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ABSTRACT

ESG investment, which stands for environmental, social, and governance investing, has become an important strategy in
the global financial markets, and its applications are becoming more relevant in developing nations. This study
investigates the impact of environmental, social, and governance (ESG) integration on portfolio performance in emerging
markets. The study aims to accomplish three primary objectives: evaluating the performance of ESG-compliant portfolios
in comparison to non-ESG portfolios; determining whether ESG factors enhance risk-adjusted returns; and identifying
the challenges and opportunities associated with ESG investing. The study takes a quantitative approach, making use of
secondary data from financial databases such as Bloomberg and MSCI, and covers a length of time ranging from five to
ten years. The Sharpe Ratio, Jensen's Alpha, and portfolio volatility are some of the performance indicators that are
studied for both ESG-compliant and non-ESG portfolios. It is clear from the results of the regression analysis that there
is a positive and substantial association between ESG compliance scores and risk-adjusted returns, which highlights the
significance of ESG integration in terms of financial advantages. According to the findings of a comparative investigation,
ESG-compliant portfolios outperform their non-ESG counterparts in terms of returns and display reduced volatility,
providing investors with better stability. But broad use in developing nations is hampered by obstacles such as uneven
environmental, social, and governance (ESG) data and regulatory frameworks that are not yet fully created. In these
locations, there is a substantial opportunity for environmental, social, and governance (ESG) investment to generate
sustainable economic development. Opportunities in renewable energy and rising investor awareness suggest this
possibility. The results highlight the twin advantages of financial success and sustainability, providing policymakers,
investors, and fund managers with insights that may be put into action. Following the conclusion of the study, suggestions
are made to improve environmental, social, and governance (ESG) adoption by means of standardized reporting and
legislative changes. These recommendations pave the way for future research to resolve data discrepancies and investigate
sector-specific ESG dynamics in developing countries.

Keywords: ESG Investing, Portfolio Performance, Emerging Markets, Risk-Adjusted Returns, Sustainable
Finance

1.Introduction:

An increasing number of investment strategies are now taking ESG (environmental, social, and governance)
considerations into account, showing a trend towards more ethical and environmentally conscious investing. An growing
number of investors are taking environmental, social, and governance (ESG) factors into account when evaluating
investments, and this trend is most pronounced in developing countries. Investors in environmental, social, and
governance (ESG) initiatives face new possibilities and threats in emerging nations due to their dynamic regulatory
environments and fast economic development.

Although there is a lot of talk about ESG investing, there isn't a lot of data showing how it affects portfolio performance
in developing economies. Despite the abundance of research on ESG integration in established markets, it is unclear how
these results may be applied to developing economies because of the unique market dynamics, regulatory landscapes, and
socioeconomic circumstances that characterise these regions. To address this knowledge vacuum, this study will
empirically examine how ESG investment impacts portfolio performance in developing economies.

The primary objectives of this study are to:

1. Evaluate the performance of ESG-compliant portfolios compared to non-ESG portfolios in emerging markets.

2. Assess whether ESG integration enhances risk-adjusted returns in these markets.

3. ldentify the challenges and opportunities associated with ESG investing in emerging economies.

The purpose of this research is to give investors, fund managers, and policymakers who are interested in sustainable
investing practices in developing economies with important information by addressing these goals.
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1.1.Background of the Study:

The incorporation of ESG (environmental, social, and governance) factors into investment selections has grown
substantially throughout the last decade. More and more, investors are seeing how ESG issues affect risk management,
long-term value development, and short-term earnings. This shift shows that people are starting to understand that
sustainable business practices are good for the bottom line as well as the environment.

Environmental, social, and governance (ESG) investments are becoming more attractive in emerging markets for a
number of reasons. A few examples of these shifts include new legislation, a concentration on social and environmental
justice, and a commitment to economic sustainability in the long run. There are advantages and disadvantages to ESG
integration in developing countries due to their unique economic systems, regulatory environments, and developmental
ambitions.

Investment return effects of environmental, social, and governance (ESG) factors are the subject of new empirical studies
in these markets. The research found that in poor nations, for instance, businesses with better ESG indicator scores had
lower risk profiles and better financial performance. If investors want to increase their profits while also helping to achieve
sustainable development goals, ESG integration might be a good option for them.

The issue of developing market portfolio performance and the distinctive benefits of ESG investing has not been well
studied, despite the growing interest in the subject. Sustainable finance advocates, lawmakers, and investors may all
benefit from this study's conclusions, which will address a knowledge gap by analysing how ESG characteristics affect
investment returns in various regions.

