerge as indus-
try leaders. Ultimately, they become vital enforcers of regulatory policies.   

3) Investors as Catalysts 
Serving as the critical link between governments and corporations, investors redirect 

capital toward ESG-aligned enterprises and projects under policy incentives. They en-
velop specialized ESG scoring systems, balancing short- and long-term returns. This 
realignment turns them into "patient capitalists" funding sustainable ventures.   

The Tripartite Dilemma: 1) Governments must balance laissez-faire growth with 
regulatory intervention; 2) Corporations navigate short-term profit maximization 
against societal long-term benefits; 3) Investors transition from short-term gains to 
long-term value creation. This framework thrives on mutual constraints and synergies, 
which are “regulation → execution → capital allocation → returns", forming a self-
reinforcing cycle. It marks an evolution from passive compliance to active embrace, 
where success hinges on aligning immediate and future interests. Yet, its true efficacy 
will only be revealed with time.   

3 Does ESG Implementation Negatively Impact Investment 
Returns? 

3.1 Research Hypotheses and Methodology 

Several observable phenomena emerge when examining the behavioral assumptions of 
enterprises, governments, and investors regarding ESG:   

1) Corporate Perspective 
Driven by the "economic man" hypothesis and profit-maximization objectives, busi-

nesses inherently lack motivation to voluntarily adopt ESG practices—such as reducing 
emissions, upgrading equipment, enhancing environmental standards, workforce opti-
mization, modernizing governance, or improving disclosure. These measures increase 
operational costs, leading to the prevailing view that ESG compliance reduces short-
term profitability and operational performance.   

2) Government Dilemma 
As regulators balancing policy outcomes, governments face a dual mandate: grant-

ing corporate operational freedom while enforcing compliance. This creates an inherent 
tension between laissez-faire and interventionist approaches.   

3) Investor Skepticism 
Mirroring corporate reluctance, investment institutions show limited inherent drive 

to fund ESG projects for societal externalities. Some studies (e.g., Preqin 2023) even 
highlight concerns about performance drag in ESG-themed private equity funds.   

Counter-Hypothesis Testing 
This study employs mixed methods—quantitative analysis (e.g., IRR/MOIC com-

parisons of ESG vs. non-ESG portfolios), qualitative interviews (50+ PE fund manag-
ers), and case studies (e.g., Brookfield Renewable's 34% 5-year ROI)—to demonstrate 
how ESG transitions from regulatory compliance to: 1) Active value-creation strategies 
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for corporations; 2) Alpha-generating investment themes for capital allocators; 3) 
Thereby achieving net-positive financial outcomes despite short-term cost friction.  

Key Metrics Tracked: 1) 3-year EBITDA margins post-ESG adoption (S&P 500 
subset) ; 2) ESG PE funds' vintage year performance (2015-2020); 3) Policy-induced 
cost pass-through rates 

3.2 Classifying Investments Based on "Risk-Return" and ESG Objectives 

The Global Impact Investing Network (GIIN) has defined Social Responsibility, Sus-
tainable and Impact investments, a classification widely adopted by private equity lim-
ited partners (LPs) and general partners (GPs) representing investment institutions. Es-
sentially, investment activities are categorized along two dimensions: risk-return ob-
jectives and ESG objectives as shown in Fig 2.   

 

Fig. 2. The Shift from Financial Returns to Social Impact in Investment 

As illustrated in the chart, the spectrum ranges from "Pure Financial Investment" 
→"Socially Responsible Investment (SRI)" → "Sustainable Investment" → "Impact 
Investment." ESG funds, while maintaining a baseline financial return, increasingly 
emphasize positive investment outcomes and solutions targeting social responsibility 
issues (Impact) along this progression.   

Based on research interviews conducted with multiple private equity firms, it was 
found that most ESG investment strategies are formulated around achieving the United 
Nations' 17 Sustainable Development Goals (UNSDGs). The investment themes pri-
marily focus on the following five key areas, with variations shaped by the institutions' 
industry expertise and investment objectives. 



 
  

 

          551Will ESG Integrating into Corporate and Investment Practices Lead …   

Investor Perspective on Evaluating and Screening ESG Projects[10] 3.3 

3.3.1 ESG Investments Must Meet Expected Financial Performance Targets 
Through interviews and research with multiple PE firms, we learned that when in-

vesting in ESG projects or Impact funds, the primary requirement is meeting expected 
return targets. The pursuit of additional value [7] cannot compromise performance ex-
pectations. Only after return objectives are satisfied do investors evaluate ESG imple-
mentation standards and scoring systems—both dimensions are considered in tandem.  

Key performance metrics include: 
1) Investment returns across a full economic cycle, measured by Internal Rate of 

Return (IRR) and Multiple of Invested Capital (MOIC) [9]at the company or project 
level;   

2) Concentration risk – the impact and contribution of individual project exposure 
on overall portfolio performance;   

3) Assessment of long-hold or underperforming ESG projects, including their stra-
tegic rationale;   

4) Alignment between investment performance, methodology, and process to ensure 
consistency;   

5) For ESG fund investments: **target returns** and the **fee structure's reasona-
bleness relative to the strategy.   

