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How has ESG investing reshaped portfolio performance 

and risk-return tradeoffs in the post-pandemic era? 
 

Vibhav Sethu 

 
Abstract 
The COVID-19 crisis completely disturbed the financial market worldwide and compelled many individuals to 

invest on the basis of the Environmental, Social, and Governance (ESG) grounds. In this paper, the paper reviews 

the way ESG issues have transformed performance of the portfolio and trade-offs between risk and returns 

between 2020 and 2024. ESG investing was expanding prior to the pandemic that was yet to be stretched with 

most focus being on governance. However, in 2020, traditional risk models were revealed to be limited, and how 

non-financial risks, such as supply-chain vulnerability, safety in the workplace, environmental issues, and 

governance failures, did become important. That gave ESG fund money a massive increase and changed the 

mindset of investors because many regarded ESG as a means to remain strong rather than a moral decision. 

The research gathers data based on global scholarly articles, surveys of the industry, and secondary financial 

data to observe the performance of ESG portfolios relative to the traditional portfolios during and after the 

pandemic. The findings indicate that, though ESG does not necessarily provide a better payoff, it usually performs 

better than usual funds upon consideration of risk-adjusted performance. It has reduced volatility, increased 

resistance to bad dips, and greater strength during crisis times. High-scoring companies on ESG can adapt more 

quickly and with fewer hitches, which continues to advance ESG on risk-cutting. However, the article also notes 

the current problems such as greenwashing, the combination of rating systems, bias in the sector, and the limits 

of data these are what make the comparison of firms in different regions difficult. 

It has been noted in the paper that the new regulations that followed the pandemic, including the EU Taxonomy, 

BRSR of SEBI and more robust disclosure plans in the United States, are pushing the ESG practice towards more 

standardization and transparency. Finally, the paper discusses the future of ESG investing where we would 

probably experience more standardised reporting, transition finance, technology to analyse ESG data, and more 

attention devoted to real-world impact. 

The paper concludes that ESG investing has reached mainstream status and materially reshapes traditional risk–

return dynamics. Challenges do remain, but in emphasizing resilience, responsible management, and long-term 

sustainability, ESG is well-placed to be a core component of portfolio construction in the years to come. 
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I. Introduction 
Over the past ten years, investing has evolved in a very significant manner. While most investors had 

previously pursued the greatest return from their investments, with greater global awareness of the challenge of 

climate change, social justice, and business ethics, a nascent trend began to take shape: ESG investing. ESG 

encourages investing that is sensitive to how a business treats the environment, treats employees and the 

surrounding community, and governs itself. That trend was already attracting attention before COVID-19 started 

to spread in 2020, notably in Europe and the United States, but then the growth accelerated. 

From 2020 to 2024, several years were among the most unpredictable in global markets. The COVID-

19 pandemic hit when supply chains were just getting disrupted, economies were slowing down, and uncertainty 

was at its highest. Many conventional strategies for investment could not bear the force of this turmoil. They 

began to seek out companies that would fare better in crises, handle risks responsibly, and remain stable even in 

the most adverse circumstances. Amidst these jitters, ESG investing took center stage, as companies with best 

environmental, social, and governance performances were more considered capable of dealing with unexpected 

challenges. Companies having good employee policies adapted much faster to work-from-home policies, while 

those with good governance structure managed financial risks better. Because of this, many investors began to 

treat ESG as a useful approach, not just a moral choice. 

The other factor that has led to the influx of ESG investing since the pandemic is that individuals desire 

their money to enable the planet and long-term continuity of things. The pandemic revealed how poorly 

functioning global systems are in terms of their healthcare, labor, the environment, and responsible behavior of 

businesses.   
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More and more investors (younger ones in particular) began to choose those companies that appear to be 

concerned with all that. It implies that the companies are reducing their carbon, making the office a safe place, 

hiring different bosses, and telling people about what they are doing. Such investors believe that such companies 

are more prepared to whatever may happen. Due to this new mentality, most of the cash was invested in ESG 

funds and a significant number of banks developed new products that are ESG-oriented.   