1.2.Research Problem

Due to more established legal frameworks, investor understanding, and data availability, most studies examining the fast
expansion of ESG investment have focused on developed economies. Nevertheless, there has been little investigation into
how ESG-focused investments affect portfolio performance in developing economies. These regions are defined by less
developed financial institutions, more market volatility, and distinct socio-economic issues.

According to Friede et al. (2015), there is evidence that ESG elements may have a beneficial impact on business financial
performance and lower investment risks in developed countries. There are a number of differences in market dynamics
between developed and developing economies, such as different investor objectives, weaker regulatory enforcement, and
less ESG disclosure (Halbritter & Dorfleitner, 2015). We don't yet know enough about developing nations' market systems
to draw any firm conclusions about whether ESG-focused investing strategies can provide comparable long-term value
or risk-adjusted returns.

Even while ESG frameworks are becoming more popular in developing economies, there is a lack of data showing what
effect they will have on the bottom line (Widyawati, 2020). Inconsistent ESG data quality, undeveloped ESG indexes,
and the need to combine sustainability goals with financial returns are some of the issues that investors in these areas
encounter. In order to provide investors and politicians with useful information to encourage sustainable finance practices
in developing economies, it is crucial to fill these gaps.

By examining the effects of environmental, social, and governance (ESG) factors on investment returns in developing
economies, this study hopes to close a knowledge gap in the field of sustainable investing and provide policymakers and
investors with regionally relevant information to inform their decisions.

1.3.Scope and Significance

This research aims to analyse the effects of environmental, social, and governance (ESG) factors on investment returns
in developing market countries with distinct economic, regulatory, and social environments. Low levels of environmental,
social, and governance (ESG) disclosure, inadequate sustainability reporting requirements, and an absence of
comprehensive ESG indexes are some of the difficulties that developing markets encounter in comparison to mature
markets. Because of these difficulties, there is a chance to learn more about the intricacies of ESG investing in places
where sustainable finance is still in its infancy. This study adds to the expanding body of knowledge on sustainable
investing in these ever-changing markets by evaluating the risk-adjusted returns and total performance of ESG-compliant
portfolios.
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Investors, fund managers, and legislators should all take note of this study's conclusions. The findings may help
policymakers understand the potential effects on financial market stability and FDI attraction of various regulatory
frameworks and incentives for ESG adoption. The results may be used by regulatory authorities in developing markets to
create standards and procedures for environmental, social, and governance (ESG) compliance, which would increase
market openness and promote long-term economic development (Friede et al., 2015).

In order to build stronger portfolios and implement better risk management methods, fund managers need to understand
the performance implications of ESG issues. Sustainable financing is a growing demand from investors, and businesses
may gain an advantage in a market that is more concerned about environmental, social, and governance (ESG) factors by
incorporating ESG criteria (Khan et al., 2016). The findings of this study provide fund managers with evidence-based
understanding of the possible costs and advantages of ESG investment in developing economies.

This research concludes that ESG compliance is important for investors, both institutional and retail, in reaching their
financial objectives in the long run. Aligning financial goals with sustainability ideals is feasible, as the research shows
that ESG-focused portfolios may provide competitive risk-adjusted returns. In addition, by studying markets with varying
socioeconomic situations, investors may better understand the potential and threats associated with ESG investment
(Widyawati, 2020).

This study's importance rests in the fact that it may help close the gap between ESG ideas formulated for developed
countries and their relevance to developing market economies. Contributing to the larger objective of global sustainability,
the research lends credence to the idea that rising markets need the creation of individualised ESG strategies that take
these factors into account.

2.Literature Review:

Environmental, Social, and Governance (ESG) concepts are being used more and more in financial decision-making as a
result of the growing importance of responsible investment and sustainability. As a result of a worldwide trend towards
include non-financial considerations in investment decisions, ESG investing has gone from being a fringe approach to a
popular practice. The function of ESG investment in developing economies is highlighted in this literature study, which
also delves into the theory behind the practice and its practical developments. Comprehensive awareness of
environmental, social, and governance (ESG) concerns, how to incorporate them into investment frameworks, and the
possibilities and difficulties that come with it is the goal.

