
The Role of Environmental, Social, and Governance 
in Modern Investment Strategies 

Dinara Safina1, Ajeng Puspa Marlinda1* 

1Department of Social and Political Sciences, Universitas Muhammadiyah Yogyakarta, Indonesia 

Abstract. This paper includes the role of Environmental, Social, and 

Governance (ESG) aspects as it relates to strategies for modern investing. 

As investors focus a greater emphasis on sustainability, moral behavior, and 

sound corporate governance, ESG has emerged as a key factor in 

international investing. To fully analyze how ESG influences investment 

strategies, this study uses a qualitative methodology. In addition to case 

studies of businesses that have successfully applied ESG principles, data 

was gathered by reviewing publications from international financial 

institutions, scientific journals, and ESG reports. Finding trends, themes, 

and connections between ESG adoption and investing choices was the main 

goal of the investigation. Because they lower risks, increase long-term 

profits, and support sustainable development, companies with good ESG 

performance are more appealing to investors, according to the findings. 

Furthermore, the trend towards environmentally and socially concerned 

investing is being strengthened by the growing interest of younger 

generations, especially Generation Z. In order to ensure financial 

profitability and foster social and environmental responsibility, this study 

offers investors and market participants a thorough framework for 

incorporating ESG into investment plans. Keywords: ESG, Environmental, 

Social, Governance, Investment 

1 Introduction 

To achieve success in investing, a strategy is needed that is not only financially beneficial, 

but also foresees long-term benefits in other aspects. One strategy is the ESG (Environment, 

Social, and Governance) approach that emphasizes environmental, social, and good 

corporate governance responsibilities. The role of ESG in modern investment makes it a 

promising strategy. The environment plays a role so that investors can assess the extent to 

which the company is ready to face economic changes that are more directed towards a green 

economy by paying attention to ecological impacts such as energy use, waste management, 

and carbon emissions [1]. Then, the social aspect plays a role in how the company respects 

human rights and establishes social relations in the vicinity. This is because companies with 

a good reputation will have good social relations. Meanwhile, governance plays a role in 

management, supervision, transparency and legal compliance in the company. Good 
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governance increases investor confidence and minimizes the risk of scandals or financial 

manipulation [2]. 

These three elements of ESG complement each other and provide a strong foundation for 

investors to make decisions that are not only financially beneficial, but also socially and 

environmentally responsible. Therefore, it is important for investors to understand and 

evaluate a company's ESG performance thoroughly before making an investment decision. 

The integration of ESG in investment analysis not only helps identify long-term growth 

potential, but also encourages companies to operate more ethically and sustainably. In 

addition, the ESG approach is able to create added value for all stakeholders, including 

society and the environment, so that investments not only generate profits, but also have a 

broad positive impact. Thus, ESG directly contributes to investment success and contributes 

to sustainable development. To provide a clear research focus, this study is guided by the 

following research question: What is the role of Environmental, Social, and Governance 

(ESG) factors in shaping modern investment strategies? 

2 Methodology 

This study employed a descriptive qualitative research model to accurately describe the role 

of ESG (Environmental, Social, Governance) in modern investment strategy. Data were 

gathered through literature studies of journals, ESG reports, and international financial 

publications, combined with case studies of companies that have adopted ESG practices. The 

analysis used documentary methods with three steps, namely data reduction, data 

interpretation, and conclusion verification, while triangulation was applied to ensure 

credibility by cross-checking findings from different sources. This approach provides both 

theoretical understanding and practical evidence, thereby enhancing the validity and 

reliability of the research. 

3 Result and Discussion 

The results show that the application of ESG (Environmental, Social, Governance) principles 

consistently contributes positively to the investment attractiveness and financial performance 

of the company. Companies that have high ESG scores tend to be more attractive to investors 

because they are considered capable of managing non-financial risks, such as environmental, 

social, and governance risks, which can affect business sustainability in the long term. 