However, despite the increasing growth, ESG investing remains a controversial subject. Individuals that 

support it claim that it makes portfolios more consistent. They believe that in case of a company with good ESG 

scores there are fewer risks such as fines, natural disasters or social fights, and they believe that such companies 

remain in place when the market drops. Critics argue that in fact ESG can destroy the performance of a money 

just by reducing alternatives, and that most ESG funds would be concentrated in a number of sectors, such as tech, 

which does not consistently perform well. There are also concerns that the green or sustainable companies may 

be overvalued because of the hype itself around ESG, this may reduce returns in the long term.   

Having these divided views, it is necessary to research the true impact of ESG on portfolio performance, 

particularly post-pandemic. This is the big research question that the paper attempts to respond to:   

How has ESG investing transformed the portfolio performance and risk-to-reward tradeoffs in the post-pandemic 

time?   

 

The goals for the paper are:   

• Research the emergence of ESG investing pre- and post-pandemic: examine how the attitude of people shifted 

and what the world pushed ESG to develop.   

• Evaluate the ESG portfolio performance during and after COVID-19: compare the performance of ESG 

portfolios on a comparison, comparison and behavior relative to performance of standard investments.   

• Examine risk-reward trade-offs of ESG investment after the pandemic: determine whether ESG reduces risk, 

increases returns, or creates new issues to investors.   

• Examine recent controversies, weaknesses, and shortcomings of ESG investing: delve into such problems as 

greenwashing, bizarre rating systems, and information gaps.   

• Talk about the future of financial markets through ESG.   

The given paper pays much attention to the period between 2020 and 2024 as these years were the most significant 

concerning the subject of ESG changes. Data will be added up through the world reports, scholarly research, and 

market statistics. No data are obtained; it utilizes the already existing secondary data. It is analysis based on stocks 

and fund-level investments in ESGs, and thus, such things as green bonds or social bonds are not discussed in 

detail. 

Another limitation is that ESG rating systems vary across different agencies, which may cause inconsistencies in 

comparing results. In the light of these limitations, this paper tries to give a clear view and balanced understanding 

of how ESG investing has influenced portfolio performance and risk-taking behaviour after the pandemic. 

 

II. Evolution of ESG Investing 
A. Historical Development 

The philosophy of responsible investment is not new; in fact, it finds its roots in a concept known as 

Corporate Social Responsibility. In the 1950s and 1960s, CSR encouraged corporate entities to divert their focus 

to the wider impact on society and community welfare in addition to ethical behavior. A business should not only 

be able to generate profits, but it should also be able to conduct itself like a good citizen in society. As investors 

started adopting these values in the form of SRI, they screened out companies involved in harmful activities, such 

as tobacco, alcohol, gambling, or weapons. SRI had mainly ethical underpinnings-investors did not want their 

money to be used to support industries with unethical practices. 

The world of investment was much more structured by the beginning of 2000s. It was at this point that 

ESG investing went off. Contrary to SRI that was entirely about avoidance of firms, ESG examined how the so-

called non-financial elements such as the environment, labor and governance may have influences on the long 

period performance of a company. Investors began to realise that such issues as pollution, working conditions, 

and board offerings could influence profits, reputation, and the level of stability of a business. ESG is not only a 

moral decision, but its nature is of identifying financial risk and opportunity. 

Everything was driven by regulation. The European Union implemented an initiative called the EU 

Taxonomy that indicates the real activities that are environmentally friendly within a business. That provided 

investors with a guideline. In India, business scores in the Securities and Exchange Board of India published the 

Business Responsibility and Sustainability Report which compelled businesses to reveal truthful ESG data. The 

United States did not also want to be left behind, and the Securities and Exchange Commission suggested new 

climate-risk disclosure and better labeling of ESG funds. These actions informed the financial world on a global 

scale that sustainability reporting is no longer a choice but a necessity. 
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It is the reason why ESG funds went boom all over the globe. Foreign sustainable investment market 

was already exceeding trillion dollars worth of assets prior to 2020. Increasing numbers of asset managers, such 

as BlackRock, Vanguard and State Street launched new ESG offerings. Also, ESG began to be thrown into 

investment rules of pension funds and sovereign wealth funds. The development occurs due to the fact that the 

investors have come to believe that ESG can help provide higher returns to money, protect against long-term risks, 

and identify companies that are prepared to face the future. 