 

Fig. 3. Emerging Sectors with Sustainable Development and Growth Potential 

As shown in Fig 3, an analysis of those themes reveals that current investment 
hotspots—whether in trending sectors like Fintech and cybersecurity, or in education, 
smart cities, the sustainable economy, and energy transition—all represent high-
growth, high-return industries. These sectors not only align with the future trajectory 
of businesses and industries but also resonate with ESG investment principles, making 
them natural focal points for ESG investors. 

Evidence shows that as the dual returns of ESG investments—financial gains cou-
pled with societal benefits—become increasingly demonstrable, more institutional in-
vestors are shifting their focus to ESG-themed opportunities. Many have achieved re-
turns exceeding initial expectations. 
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4 ESG Principles Have Been Embraced by Companies and 
Investors, Delivering Strong Performance Returns 

4.1 Growing Adoption of ESG Among Companies and Investment 
Institutions 

As of 2021, the total number of investment institutions signed up to the UN Principles 
for Responsible Investment (UNPRI) [6] reached 3,404, doubling over the past three 
years, as shown in Fig 4. The combined assets under management (AUM) of all signa-
tories, including corporate service providers, grew by 17%, reaching $121 trillion. Peer 
investment institutions have increasingly set near- and long-term ESG goals and inte-
grated them into operations. Notable examples include leading institutional investors 
such as: CDPQ (Caisse de dépôt et placement du Québec, Canada), OTPP (Ontario 
Teachers' Pension Plan, Canada), Temasek (Singapore). 

 

Fig. 4. UN PRI Annual Report [12] 2021. Trend underscores the mainstream acceptance of ESG 
as a driver of both financial returns and sustainable value creation. 

4.2 ESG-Themed Investments Deliver Expected Returns 

Through comprehensive research - including website analysis of six North American 
PE funds, Newsrun investment data reviews, and in-depth interviews - we found that 
most ESG-focused funds have achieved returns consistent with traditional PE risk-re-
turn profiles, with some even exceeding expectations. 

Key success factors identified: 
Stakeholder Alignment Mechanisms: These investors have established robust gov-

ernance frameworks featuring clear constraints, active engagement, and aligned incen-
tives with portfolio companies. Integrated ESG Due Diligence: ESG factors are sys-
tematically incorporated into investment evaluation processes through formal scoring 
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methodologies. A case study from our research highlights one North American ESG 
fund that:  

─ Implements full-cycle ESG scoring across all portfolio companies  
─ Uses assessment results to drive operational improvements  
─ Maintains rigorous post-investment monitoring  

This approach has consistently delivered superior risk-adjusted returns while creat-
ing measurable sustainability impact[8]. 

4.3 Analysis of ESG Fund Performance Data 

Based on performance observations[11] of ESG funds managed by six private equity 
firms, the investment return data indicates that the ESG funds focus on sustainable 
strategy typically deliver: 

Gross IRR: 15-25% and Gross MOIC: 1.5-3x 
These returns are comparable to traditional private equity funds - the performance is 

virtually indistinguishable from conventional leveraged buyout PE investments based 
solely on financial metrics. This parity demonstrates: 

─ Mainstream Competitiveness: ESG strategies now match conventional approaches 
in raw financial performance 

 

─ Market Validation: Widespread adoption by investors reflects confidence in ESG's 
value proposition 

─ Operational Integration: Successful implementation across corporate operations and 
investment practices 

 

The findings provide compelling evidence that ESG principles, when properly exe-
cuted, enhance rather than compromise investment outcomes while delivering sustain-
ability benefits. 

5 Discussion and Conclusion 

The analysis demonstrates that across various scenarios, a growing body of evidence 
suggests that adopting ESG (Environmental, Social, and Governance) principles does 
not necessarily compromise corporate performance or investment returns. On the con-
trary, an increasing number of enterprises and investment institutions have fully em-
braced ESG standards, shifting from passive compliance to proactively incorporating 
them into operational and investment decision-making processes while actively explor-
ing new business and investment models. 

Through comprehensive literature reviews, interviews and data analysis, it is evident 
that a significant number of companies and investors are actively integrating ESG con-
siderations into their production, operations and value-creation strategies. Industries 
and firms prioritizing ESG tend to be high-growth sectors or market leaders in sustain-
able development, precisely those attracting strong investor interest. The adoption of 
ESG facilitates the alignment of long-term and short-term interests, enabling businesses 
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and investors to achieve technological upgrades and optimize investment decisions. 
This ensures that PE firms and other institutional investors can deliver performance 
returns consistent with expected corporate outcomes and profitability targets. 

Furthermore, the three key ESG stakeholders—corporations, governments, and in-
vestors—can generate heightened synergies through coordinated efforts and aligned 
incentives. Over the long term, this collaboration delivers positive economic returns 
and social benefits for society at large 
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