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This article is devoted to the impact of ESG on the cost of sources of corporate
finance. The topic of the article is relevant, as the world is moving to ESG investing,
reflecting a growing sentiment about how ESG considerations can affect portfolios
and individual securities. ESG investing is a form of socially responsible investing
that prioritizes financial returns as well as a company s impact on the environment,
its stakeholders and the planet. The authors have highlighted in detail the criteria
used to assess companies for ESG investing and the various issues covered by
these. The article gives a brief history of ESG and how it has evolved over time. It
also notes different tools used to help with sustainable investing. And at the end,
the authors present an ESG rating and how scores can vary between companies,
which may use different measures and weighting systems.
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BJIUSHUE CTENNEHU
IKOJOI'MYECKOM, COIIUAJIBHOMN
U KOPIIOPATUBHOM OTBETCTBEHHOCTH
KOMIIAHUU HA CTOUMOCTb EE UCTOYHUKOB
OUHAHCUPOBAHUS

J.K. H3maiinosa, Xamuoy ben Mamyody, M.A. ITuposckoe

Jlannas cmamos nocsswena enuanuio ESG na cmoumocms ucmouHukog kop-
nopamuenoco gunancuposanus. Tema cmamovu aKkmyanbhda, NOCKOIbKY MUp ne-
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pexooum K uneecmuposanuio 6 ESG, ompasxcas pacmywjee muenue o mom, Kax
coobpasicenuss ESG mozym noenusme Ha nopm@enu u omoenvHvie yeHHvle Oy-
maeu. ESG-ungecmuposanue — smo gpopma coyuanrbHo omeemcmeeHno2o un-
8eCmupoganusi, npyu KOMopou npuopumem omoaemcs Qpunancosoi omoaue, a
Maxaice AUAHUIO KOMNAHUU HA OKPYICAIOWYIO CPedy, ee 3auHmepecosaHtbix auy
u naanemy. A6mopuvl noOpoOOHO OCeeMUNU KPpUEPUU, UCNOTb3YeMble 01 OYEeHKU
Komnanutl ons ungecmupoganus ¢ ESG, u paznuunvle 6onpocul, oxeamuviéaemvlie
umu. B cmamve oaemcs kpamkas ucmopus ESG u mo, kax cmpameaus paséu-
6anace ¢ meyenuem gpemenu. Taxoice ommeuaiomes pasnuynvie UHCMpPYMeHmbl,
ucnonvzyemuvle 015 COOelcmaus yCmoudugomy uneecmupoganuio. M ¢ konye as-
mopul npedcmasnsiom pevmune ESG u mo, xax oyenxu mo2ym 8apoupo8amucs
6 3a8UCUMOCU OM KOMAAHUI, KOMOPble MO2YmM UCNONb308AMb PA3Hble MEPbl U
cucmemvl 636CUUBAHUSL.

Knrwueevie cnosa: ESG ¢unancuposanue; zenenvie oonueayuu,; ¢ono ETF;
yemouiyusoe uneecmuposanue,; peumuneu ESG
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Investing can help us achieve goals that go beyond monetary re-
turns. Today, the world is faced with challenges that are rapidly erod-
ing the sustainability of our way of life. Our increasing and ineffi-
cient use of resources has knock-on effects including climate change
(global warming from fossil fuels due to greenhouse emissions), loss
of biodiversity, pollution, poor healthcare and bad decision-making.
All these issues are interlinked and in turn often exacerbate each
other. The scale of the environmental/social/governance challenge
is enormous.

Different forms of sustainable finance have grown rapidly. With
the adoption of sustainability goals in everyday, corporate culture
has grown significantly in recent years, but relates to the wider rela-
tionship between the organization, its key stakeholder groups and the
community. A growing number of institutional investors and funds
now incorporate various (ESG) investing approaches. Investors in-
creasingly consider (ESG) factors when selecting and managing in-
vestments in terms of trying to make their operations more environ-
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mentally friendly, trying to help their communities, and trying to have
good corporate governance.