 

Thus the transformation of the CSR to SRI to ESG sees a gradual phenomenon of transformation of moral 

responsibility to ethical culling, to the complete integration of sustainability in the decision of money. 

 

B. Important frameworks 

The interpretation of ESG investing presupposes consideration of each of the three components, i.e., 

Environmental, Social, and Governance. 

E -Environmental: This includes such issues as carbon emissions, use of renewable energy, water consumption, 

low pollution, climate change adaptation, and waste sorting. These, as stated earlier, are also very important 

parameters since risks associated with the environment could lead to regulatory fines or disruption of operations. 

Social: It encompasses employee welfare, health and safety, diversity and inclusion, labor rights, community 

engagement, and product responsibility. Companies with good social practices generally attract better talent and 

avoid reputational risks. 

Governance: This involves board independence, transparency in leadership, internal controls, rights of 

shareholders, and ethical behavior. Good governance minimizes the incidence of fraud, corruption, or poor 

strategic decisions. 

To measure these dimensions, several rating agencies offer ESG scores. MSCI ESG Ratings are intended to 

measure corporate management of industry-specific risks across the E, S, and G pillars. Companies are rated on 

a scale from highest ("AAA") to lowest ("CCC"). Likewise, Sustainalytics offers a set of ESG Risk Ratings, which 

indicate the extent to which a company is exposed to financially material ESG risks and manages those risks 

effectively. This tool enables investors to make comparisons between companies and construct a portfolio that 

adheres to the idea of sustainability. 

Another important framework is the United Nations Principles of Responsible Investment, also referred to as PRI. 

They are asking investors to incorporate ESG considerations in their decisions via six voluntary rules. The PRI 

has thousands of institutional investors, with tens of trillions of dollars under their management. Due to that, ESG 

investing became common in the international markets. Collectively, these models provide investors with credible 

information, standardized requirements and provide global standards that assist in putting ESG into investment 

analysis. 

 

C. ESG Landscape Pre-Pandemic 

Prior to COVID things, ESG investing was a popular trend that was a niche in most locations. Otherwise 

awareness had increased, and major international institutions began providing ESG funds, but seldom invested 

ESG through all their portfolios. A major number of companies release sustainability reports, and the quality and 

consistency were significantly different. 

The amount of money committing to ESG funds was on the rise, however, the overall participation remained low 

in comparison with the traditional investment. The confusion of the investors was brought about by the mixed 

ESG ratings and various reporting systems. Others were not sure whether the concept of ESG referred to more 

financial results or it was a faux gesture. 

Surveys reveal that prior to the pandemic, the integration of ESG was more about governance; the environment 

and social aspects were less of the concern.This distribution is illustrated in the chart below. 

 

Figure 1: Most important ESG-investment factors before COVID-19, by % of respondents

 
Source: Harvard Law School Forum on Corporate Governance (2020). “Survey Analysis: ESG Investing Pre- and 

Post-Pandemic.” 
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The performance of ESG funds also varied by region. Various studies proved that companies with 

exceptional ESG performance provided steady returns and showed lower volatility, especially in Europe. Others 

claimed that ESG funds outperform conventional funds only marginally, or sometimes perform worse in some 

markets. Such inconsistency took place because the interpretation of the ESG factors was different among 

investors, and different industries responded differently to the sustainability pressure. 

A review in the Journal of Corporate Social Responsibility found that, while ESG integration was on the 

rise around the world, evidence pertaining to its financial benefit differed by market and economic condition, 

showing that ESG performance was not consistent across different regions. The fact that ESG investment is 

moving forward but still in its early stage means results depend greatly on geography, methodology, and industry 

structure. 