Literature studies analyzed in this study also show that ESG integration in investment 

strategies can increase investor confidence, strengthen corporate reputation, and open wider 

access to funding sources in a transparent manner [3]. So it can reduce conflicts between 

investors because it creates a healthy environment both in social and corporate terms. In 

terms of the environment, companies that manage their ecological impacts well, such as 

carbon emission reduction, energy efficiency, and waste management, have proven to be 

more adaptable to the development of economic markets. On the social aspect, companies 

that pay attention to human rights, employee welfare, and good relations with the surrounding 

community tend to have high customer loyalty and reputation. Meanwhile, transparent and 

accountable corporate governance can minimize the risk of financial scandals and increase 

investor confidence in company management. 

3.1 ESG as a recent trend 

ESG implementation helps companies identify and manage business risks more effectively, 

so many companies are currently using ESG as an investment strategy because it is 
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considered to increase operational efficiency and reduce potential losses. The data below is 

evidence of the increase in total global assets managed by ESG ETFs (Environmental, Social, 

and Governance-based Exchange Traded Funds), which are growing every year. 

 

Fig. 1. Increase in assets of companies using ESG strategies by statista.com [4]. 

Figure 1 indicates that in 2006, the asset value of ESG ETFs globally was still very small, 

at only around $5 billion. For more than a decade, asset growth has been slow, with asset 

value only reaching $23 billion in 2016. However, starting in 2017, there was a significant 

acceleration in growth. By 2019, ESG ETF assets will increase to 78 billion dollars, then 

jump sharply to 203 billion dollars in 2020. This rapid growth continued, with assets reaching 

391 billion dollars in 2021, 403 billion dollars in 2022, and a peak of 480 billion dollars in 

November 2023. This trend shows that global investor interest in ESG-based investments 

has increased tremendously in recent years. ESG ETFs are increasingly regarded as relevant 

investment instruments, not only because of their potential financial returns, but also because 

of the growing awareness of the importance of environmental, social and governance issues 

in the investment world [4]. 

The ESG-based investment trend is gaining ground, especially among younger 

generations such as Generation Z, who are more concerned about social and environmental 

issues in their investment decisions. As a new group of investors, Generation Z plays a major 

role in amplifying this trend. Generation Z shows a strong preference for investments that 

are not only financially beneficial, but also have a positive impact on society and the 

environment. This generation tends to be more critical of transparency and corporate social 

responsibility, so they are more selective in choosing investment instruments that are in line 

with sustainability values. Therefore, ESG integration continues to grow and become a new 

standard in the investment world. In addition, they also utilize digital technology to access 

ESG information more easily and quickly, which further strengthens their interest in 

sustainable investment [5].  

3.2 ESG the best preference for investment 
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Investors often accumulate preferences that are considered appropriate for investing. Today, 

ESG (Environmental, Social and Governance) is a key consideration for many investors in 

making investment choices. Companies that consistently apply ESG principles are 

considered better prepared to face future business challenges. Investors increasingly realize 

that sustainability aspects can affect the stability and growth of investment value. This 

awareness also encourages companies to continuously improve ESG performance to remain 

relevant in the global market. The ESG itself is suitable for use as a long-term investment. 

In comparison to traditional investments, it offers a great deal of promise. According to the 

Sustainable Reality Report, the funds that are allocated to traditional investments have a 

detrimental effect on the environment. On the other hand, if funds are allocated to 

investments that are sustainable or that take ESG into consideration, then the picture will be 

more positive. 

 

Fig. 2. Growth of $100 Investment: Traditional Funds vs Sustainable (ESG) Funds (2018–2024) by 

Morgan Stanley [6]. 