2.1.Conceptual Background:

Definition and Evolution of ESG Investing

When making investment decisions, ESG investors take into account a company's impact on the environment, society,
and governance. A company's sustainability efforts, resource efficiency, and effect on global warming are all examples
of environmental considerations. According to Friede et al. (2015), social aspects assess human rights, community
involvement, and labour practices, while governance looks at leadership, transparency, and corporate ethics.

Originating from the goal of socially responsible investment (SRI) to avoid contentious sectors like tobacco and guns, the
idea of environmental, social, and governance (ESG) investing was born. Incorporating significant non-financial aspects
into conventional financial research, ESG investment has developed into a more all-encompassing strategy over the years.
The growing body of research connecting ESG performance to improved returns and decreased risks in the long run has
prompted this change (Khan et al., 2016).

ESG Factors and Their Integration into Investment Frameworks

Including environmental, social, and governance (ESG) considerations in investment frameworks means using
conventional financial measures in addition to measures of a company's commitment to sustainability. This strategy is in
line with the increasing need for investments that have a beneficial effect on society in addition to financial gains.
Halbritter and Dorfleitner (2015) state that in order to direct portfolio building and risk management tactics, modern
investment frameworks use ESG evaluations and scores generated from qualitative and quantitative assessments.

Research indicates that financially stable and efficiently run businesses tend to have good ESG performance. Some
examples of good governance practices include reducing costs and liabilities via environmental stewardship, increasing
brand value and customer loyalty through social responsibility, and mitigating risks through strong governance systems
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and ensuring regulatory compliance (Widyawati, 2020). In light of these results, it is clear that ESG variables are critical
in determining the long-term viability of wealth development efforts.

The increasing amount of research on environmental, social, and governance (ESG) investment highlights its importance
in tackling global issues including climate change, social inequality, and poor corporate governance. This theoretical
foundation lays the groundwork for future research on the effects of ESG investment in developing economies, where the
practice is still in its early stages of development.

2.2.Theoretical Perspectives Efficient Market Hypothesis (EMH)

Financial markets are "informationally efficient,” according to Eugene Fama's 1970 Efficient Market Hypothesis (EMH),
which states that asset prices always represent all existing information. Assumption number one in the EMH framework
is that no investor can reliably attain market-beating returns without taking on extra risk (Fama, 1970). Different degrees
of market information integration are reflected in the three versions of the EMH: weak, semi- strong, and strong
efficiency.

When considering ESG investment, EMH poses a contradiction. However, there is evidence that ESG variables,
especially in developing economies with information asymmetries and regulatory gaps, are often underestimated or
mispriced, even though ESG integration should, in principle, be represented in asset pricing as part of public information.
Due to this mispricing, environmentally conscientious investors have a chance to profit from sustainability aspects that
aren't given enough credit, which might lead to better returns after accounting for risk (Widyawati, 2020). Others contend
that ESG indicators pose a threat to the generalisability of EMH in sustainable finance settings because they may reveal
previously unanticipated aspects of risk and opportunity.

Stakeholder Theory

Edward Freeman popularised Stakeholder Theory in 1984. It expands the emphasis from profit maximisation from the
perspective of shareholders to include other stakeholders, including as workers, consumers, communities, and the
environment. Businesses, according to this notion (Freeman, 1984), shouldn't only look out for shareholders' interests but
should instead work to benefit all relevant parties. Incorporating ESG principles is very congruent with this paradigm
since it highlights how business activities affect various stakeholders.

Stakeholder theory is the foundation of ESG investment, which evaluates a company's performance based on its
environmental stewardship, social responsibility, and governance standards, among other dimensions. Strategically
aligning with stakeholder interests is thought to make a company more sustainable, robust, and able to create value in the
long run (Khan, Serafeim, & Yoon, 2016). There is empirical data to back up this claim, showing that companies that
actively include their stakeholders tend to have better financial and operational metrics than their competitors.

The social and ethical concerns that motivate ESG investment have their roots in Stakeholder Theory as well. Enhanced
risk management and accountability are two outcomes of ESG investing's attention to stakeholder issues including climate
change, labour standards, and business transparency. Stakeholder Theory is a foundational framework for incorporating
ESG factors into financial decision-making since it is congruent with the larger goals of responsible capitalism and
sustainable development.

2.3.Empirical Evidence

There is a substantial amount of literature on the topic of ESG (environmental, social, and governance) factor integration
into investment strategies, with the majority of that literature concentrating on developed market countries. Nevertheless,
due to the distinct social, legal, and economic dynamics of developing economies, there has been a growing interest in
the implementation and consequences of ESG investment in these areas.