Thus, on the eve of the pandemic, ESG investing was at a very interesting inflection point. No longer an 

experimental strategy, not yet a universal standard, many investors were interested yet cautious. The arrival of the 

pandemic in 2020 set up the perfect ground for a massive increase in interest in ESG. COVID-19 disruption has 

made the investors conscious about long-term resilience, stakeholder welfare, and responsible management, which 

are the areas where ESG principles run deep. 

 

III. COVID-19 Pandemic: The Effect on ESG Investing 
The COVID-19 pandemic was a global crisis of such magnitude that it's going to be a long time before 

we see similar disruptions again. It created instant economic uncertainty, disrupted whole supply chains, and made 

the market extremely volatile. The crisis, however, pointed out to investors, those companies which are resilient 

to shock and those which are not. ESG investing was thus, very much in the spotlight; the investors started to give 

more value to the companies that are showing resilience, responsible management, and care for employees and 

communities-these qualities are very often represented by the ESG metrics. 

 

A. Market Turmoil in 2020 

When the world was hit by the pandemic in early 2020, stock markets plunged, and risk aversion increased. 

Portfolios based on historical price behavior were not in a good position to survive this very exceptional shock. 

Observers pointed out that companies with good governance and open management were the ones who quickly 

adapted to remote working, supply chain disruptions, and new health regulations. Also, companies that were 

already handling environmental and social risks were the ones who displayed operational flexibility and, therefore, 

managed to stay above water. These behaviors made the investors to see ESG attributes as practical indicators of 

crisis resilience and also strengthened the investors' perception of the ESG attributes. 

 

B. Why ESG gained momentum during the pandemic 

There are several reasons which can be mentioned why ESG investing was fast-tracked during the COVID-19 

pandemic: 

• Crisis management and governance: The companies with strong governance in place were able to take faster and 

better decisions concerning workforce safety. 

• Operational Resilience: Companies which had taken into account environmental and social risks were often 

better prepared, e.g., through the diversification of their suppliers or the adoption of digital tools.  

• Social issues came out on top. The "S" factor-employee health, sick-leave policy, and human capital 

management-got the spotlight: it was the companies in good health with their workers and communities that got 

the trust of investors and the public.  

• Change in investor preference: After the revealing of pandemic vulnerabilities, a lot of investors, in particular 

younger generations, have changed their minds and are now investing in causes that support the society's needs.  

 

C. ESG fund inflows surge during pandemic  

The major sign of the trend was the capital inflow to the ESG funds in the period of 2020-2021. The big 

institutional investors, like pension funds, insurers or sovereign wealth funds, have increased their ESG allocations 

and the asset managers launched a lot of new ESG products. Part of this movement was reactionary-investors 

were looking for downside protection during the crash-but there was also evidence of a structural change in the 

belief regarding ESG's materiality.  

There was a series of studies conducted regarding ETFs and mutual funds during the COVID period and the results 

showed that those funds with stronger ESG characteristics tended to show greater downside protection and attract 

disproportionately large inflows-supportive of the hypothesis that ESG had become a risk-management tool as 

well as an ethical choice.  
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D. Persistence of ESG Interest after Initial Shock  

This spike in interest was not a passing phenomenon. A number of events from this period indicated that the ESG 

integration had deepened after the first phase of the crisis, namely: 

• Sustainable finance instruments expanded: Green, social, and sustainability-linked bond issuances went 

up as public and private actors began to connect recovery financing with sustainability objectives. 

• Improved corporate disclosure: Many companies improved their sustainability reporting, and regulators 

(e.g., EU Taxonomy, SEBI BRSR) pushed for more consistency in disclosures. 

• Permanent integration into risk models: Investors started to incorporate climate risks, labour practices, 

and governance structures in standard risk assessments. 

• Sustained retail demand: Public awareness of social and environmental vulnerabilities rose, thereby 

sustaining retail interest in ESG products. 

 

E. The pandemic highlighted challenges  

The rapid growth of the ESG market also unveiled its weak points:  

• Greenwashing: Trust has been broken because of the strategy of companies claiming more sustainable practices 

than the reality just to get investment flows.  

• The disparities in scores: Rating agencies had sometimes made ratings that were totally opposite for the same 

company, thus very hard to compare.  