ESG investing is a form of sustainable investing that considers envi-
ronmental, social and governance factors to evaluate a company’s per-
formance when considering potential investments, and its overall impact.
(ESG) Investing has grown rapidly over the past decade. This growth
has been spurred by shifts in demand from across the finance ecosys-
tem, driven both by the search for better long-term financial value, and
a pursuit of better alignment with values.

ESG investing is often used synonymously with other investing terms
such as:

» Sustainable Investing (SI) — a range of practices in which investors
aim to achieve financial returns while promoting long-term envi-
ronmental or social value. An investment’s sustainability impact
is evaluated using ESG factors.

* Responsible Investing (RI) — involves considering environmental,
social and governance (ESG) issues when making investment de-
cisions and influencing companies or assets to help better manage
risk and generate sustainable long-term returns.

* Socially responsible investing (SRI) — an investment approach that
aims to simultaneously achieve environmental and social goals,
as well as financial goals.

Each of these terms (ESG, SI, RI, SRI) are unique. However, they
refer to the same idea of including nonfinancial factors alongside finan-
cial factors when choosing and managing investments.

ESG investing covers different issues that apply to all industries and
organizations in one way or another. The three criteria used to evaluate
companies for ESG investing:

Environmental

This component generally includes a company’s energy usage, pol-
lution and waste, and use of natural resources. Organizations’ efforts to
mitigate climate change and other environmental disasters such as bio-
diversity loss.
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Social

It correlates to a firm’s impact on society and stakeholders in the com-
pany. Different issues took into account here are: human rights issues
within an organization’s supply chain, the safety of a firm’s products,
labor standards, impact on local communities, and employee diversity.

Governance

Is the internal system of practices (leadership effectiveness and busi-
ness ethics), controls, and procedures a company adopts in order to gov-
ern itself, make effective decisions, comply with the law, and meet the
needs of external stakeholders. Some popular metrics include board di-
versity, accounting policies, executive compensation, shareholder rights
and overall ethical behavior.

The ideas behind the term ESG investing go back a long way. Thinkers
and economists have warned of the dangers of environmental damage or
the social ills caused by certain products or business practices for many
centuries, including the theologian John Wesley (The Use of Money, 1744)
and the economist Adam Smith (The Wealth of Nations, 1776). The prac-
tice of ESG investing began in the 1960s as socially responsible investing
(SRI), during this period, there was an ongoing civil rights movement and
protest, and boycott of companies involved in or in support of the Vietnam
war. The first sustainable investing mutual fund launched in 1971 and it
focused on the exclusion of certain companies due to ethical consider-
ations. Throughout the 1980s, the concept continues to accelerate, ESG
investing helped dismantle apartheid in South Africa, as the investment
decisions of institutions such as churches, universities, cities and states
during this period forced many American companies out of South Africa,
causing serious economic instability in the country.

But the modern concept of ESG, which we’re so familiar with today,
was used first in a 2004 report from the United Nations titled “Who Cares
Wins”, which was a joint initiative of financial institutions, encouraging
them to embrace ESG long-term. The focus of the report is a series of rec-
ommendations, targeting different financial sector actors (managers, di-
rectors, investors, analysts, brokers), which taken together seek to address
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the central issue of integrating ESG value drivers into financial market
research, analysis and investment. “A better inclusion of environmental,
social and corporate governance (ESG) factors in investment decisions will
ultimately contribute to more stable and predictable markets, which is in
the interest of all market actors”. “Who cares win — connecting financial
markets to a changing world”, UN Global Compact, 2004.

In 2015, with the Paris Agreement (COP 21), we saw the rise of sus-
tainable Investing. It has bolstered companies’ recognition that improv-
ing their ESG performance will make them better corporate citizens.
As aresult, investors are seeking out companies that prioritize the Paris
Agreement’s objectives in the context of their ESG concerns and climate
change actions.