Figure 2 shows how a $100 investment made in December 2018 in Traditional Funds and 

Sustainable (Environmental, Social, and Governance) Funds would have performed through 

December 2024. The chart shows two lines, with the green line representing Sustainable 

(ESG) Funds and the blue line representing Traditional Funds. Although their rates of return 

differed, both types of funds increased in value over the six-year period. At the beginning, 

their growth was relatively similar, but Sustainable (ESG) Funds began to perform slightly 

better than Traditional Funds from mid 2020 until the end of 2021. In 2022, both types of 

funds declined due to global market turmoil, yet Sustainable (ESG) Funds recovered more 

quickly and once again outperformed Traditional Funds in the following period. By the end 

of 2024, the $100 investment in Sustainable (ESG) Funds had grown to $136, compared to 

$131 in Traditional Funds. This difference indicates that Sustainable (ESG) Funds, which 

apply environmental, social, and governance principles, provided superior financial returns 

compared to Traditional Funds. This finding reinforces the view that ESG based investments 

are not only sustainable but also financially advantageous for the future [6]. 

3.3 ESG company engagement with the environment 

Companies that implement ESG investments focus on preserving the environment, not 

destroying it. ESG has a long-term positive impact on environmental sustainability, so many 

companies now consider environmental impacts in future projects. Today, around 90% of 

companies in the S&P 500 index regularly release ESG reports, many of which highlight the 

impact of climate change on their business operations and strategies [7]. This shows the 

realization that environmental issues are a financial risk that must be seriously managed. By 

integrating environmental aspects into their business strategies, companies seek to reduce 
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carbon emissions, improve energy efficiency and adapt to increasingly stringent regulations. 

The focus on climate change impacts in ESG reports also helps companies identify risks and 

opportunities in the transition to a low-carbon economy. Companies that actively manage 

this issue tend to be better prepared for regulatory changes, energy market fluctuations, and 

increasingly environmentally conscious consumer preferences. ESG integration also 

enhances a company's reputation and investment attractiveness, and helps avoid fines, 

lawsuits or reputational damage due to environmental issues. 

The environment is a key indicator for ESG investors to assess the impact of a company's 

actions on the planet, such as carbon emissions, waste management efficiency, and energy 

and water usage. ESG investors are attracted to companies that actively fight climate change 

and implement environmentally friendly business practices, such as renewable energy use, 

energy savings, net-zero targets, and carbon offset programs. Companies with strong ESG 

practices are considered more attractive to investors because they are perceived as serious 

environmental stewards and committed to sustainability. 

The results show that by consistently implementing ESG principles, a company's 

financial performance and investment interest are improved. The need for transparent 

governance centered on national sustainability is highlighted by the results that the 

dominance of foreign investors in Indonesia's capital market might manipulate capital flows 

and impact economic stability. At the same time, green investments and eco-innovation can 

drastically cut carbon emissions, supporting the idea that the environmental pillar of ESG 

has a real influence on sustainability worldwide [8]. In this regard, including ESG gives 

social and ecological hazards lessened in addition to economic gains. As a result, ESG has 

become a key investment strategy to tackle climate that related issues as well as market 

instability.  

In comparison to traditional portfolio diversification, the environmental role of ESG 

investing provides broader protection for investors. Diversification reduces risk by spreading 

assets across different sectors, yet it usually focuses only on financial metrics and ignores 

non-financial risks such as carbon regulations or climate change. By contrast, ESG 

integration considers how companies manage emissions, energy, and natural resources, 

which directly affects long-term sustainability. This makes ESG more effective in addressing 

risks that diversification alone cannot anticipate. In an ever-changing global context, ESG is 

positioned as a strong and flexible approach to sustainable growth due to its strong 

governance and environmental commitment. 

3.4 ESG prioritize social aspects 

Companies that prioritize social aspects make investors more confident to invest. This is 

because companies that prioritize social aspects are considered as companies that respect 

human rights. Respecting human rights itself has a broad definition, including the company 

being able to treat employees well, respect ethnic and religious diversity both with fellow 

employees and customers, and also providing adequate facilities for joint welfare. In 

addition, companies that prioritize social aspects are able to prove that they will comply with 

human rights. 
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Fig. 3. Sustainalytics ESG Risk Rating Report focuses on human rights aspects by Sustainalytics [9]. 