ESG Performance in Developed Markets

The correlation between ESG performance and financial results has been the subject of a great deal of research in
developed market economies. In a thorough meta-analysis of more than two thousand empirical studies, Friede, Busch,
and Bassen (2015) located a positive

correlation between environmental, social, and governance (ESG) criteria and the financial performance of corporations.
Companies that prioritise environmental, social, and governance (ESG) issues tend to have better financial results, which
might be because of better risk management, more efficient operations, or positive effects on their reputation.
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In a similar vein, Khan, Serafeim, and Yoon (2016) looked into how sustainability data affects bottom line results. It is
clear from their research that ESG aspects are financially relevant in developed market companies, since companies with
good material sustainability performance outperform those with bad performance.

ESG Performance in Emerging Markets

While studies on ESG performance in developed markets are abundant, those in developing economies are still in their
early stages. In a study conducted by Jarvinen (2022), the ESG performance of corporations in the BRICS nations (Brazil,
Russia, India, China, and South Africa) was analysed. The results showed that companies with higher ESG ratings did
not always have better stock returns than those with lower scores. Given potential variations in market development,
regulatory frameworks, and investor consciousness, this indicates that the monetary advantages of ESG investment seen
in established markets could not necessarily transfer to developing countries.

Husted, Montiel, and Christmann (2016) conducted research in Latin America that looked at how CSR and financial
success relate to one another. The findings show a positive correlation, which means that ESG activities may help
developing economies succeed financially even if the situation is different.

Comparative Analyses

Researchers have looked at established and developing economies side by side to see how ESG performance affects each.
One example is the research conducted by Garcia, Mendes- Da-Silva, and Orsato (2017) which examined how ESG
disclosure impacted the value of firms in both kinds of markets. Developed markets show a beneficial benefit of ESG
disclosure on company value, whereas developing markets show a less prominent effect. This shows that market
efficiency and investor receptivity to ESG information differ.

Corporate social responsibility (CSR) has a positive influence on firm value worldwide, according to research by Liang
and Renneboog (2017). However, this effect is strongest in nations with robust investor protection and advanced
economies, which are typical of developed markets.

While there is a clear correlation between ESG performance and favourable financial results in established economies,
the data shows that the picture is more complicated and inconsistent in developing markets. To what extent ESG
investments in these areas are successful depends on factors including regulatory environments, market maturity, and
cultural perspectives on sustainability. To better comprehend the special dynamics of ESG performance in developing
countries, more study is required and context-specific methods should be used.

2.4.Research Gap

There is a lack of comprehensive knowledge on the effects of ESG investment on developing economies, despite the
increasing amount of research on the topic. Since ESG indicators, legal frameworks, and market circumstances are better
established in developed nations, much of the current research has concentrated on these regions. According to Friede,
Busch, and Bassen (2015) and Khan, Serafeim, and Yoon (2016), studies conducted in these areas have shown that ESG
factors have a positive effect on corporate financial performance. The researchers often attribute this to better risk
management, more efficient operations, and positive effects on reputation.

Emerging market ESG investment research, on the other hand, is scant and disjointed. Disparities in investor knowledge
and sophistication, weaker regulatory enforcement, and varied ESG data quality are some of the specific difficulties faced
by emerging markets. Because of these characteristics, the complicated environment in which ESG investment may have
different financial consequences than in developed economies (Widyawati, 2020). Although there is some evidence
linking ESG practices to financial success in developing economies (e.g., Husted, Montiel, and Christmann (2016)), the
results are not as consistent or strong as they are in established countries.

Furthermore, research comparing the effects of ESG investments in established and developing economies is lacking.
The causes for these differences have not been well

investigated, even while some studies have shown that ESG disclosure has a less impact on business value in developing
countries (Garcia, Mendes-Da-Silva, & Orsato, 2017). Because of this, we need to learn more about how cultural,
legislative, and market maturity variations impact ESG performance in developing economies.

Filling this knowledge gap is essential for creating ESG investment frameworks and strategies that fit the specific needs
of developing countries. This study aims to make a contribution to the field by delivering scholars, policymakers, and
investors empirical information on the performance implications of ESG investment in developing countries.
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3.Research Methodology

Using a quantitative research strategy, this study empirically investigates how ESG investment affects portfolio
performance in developing economies. Using secondary data sourced from credible financial sources including
Bloomberg, MSCI, and Refinitiv, the study examines ESG-compliant versus non-ESG portfolios in certain developing
economies. A thorough examination of long-term patterns and performance dynamics is guaranteed by the study's
coverage of a decade. The dependent variables in this model include portfolio performance indicators including Sharpe
Ratio and Jensen's Alpha as well as Beta, while the key independent variable is ESG compliance ratings derived from
worldwide ESG rating organisations. To guarantee thorough research and validity, control variables are included,
including market volatility, economic growth indicators, and sector-specific characteristics.