The COVID-19 pandemic encouraged this trend notably. Market tur-
bulence and uncertainty caused by the COVID-19 pandemic led many
investors to turn to ESG funds for increased resiliency. Many compa-
nies with strong ESG track records showed lower volatility than their
non-ESG counterparts. A perfect storm created by the pandemic and
the green recovery in countries like the U.S, EU and China will likely
reveal how ESG can help assess a new set of financial risks and harness
capital markets.

ESG investing is based on the assumption that ESG factors have fi-
nancial relevance. Today, ESG investing is estimated at over $20 trillion
in AUM, roughly a quarter of all professionally managed assets global-
ly. Asset managers globally are expected to increase their ESG-related
assets under management (AuM) to US$33.9tn by 2026, from $18.4
trillion in 2021. Many asset managers (nine out of ten, according to a
survey) believe that investments that consider sustainable metrics can
help clients pursue long-term success in their portfolio and will improve
overall returns. A majority of institutional investors, 60%, reported that
ESG investing has already resulted in higher performance yields, com-
pared to non-ESG equivalents.

Despite the rapid rise of this global phenomenon, various issues still
need to be addressed as regulators and investor behavior have yet to
fully shape ESG investment standards. Even though ESG is not new, it



106 Krasnoyarsk Science, Vol. 12, No 1, 2023

is still very new in the way Wall Street regulates it (with a lack of both
standardization and regulation). A global report by S&P identified $8.4
trillion in investment assets in the United States at the start of 2022 held
by companies that consider environmental, social and governance is-
sues in their decisions. That was a steep drop from the last assessment
in 2020, which recorded $17.1 trillion in ESG assets under management.

ESG bonds refer to any bond with set environmental, social, or gov-
ernance objectives. This can include everything from affordable hous-
ing to improved infrastructure, reduction of racial or gender inequity, or
renewable energy. Broadly, there are four types of ESG bonds (green,
social, sustainability and sustainability-linked). Sustainable finance has
become crucial to initiatives on reducing the devastating effects of the
climate crisis. One of its most revered instruments are green bonds.

Green bonds are a subset of ESG bonds (debt instrument) issued by
any sovereign entity, inter-governmental groups or alliances and corpo-
rates with the aim that the proceeds of the bonds are utilized for projects
classified as environmentally sustainable. They use to finance projects
that help reduce the effects of climate change or protect the environment
(eco-friendly projects). Green bonds can finance sustainable mobility,
energy efficiency, pollution prevention and control, sustainable infra-
structure, waste management and so on.

The European Investment Bank (EIB) issued the first green bonds in
2007 in what was a giant leap towards building a responsible banking
industry. The World Bank issued its first green bond in 2008. And since
then, it has issued approximately $18 billion equivalent in green bonds
across more than 200 bonds in 25 currencies, making it the largest is-
suer of green bonds.

Sustainability bonds are issues where proceeds are used to finance
or re-finance a combination of green and social projects or activities.

In light of growing demand, the finance industry is creating more prod-
ucts and services related to ESG ratings, indices, and funds. ETFs or “ex-
change-traded funds” are a type of investment fund and exchange-traded
product, i.e., they are traded on stock exchanges. ESG exchange-traded
funds (ETFs) are ETFs that incorporate environmental, social, and cor-
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porate governance considerations into their investment approach. ESG
ETF strategies saw record inflows for the first time in 2020, during the
COVID-19 pandemic, driven by demand from asset owners looking to
increase ESG integration and transparency in their portfolios. The value
of assets allocated to ESG ETF funds increased markedly from five bil-
lion U.S. dollars in 2006 to 391 billion U.S. dollars in 2021. As of Feb-
ruary 2022, allocated assets reached 378 billion U.S. dollars. Investment
in sustainable funds, including ETFs, was primarily driven by developed
markets mainly in Europe and the United States.
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Pic. 1. Global ESG ETF assets

Launched in November 2021 on the New York Stock Exchange, the
Schwab Ariel ESG ETF (SAEF) is the firm’s first ESG ETF and first
actively managed ETF.