• The dominance of few sectors: The companies which were first to profit from ESG were mainly in the tech and 

medicare sectors, thus it was questioned whether the perceived fortitude was actually an ESG feature or was it 

just a sector composition.  

• Lack of data: The situation of the availability of ESG data was, and still is, very different and this unevenness 

affected the quality of the analysis.  

 

Conclusion  

The COVID-19 pandemic was a big driver of ESG investing growth. The crisis confronted financial metrics with 

a number of non-financial risks that were previously not accounted for, hence, more investors started to regard 

ESG as part of the risk management process rather than mere ethical wishes. Pandemic emphasized the notion 

that ESG will aid in getting the portfolio through tough times but at the same time more data, clearer standards, 

and thorough verification to prevent misclassification and greenwashing are the demand that the pandemic has 

brought about very clearly.  

 

IV. ESG Impact on Portfolio Performance in the Post-Pandemic Era 
Post-pandemic investment climate undergoes a transformation of the investors’ perspectives regarding 

risks, stability, and long-term yields. Following the drastic ups and downs in 2020, a good number of investors 

adopted ESG investing as a kind of test - those companies with sustainable practices to the extent they were called 

resilient would be the ones that survived. The forthcoming part sheds light on how the ESG investing intervention 

changed the entire risk-return profile and how it affected portfolio performance from 2020 onwards. 

 

A. Global Evidence on ESG Portfolio Performance: 2020–2025 

Third-party studies following the COVID-19 shock have continued to note how companies with stronger 

ESG performance have generally shown better financial stability and lower volatility. They were also better 

positioned to cope with supply chain disruptions, workforce challenges, and fast-changing regulations. Often, this 

was not a case of higher raw returns but protection in periods of market stress. A well-known study concluded that 

companies with higher ESG ratings suffered less dramatic declines during the COVID-19 market crash and 

demonstrated much stronger resilience compared to low-ESG firms. Reference Engelhardt et al., 2021This has 

been strengthening the view that ESG factors play their role in protecting portfolios in crisis situations. 

However, the performance of ESG portfolios has not been uniform across all regions. While in the U.S. and 

Europe, ESG-aligned firms generally outperformed during the early recovery, in many Asian and emerging 

markets, the benefits of ESG were less consistent due to less standardized sustainability reporting and varying 

investor attention. 

 

B. Why ESG Portfolios Sometimes Outperform 

ESG portfolios can outperform traditional ones for a number of reasons: 

• Lower levels of risk: Companies with strong ESG practices are generally better managers of 

environmental, social, and governance risks. Because of this, the likelihood of a surprise occurrence 

hurting performance is lower. 

• Good governance: Strong governance ensures good decision-making, increased transparency, and long-

term planning; therefore, companies can respond promptly to crises. 
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• Better stakeholder relations: Organisations that treat employees fairly, expect work places to remain cool 

and talk responsibly with their communities tend to run without many hiccups.   

• Strategic preparedness: Title IX Companies that have invested in sustainability, clean tech as well as 

uninteresting practices are more prepared to face future policies and trends.   

These strengths assist in maintaining a more stable performance by reducing the losses in the ESG portfolio in 

case the market goes down.   

 

C. When ESG Portfolios Lag   

Although ESG has advantages, it does not promise sweet returns. Where you see setbacks:   

• Sector biases: ESG investments, in reality, tend to be highly technologized and deficient in energy or 

mining. That is why oil, gas or metals increase, ESG funds are expected to be behind the larger market.   

• Hiked pricing: With ESG eruption after 2020, most high-ESG firms were priced high. Such high prices 

are able to limit future profit opportunities.   

• Selectivity and omission of good industries: Not selecting some sectors may eliminate opportunities in 

the event such industries begin to do great.   

• Changeable ratings: Various agencies offer varying ratings on the companies. There is a chance that one 

would score a firm high in ESG and the other score low in ESG leading one to be confused.   

Due to these matters, you need to be smart and think before you invest in ESG.   