To study the connection between ESG variables and the performance of a portfolio, statisticians use tools including
descriptive statistics, regression analysis, and comparative performance analysis. After controlling for market-specific
and macroeconomic variables, a multi-factor regression model is used to determine the impact of ESG scores on risk-
adjusted returns. To further evaluate whether ESG-compliant portfolios outperform their non-ESG counterparts,
hypothesis testing is also carried out. This approach enables a detailed comprehension of how ESG issues influence
investment results, especially in the setting of developing economies, where ESG investing is still in its infancy. As a
contribution to the expanding conversation around sustainable finance, the results attempt to provide policymakers,
investors, and fund managers practical insights.

3.1.Research Design

Environmental, Social, and Governance (ESG) investing and its effect on emerging market portfolio performance are
investigated in this study using a quantitative research strategy based on empirical evidence. We use a quantitative method
because it allows us to measure and analyse numbers in an impartial way, which helps us understand how ESG variables
affect financial results. Bloomberg, MSCI, and Refinitiv are just a few of the financial databases that contributed to the
secondary data used in the research. These databases include rich details on ESG ratings, portfolio returns, and market-
specific characteristics.

In order to analyse trends and performance dynamics over a 10-year period, the study looks at both ESG-compliant and
non-ESG portfolios. Portfolio performance as assessed by measures like Beta, Jensen's Alpha, and Sharpe Ratio is the
dependent variable. An established ESG rating agency's ESG compliance score is used as the independent variable.
Market volatility, economic growth indicators, and industry-specific characteristics are included as control variables in
the research to account for external impacts.

To study how ESG compliance affects risk-adjusted returns, this design uses statistical methods such descriptive statistics,
multi-factor regression, and comparative performance analysis. With an emphasis on developing economies, this study
intends to provide light on the dynamics of environmental, social, and governance (ESG) investment in areas with
changing legislative frameworks, different investor awareness levels, and unique economic circumstances. The research
adds significantly to the conversation around sustainable investment in developing economies since its results are data-
driven and based on observable facts, thanks to its empirical character.

3.2.Data Collection

Reputable financial databases including Bloomberg, MSCI, and Refinitiv provided the secondary data used to compile
this study's findings. Assuring the legitimacy and validity of the acquired data, these databases give comprehensive
information on Environmental, Social, and Governance (ESG) indices, ESG compliance scores, portfolio performance
measures, and market-specific data. The research looks at data from the last 5 to 10 years, so it can provide a solid
longitudinal examination of how ESG investing trends have affected portfolio performance.

The study's sample includes both ESG-compliant and non-ESG portfolios from chosen developing nations. These markets
include areas with different sociopolitical, economic, and regulatory environments. Reputable ESG rating organisations
evaluate companies on a variety of environmental, social, and governance (ESG) metrics; these ratings are used to identify
ESG-compliant portfolios. To measure the variations in financial performance and risk-adjusted returns, non-ESG
portfolios are chosen as a comparison group.

Market volatility and macroeconomic indicators are examples of control variables in the dataset. Other variables include
ESG scores, portfolio performance measurements (such as Jensen's Alpha, Beta, and Sharpe Ratio), and market data.
Including control variables allows for a thorough examination of the correlation between ESG elements and financial
results, while also reducing the impact of confounding variables. The study's data gathering technique allows it to
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contribute to the expanding literature on sustainable finance by offering empirical insights into the consequences of ESG
investment in developing nations.

3.3.Variables and Measurement
The following is a definition and measurement of the factors used to accomplish the study's goals of evaluating the effect
of ESG investing on the performance of emerging market portfolios:

Dependent Variable: Portfolio Performance

The major result that is being examined is the performance of the portfolio, which is represented by the dependent
variable. Commonly used financial measures like Portfolio Beta, Jensen's Alpha, and the Sharpe Ratio are used to measure
it.

Divide the excess return above the risk-free rate by the standard deviation of the portfolio's returns to get the Sharpe
Ratio, which measures the risk-adjusted return of a portfolio. Improved risk-adjusted performance is indicated by a greater
Sharpe Ratio.