Several financial firms have come out with ESG ratings and scoring
systems in recent years. ESG ratings can provide insight into a compa-
ny’s long-term performance. It commonly reviews things like annual
reports, corporate sustainability measures, resource/employee/financial
management, board structure and compensation, and even controversial
weapons screenings.
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Table 1.
The Best ESG Funds of February 2023 (according to forbes)
Index Description
It tracks the FTSE4Good US Select Index. This index excludes
Vanguard companies dealing in what it calls vice products (adult entertain-
FTSE Social | ment, alcohol, gambling, tobacco), non-renewable energy (nuclear
Index Fund | power, fossil fuels) and weapons (civilian firearms, controversial
(VFTAX) military weapons, conventional military weapons). It has reported a
-16.7% one-year return, a 8.96% three-year return.
iShares MSCI | This index uses three MSCI ESG Research products to construct its
USA ESG portfolio: MSCI ESG Ratings, MSC ESG Controversies Score, and
Select ETF MSCI ESG Business Involvement Screening Research. It has yield-
(SUSA) ed an 11.1% three-year return, 13.0% ten-year return.
Parnassus It is an actively managed fund. It does not invest in companies that
. derive “significant revenues” from the manufacture of alcohol or
Core Equity tobacco products, weapons, direct involvement in gambling, or gen-
Investor (PR- . . > g 8, or &
BLX eration of electricity from nuclear power. It recorded a 11.5% five-
) 0 ten.
year return, and a 13.0% ten-year return.
iShares This index consists of 30 companies from around the world involved
Global Clean in “clean energy-related businesses, comprising a diversified mix of
Encroy ETF clean energy production and clean energy equipment and technology
(ICL%\Iy) companies.” It posted a 6.71% one-year return, a 21.45% three-year
return, and a 18.66% five-year return.
it selects green economy companies that fund management believes
Shelton Green 1o ] h I-bei di ic efficienci
Alpha Fund work “to improve human well-being and increase economic efficiencies,
(NEXTX) while significantly reducing environmental risks and ecological scarci-
ties.” It reported a 22.1% three-year return, a 16.0% five-year return.

Using ESG factors to steer investment decisions is now becoming
much more widely accepted, because ESG risks, such as unsafe working
conditions, lack of board independence, energy dependence, or ques-
tionable accounting practices can have serious financial consequences.

ESG scores represent ratings that research firms assign to individu-
al companies. Scores generally follow a 100-point scale: the higher the
score, the better a company performs in fulfilling different ESG criteria
and the lower the total risk. Scores may vary among firms, which may
employ different metrics and weighting schemes. Bloomberg, S&P Dow
Jones Indices, JUST Capital, MSCI and Refinitiv are a few of the most
well-regarded ESG research companies. The MSCI USA, which is one
of the most widely used ESG rating systems, measures risk across in-
dustry-specific issues, which are weighted by potential impact. The in-
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dustry-specific scores and weighted scores are combined to give each
company a score between 0 and 10 and are then converted into letter
grades from CCC to AAA.

ESG criteria and ratings can differ from company to company, so it’s
not an exact science when it comes to comparisons. ESG methodologies
are improving and becoming more transparent, but scoring remains in
a state of transition. Some rating providers still in the way of refining
their methodology through the inclusion of factors such as materiality.
There is a range of scoring methodologies in terms of determining which
data to analyze and include, metrics weighting, materiality and how to
consider missing information.

Table 2.
ESG World Ranking (according to Refinitiv)
. Management
Company Country industry assessment

Intern_atlonal Business | United States Software & IT Services 9776
Machines Corp of America
SAP SE Germany Software & IT Services 97.6
Tata .Consultancy India Software & IT Services 97.52
Services Ltd
Microsoft Corp United States Software & IT Services 97.4

of America

United States Pharmaceuticals &
Johnson & Johnson of America Medical Research 9721

Conclusion

With its exponential growth, ESG now impacts almost every orga-
nization. Experts claimed that financial firms worldwide would have
“no choice” but to embrace it. Numerous central banks in advanced and
emerging market economies have committed to integrate ESG assess-
ment and investing practices into some of their responsibilities, such as
reserve management and supervisory practices including stress tests.
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