Figure 3 displays those companies that apply ESG principles pay great attention to the 

aspect of human rights. Companies that apply ESG principles generally pay great attention 

to the aspect of human rights. This is reflected in high scores on indicators such as “Human 

Rights Policy”, which shows that the company has a clear, comprehensive and consistent 

human rights policy, including protection against discrimination, child labor and forced labor 

[9]. In addition, a high score on the “Scope of Social Supplier Standards” indicator indicates 

that the company also demands strict human rights standards from its suppliers, although 

there is still room for improvement in supply chain management. Implementing human rights 

within the ESG framework provides strategic benefits, such as reducing legal risks and social 

conflicts, and increasing investor and stakeholder confidence in the company's sustainability 

commitments. The implementation of the UNGPs (UN Guiding Principles on Business and 

Human Rights) also helps companies manage social responsibility systematically. For 

investors, the social aspects of ESG act as a regulatory tool that helps companies maintain 

their commitment to human rights, thereby reducing legal and operational risks that 

negatively impact financial performance. Companies that excel in social aspects tend to have 

higher productivity. In addition, the turnover rate of employees in these companies is also 

lower [10]. Relationships with local communities are usually better, which increases the 

company's reputation and investment attractiveness. 

The social role of ESG can be compared with value investing. Value investing looks at 

companies with strong financial fundamentals that appear undervalued in the market, but this 

technique often overlooks how a company treats its employees, communities, and customers. 

ESG investing fills this gap by assessing human rights, labor practices, and social reputation, 

which are increasingly important for business continuity. A company may seem financially 

attractive from a value investing perspective, yet it can still face serious risks if it fails in its 

social responsibilities. ESG ensures that social performance becomes part of the investment 

evaluation process. 

3.5 ESG makes corporate governance effective 

Governance is instrumental in the investment world as ESG investors use a variety of 

approaches to gain insight into a company's management. Good corporate management 

ensures transparency, accountability and ethical behavior, which are critical to effectively 

managing a company's risks and opportunities. Governance structures help companies set 
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ESG policies to align the company with outsiders. This oversight is critical to building trust 

with investors, customers and regulators, and to creating long-term sustainable value. In 

addition, governance acts as the foundation on which environmental and social initiatives are 

built, ensuring these efforts are strategic and well managed. Without strong governance, ESG 

initiatives risk becoming superficial or ineffective, thereby damaging a company's reputation 

and financial performance [11]. 

 

Fig. 4. Governance in Focus: The Rising Role of Compliance in ESG Reporting Trends (2023–2025) 

by Infographic [12]. 

Figure 4 shows that regulatory compliance is the main driver of ESG reporting in 

companies in 2025, with 63% of respondents stating that they report ESG due to regulatory 

demands, up significantly from 38% in 2023 [12]. This shows that the governance aspect of 

ESG is getting more and more attention, especially due to increasingly stringent regulatory 

pressures from governments and capital market authorities in various countries. In addition 

to compliance, reputation in the eyes of customers is also an important factor, although the 

figure declines from 60% in 2024 to 56% in 2025 [12]. This indicates that companies are not 

only focusing on legal compliance, but also realizing the importance of a positive image in 

the eyes of the public. 

Overall, the trend of the increasing role of compliance in ESG reporting reflects a 

paradigm shift in the business world, where governance is a key factor in the success of ESG 

implementation. Strong governance ensures that companies not only comply with 

regulations, but also build effective monitoring and reporting systems to manage 

sustainability-related risks and opportunities. Investors' assessment of governance aspects is 

now a key strategy in investing, as governance plays a role in ensuring oversight 

mechanisms, reporting transparency, and accountability in business decision-making. 

Companies with good governance tend to be more trusted by investors, easier to obtain 

funding, and have higher market valuations. In addition, solid governance also makes it 

easier for companies to respond to changes in regulations and market expectations that 

increasingly demand sustainable and responsible business practices. Global institutional 

investors also openly state that governance is one of the main criteria in their portfolio 

selection process. Thus, assessing governance is not only a risk-mitigation measure, but also 

a proactive strategy to create long-term value. Companies that are able to demonstrate strong 

governance and commitment to ESG principles will be more attractive to investors seeking 

sustainable and safe investments, as well as potentially providing stable returns. 