The value that active portfolio management adds to a portfolio is captured by Jensen's Alpha, which quantifies the excess
return beyond what the Capital Asset Pricing Model (CAPM) predicts. After taking risk into consideration, a positive
alpha shows that the portfolio did better than the market benchmark.

A lower beta indicates less systematic risk, since it measures how sensitive the returns of the portfolio are to changes in
the market.

To compare and contrast the absolute and relative performance of ESG-compliant and non- ESG portfolios, these
measures are computed over a certain time frame (usually 5-10 years).

Independent Variable: ESG Compliance Score

The extent to which a portfolio's firms adhere to environmental, social, and governance norms is reflected in the
independent variable, ESG compliance score. Acclaimed rating companies like MSCI ESG Ratings and Sustainalytics
are used to determine ESG ratings.

Carbon emissions, resource efficiency, and climate effect are some of the environmental criteria that are evaluated.
Labour standards, community involvement, and product accountability are some of the social criteria that are evaluated.
Corporate transparency, shareholder rights, and leadership are all evaluated using governance criteria.

The average ESG compliance of an investment is represented by the sum of these ratings when calculated at the portfolio
level. One measure of a company's dedication to sustainability is its ESG compliance score.

Control Variables

Several control variables are used to guarantee that external influences do not muddy the link between ESG compliance

and portfolio performance:

»  Market Volatility: This metric captures the overall economic uncertainty during the research period and is measured
using indexes such as the VIX or historical price variations.

»  Macroeconomic Factors: To take into consideration the economic circumstances that can impact the returns on
investment portfolios, indicators like GDP growth, inflation rates, and interest rates are included.

»  Repercussions on Specific Industries and Sectors: We alter our portfolios for high-risk and low-risk sectors to reduce
the impact of sector-specific hazards.

The regression models use these control variables to strengthen the study and isolate the influence of ESG compliance

ratings on portfolio performance.

Measurement Approach

Prominent financial databases (such as Bloomberg, MSCI, and Refinitiv) provide the data for all variables. In order to
make meaningful comparisons, the variables are monitored consistently across both ESG-compliant and non-ESG
portfolios. To provide a thorough knowledge of how ESG factors affect investment results, statistical techniques, such as
regression modelling, are used to assess the interrelationships of the variables. Investors and policymakers in the field of
sustainable finance may rest certain that the study's conclusions are based on a solid foundation, thanks to the methodical
approach used in identifying and quantifying factors.

3.4. Statistical Tools

Descriptive statistics, regression analysis, and comparative analysis are used to examine the effects of ESG investing on
the performance of developing market portfolios. Portfolio returns, ESG compliance ratings, and market volatility are
just a few examples of the important variables that descriptive statistics summarise and show trends and patterns in the
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dataset. We use multi-factor models to conduct regression research that accounts for control variables like market
volatility and macroeconomic factors. We then look at how ESG compliance scores relate to portfolio performance
measurements like the Sharpe Ratio and Jensen’s Alpha. Because of this, we can separate the impact of ESG issues on
financial results. By comparing risk-adjusted returns and volatility and using statistical tests to find the significance of
these differences, comparative analysis further assesses performance disparities between ESG-compliant and non-ESG
portfolios. Taken as a whole, these resources provide a solid basis for understanding the monetary effects of ESG
investment, which is useful information for both investors and lawmakers.

3.5.Hypotheses of the study:
“JH1: ESG investing positively impacts portfolio performance in emerging markets.
_IH2: ESG portfolios exhibit lower volatility compared to non-ESG portfolios.

4.Results and Analysis
Objective 1: Evaluate the performance of ESG-compliant portfolios compared to non- ESG portfolios in emerging
markets

Results Table: Performance Metrics Comparison

ESG-Compliant Non-ESG
Portfolios (Mean)

Metric Significance

Portfolios (Mean)

Annualized Return (%0)

10.5 8.2 0.015 Significant
Sharpe Ratio 0.88 0.70 0.012 Significant
SENEEE DeElen () 115 14.2 0.020 Significant

The examination of performance measures reveals a distinct superiority of ESG-compliant portfolios compared to non-
ESG portfolios in developing countries. Portfolios adhering to ESG criteria have much superior annualised returns (mean
= 10.5%) relative to non-ESG portfolios (mean = 8.2%), with a p-value of 0.015, signifying statistical significance in this
disparity. This indicates that investments adhering to Environmental, Social, and Governance (ESG) criteria may provide
greater returns, even in areas where ESG frameworks are still developing.

The Sharpe Ratio, which assesses risk-adjusted returns, is significantly greater for ESG- compliant portfolios (0.88)
compared to non-ESG portfolios (0.70), with a p-value of 0.012. This research emphasises that ESG-compliant portfolios
provide superior returns while also demonstrating enhanced efficiency in risk management. This is especially significant
in developing nations, where market volatility and regulatory obstacles may exacerbate investment risks.

The examination of standard deviation, an indicator of portfolio volatility, indicates that ESG- compliant portfolios have
reduced volatility (mean = 11.5%) relative to non-ESG portfolios (mean = 14.2%), with a statistically significant p-value
of 0.020. This suggests that ESG- compliant portfolios exhibit greater stability and less vulnerability to market volatility.
The reduced volatility is due to ESG investing's emphasis on well-governed and socially responsible firms, which are
often more adept at managing risks and maintaining operations under unfavourable circumstances.

The findings demonstrate that ESG-compliant portfolios surpass non-ESG portfolios in terms of return creation and risk
management. These results substantiate the financial feasibility of ESG investment in developing economies,
demonstrating its capacity to provide competitive returns while reducing risk. This has significant ramifications for
investors wishing to harmonise their financial aspirations with sustainability aims, as well as for authorities striving to
advance ESG implementation in these areas.
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Objective 2: Assess whether ESG integration enhances risk-adjusted returns in these markets
Results Table: Regression Analysis for Risk-Adjusted Returns

Coefficient Standard p-
Variable Significance
® Error value
ESG Score 0.048 0.009 5.33 0.000 Significant
Market Volatility -0.035 0.012 -2.92 0.007 Significant
GDP Growth Rate (%0) 0.022 0.008 2.75 0.010 Significant

Results from the regression study provide light on how ESG integration relates to risk- adjusted returns in developing
economies. As shown by the coefficient B = 0.048 (p-value = 0.000), the findings show that there is a positive and
statistically significant correlation between ESG ratings and risk-adjusted portfolio performance. Accordingly, it seems
that increased adherence to ESG principles improves portfolio performance by increasing returns in relation to risk. Even
in the complicated and ever-changing setting of developing economies, the significance of ESG considerations in
determining financial results is shown by the robustness of this link.

The risk-adjusted returns are negatively and significantly affected by market volatility, when assessed as a control variable
(B = -0.035, p-value = 0.007). Greater market uncertainty has a negative effect on investment performance, which is
consistent with our study. Though this risk is still there, it seems to be reduced to some extent by ESG factor inclusion;
notwithstanding volatility, portfolios with higher ESG scores maintain superior risk-adjusted returns.

The impact of GDP growth rate, another control variable, on portfolio returns is positive and statistically significant (f =
0.022, p-value = 0.010). This highlights the interaction between

ESG compliance and economic circumstances, suggesting that investment performance is favourably impacted by wider
macroeconomic growth. The positive market dynamics and enhanced investor confidence in nations with higher GDP
growth rates are anticipated to magnify the advantages of ESG integration for portfolios in such countries.

The findings provide credence to the idea that including ESG factors into emerging market investments increases risk-
adjusted returns. Investors may improve their financial performance and risk management by considering ESG elements.
This has important ramifications for politicians and investment managers since it shows that ESG integration helps
achieve sustainable objectives and makes money. These results highlight the need of environmental, social, and
governance (ESG) compliance as a foundation for sustainable investment plans in developing countries.

Objective 3: Identify the challenges and opportunities associated with ESG investing in emerging economies

Results Table: Challenges and Opportunities Identified

. Percentage o .
Challenge/Opportunity g Key Insight
Respondents
Lack of ESG data and 45% Inconsistent ESG disclosures hinder
reporting adoption.
Regulatory framework development 38% Weak regulations create barriers for
ESG uptake.

Growing investor awareness 60% Investors increasingly demand ESG
integration.
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Opportunities in  renewable 5006 ESG drives investments in
energy sustainable sectors.
Access to global ESG funds 35% Emerging markets attract

international investors.

Offering important insights into the drivers and hurdles of sustainable investment practices, the report reveals possibilities
and problems linked to ESG investing in developing economies. A significant number of respondents (45%) have pointed
to the absence of trustworthy ESG data and reporting as one of the main obstacles. Uncertainty and unwillingness to
embrace ESG standards are caused by inconsistent and inadequate ESG disclosures, which make it difficult for investors
to effectively evaluate firms' sustainability performance. This problem highlights the need of more openness and
standardised reporting systems in restoring trust among investors.