The governance role of ESG investing contrasts with growth investing. Growth investing 

focuses on companies with high potential for expansion and rapid profit increases, but it may 

underestimate the risks of weak management and lack of transparency. ESG investing 
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evaluates whether a company has effective governance, including accountability, 

compliance, and ethical standards, which are essential to support sustainable growth. This 

comparison shows that ESG provides additional safeguards to prevent governance failures 

that could undermine the success of growth strategies. 

3.6 Investment Success in ESG Implementation 

IKEA is one company that has successfully used ESG strategies in investment. IKEA is a 

global furniture retailer founded in 1943 by Ingvar Kamprad in Sweden [13]. Initially starting 

as a small mail-order business, IKEA has grown to operate over 400 stores worldwide, known 

for affordable and functional home products [14]. The company integrates ESG principles 

deeply into its business strategy, focusing on sustainability through renewable energy 

investments, circular economy practices, and reducing carbon emissions. IKEA aims to 

become climate positive by 2030, reflecting its commitment to environmental responsibility. 

It also emphasizes social aspects by supporting fair labor practices and ethical supply chains. 

These efforts showcase how ESG is a core part of IKEA’s long-term vision and operational 

model [15].  

 

Fig. 5. IKEA Climate Footprint reduces climate from 2016 to 2030 by IKEA [15]. 

Figure 5 represents IKEA's corporate climate footprint. In 2016, IKEA set a carbon 

footprint baseline of 29.7 million tons of CO₂e. By fiscal year 2023, these emissions were 

reduced to 22.4 million tons of CO₂e (a 25% decrease from the baseline), and by 2024 again 

to 21.3 million tons CO₂e (a 28% decrease from the baseline). This reduction is achieved 

through investment in renewable energy, operational efficiency, and the use of 

environmentally friendly materials throughout the supply chain and stores. IKEA is also 

targeting a 50% reduction in emissions by 2030, in line with the Paris Agreement.  

In the social aspect of using the ESG strategy for investment, IKEA consistently respects 

human rights by implementing the UN Guiding Principles to ensure it does its best to uphold 

human rights throughout its value chain. IKEA also ensures ethical business practices with a 

strong approach towards the climate and nature, health, politics, and social justice crises to 

safeguard and support co-workers and partners across its value chain. Additionally, IKEA 

engages with communities to create positive social impacts and prevent negative effects 

within its business operations. By prioritizing the social aspect, IKEA is able to foster strong 

relationships among employees and all its partners [15]. As such, assessing governance is not 

only a risk-mitigation measure, but also a proactive strategy to create long-term value. 
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Companies that are able to demonstrate strong governance and commitment to ESG 

principles will be more attractive to investors seeking sustainable, safe investments with the 

potential to provide stable returns. Effective governance strengthens a company's reputation, 

increases stakeholder loyalty, and opens up growth opportunities in an increasingly 

competitive and sustainability-oriented global market so that investors are safe to invest in 

ESG companies that prioritize governance [4]. 

4 Conclusion and suggestions 

This study has demonstrated that ESG factors play a crucial role in shaping modern 

investment strategies and directly addresses the research question posed at the beginning of 

the paper. The adoption of ESG principles marks a significant shift in modern investment 

strategies, making responsible and sustainable investing a central focus. Companies with 

strong ESG performance are generally more resilient, transparent, and adaptive to regulatory 

and social changes. The growing interest from younger generations has established ESG as 

a key pillar in strategic modern investment planning. IKEA’s example demonstrates that ESG 

implementation not only improves reputation and efficiency but also drives real progress 

toward sustainability goals. As a result, ESG is now essential for building an investment 

ecosystem that delivers both financial returns and positive social impact. To further 

strengthen these outcomes, investors and companies should actively integrate ESG into long-

term planning, enhance stakeholder engagement, and continuously measure performance to 

ensure accountability and sustained progress. 
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