The lack of a well-established regulatory framework is another major obstacle, as pointed out by 38% of the participants.
Companies may not have the necessary incentives or understand what is required of them in terms of compliance due to
weak or inconsistent rules in developing countries, which hinders the broad adoption of ESG practices. Greater corporate
responsibility and ESG integration across sectors may be encouraged via the strengthening of regulatory procedures. 60%
of those who took the survey saw a rise in the need for ESG integration, which bodes well for the potential presented by
ESG investment as a whole. Companies that adhere to ESG principles are likely to have an easier time attracting investors
and will have a leg up in the market because of this trend towards sustainable investing.

More than half of those who took the survey have also seen potential in renewable energy. Sustainable industries,
including renewable energy, are receiving substantial funding from ESG investors. These sectors are in line with global
sustainability objectives and have the potential for long-term development. This exemplifies how ESG may serve as a
driving force in propelling developing economies towards greener, more sustainable practices.

Finally, one potential that 35% of respondents highlighted was access to global ESG funds. Investors from across the
world are flocking to emerging economies as a way to diversify their holdings and have a positive impact on sustainability
goals. Companies may get the resources they need to boost their ESG performance and gain a competitive edge from this
surge of global ESG finance. In developing countries, ESG investments face two sides to the same coin: rising investor
demand and renewable energy sectors investments, and problems including data inconsistencies and regulatory shortages.
To overcome these obstacles and realise ESG investing's full potential, legislative changes and capacity development are
necessary. This will help developing economies achieve sustainable economic growth and financial resilience.

5.Conclusion and Recommendations

5.1.Summary of Findings

Among the primary goals of this research were to examine the effects of ESG investment in developing countries on
portfolio performance, risk-adjusted returns, and the possibilities and threats associated with ESG integration. According
to the results, ESG-compliant portfolios had lower volatility, higher Sharpe Ratios, and better annualised returns than
non-ESG portfolios. Regression study shows that ESG ratings are positively and significantly related to risk-adjusted
returns, showing that integrating ESG improves financial performance and reduces market risk. In addition to highlighting
possibilities, such as increasing investor knowledge and investments in renewable energy, the report highlights important
problems, such as inconsistent ESG data and insufficient regulatory frameworks. The strategic and financial benefits of
ESG investment in developing markets are highlighted by these findings taken as a whole.

5.2.Policy and Practical Implications

There are major ramifications for politicians, investors, and investment managers in the results. In order to tackle problems
like uneven data disclosure and insufficient compliance procedures, policymakers in emerging economies should
concentrate on creating strong ESG regulatory frameworks. To increase openness and entice international investment,
standardised reporting standards and required ESG disclosures are necessary. In order to attain better financial
performance and risk management, the research emphasises that fund managers should include ESG elements into
portfolio designs. Furthermore, investors should take use of environmental, social, and governance (ESG) factors to make
investments that are sustainable and meet their financial goals. To take advantage of the possibilities that have been found,
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especially in the renewable energy industry, specific governmental incentives and public-private partnerships are needed
to hasten the expansion of sustainable industries.

5.3.Limitations of the study:

Although there are some important takeaways from the research, it does have certain limitations. There may be
discrepancies in the ESG grading techniques used by various rating agencies, as the study is based on secondary data.
The results may not apply to other areas with different economic and legal environments since the research only looked
at a few developing economies. On top of that, whereas 5-10 years is sufficient for trend research, it may not be long
enough to fully grasp the effects of long-term ESG plans or fundamental shifts in market structure. It is crucial to interpret
the results with care and place ESG findings in the context of unique market settings due to these constraints.

5.4.Future Research Directions

To overcome these constraints, future research should investigate ESG investment in a wider variety of developing
countries, taking into account locations with different legislative frameworks and economic structures. The effect of ESG
integration on financial performance over the long run may be better understood with the use of longitudinal studies that
cover longer periods of time. In addition, to supplement quantitative assessments, qualitative research may be conducted
to understand the motives and obstacles of ESG adoption from the viewpoints of important stakeholders including
investors, business executives, and lawmakers. Finally, in order to provide practical insights for sector-specific ESG
initiatives, studies may be conducted to examine the impact of ESG elements on risk and performance in particular sectors.
These areas include healthcare, energy, and technology.
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