 

D. Performance Measures: Sharpe Ratio, Alpha and Sortino ratio.   

Risk-adjusted statistics would be of great use when verifying ESG portfolios:   

• Sharpe Ratio: This measures the performance in terms of returns per risk. By nature, ESG portfolios have 

a higher Sharpe ratio since they are less jumpy.   

• Jensen Alpha: This is a measurement of additional return over and above what the market explains. Some 

ESG funds show positive alpha, especially during crisis or transition periods. 

• Sortino Ratio: Focuses on downside risk. ESG portfolios often have higher Sortino ratios because they 

fall less during market downturns. 

These metrics suggest that the strength of ESG investing lies more in risk management than in generating very 

high returns. 

 

E. Sustainable Indices and ESG Fund Behaviour 

Many investors monitor ESG indices, including: 

• MSCI ESG Leaders Index 

• S&P 500 ESG Index 

• Nifty 100 ESG Index (India) 

Data from these indices generally show that: 

• ESG indices fell less in the 2020 market crash 

• Their recovery was stable. 

• They performed competitively with traditional indices over the long run. 

But in extremely strong bull markets, traditional portfolios sometimes outperform ESG portfolios, with ESG funds 

missing out on high-performing but environmentally harmful sectors like oil or coal.  

 

F. Regional and Sector-Level Differences  

The effect of ESG varies according to region:  

• North America: high-ESG companies showed strong resilience in 2020–2022.  

• Europe: strong sustainability regulation supported consistent ESG performance.  

• Asia / Emerging markets: ESG's impact was mixed due to limited standardization and different sector 

compositions.  

ESG portfolios also vary across sectors. Technology, healthcare, and consumer goods-typically high-ESG sectors-

performed well during the pandemic, while energy, mining, and utilities, which generally lie on the lower side of 

ESG metrics, performed strongly later as economies reopened. This created periods of underperformance for ESG 

strategies.  

 

G. Implications for Investors  

In total, ESG investing influenced portfolio performance in several major ways: among some of the main 

characteristics of ESG portfolios are lower risk of losses and more stable performance in case of crisis. There are 

situations when ESG is not able to deliver better raw returns but it usually has a positive effect on the risk-adjusted 

return. Moreover, biases in sector allocation could lead to the creation of periods marked by both, performance 

above and below the average. 
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At present, ESG is more and more viewed as a risk management tool, rather than as a matter of ethical 

concern. All things considered, the post-COVID-19 era made ESG investing a necessity in the portfolio strategy 

game. It does not remove risks or guarantee higher returns but rather increases the city’s resilience, ensures long-

term stability, and directs investments toward the global sustainability goals. 

The survey results are in accord with this behavioral change. The data represented in the figure below 

reveal that the portion of investors classifying ESG as “very important” surged noticeably after the onset of the 

pandemic—this can be interpreted as a fundamental transformation in the prioritization of ESG in investment 

decision-making. 

 

Figure 2: Distribution of respondents' reported importance of ESG considerations before and after 

COVID-19. 

 
Source: Harvard Law School Forum on Corporate Governance (2020). “Survey Analysis: ESG Investing Pre- and 

Post-Pandemic.” 

 

V. ESG and Risk–Return Tradeoffs After COVID-19 
Over the past years post-pandemic investors' perception of risk and return has completely changed. ESG 

investing was frequently regarded as mainly a moral decision before COVID-19. Nevertheless, during the time of 

the outbreak, sustainability factors were beginning to be interpreted as a sign of long-term resilience and reduced 

risk. For this reason, investors not only started to look at the potential returns of a portfolio but also at how well 

it could manage unexpected crises like the COVID-19 pandemic, hence making the risk-return tradeoffs of ESG 

investing differently.  

This part will describe the role of ESG investments in risk, their impact on returns, and the new portfolio 

construction techniques in the post-pandemic period. 

 

A. The pandemic altered the perception of risk 

The pandemic revealed the shortcomings of traditional risk models. Most of the models did not completely account 

for the risks to supply chains, employee safety problems, or unexpected disruptions to operations. This triggered 

a preference shift among investors toward a firm that responsibly managed and then offered transparency 

regarding unexpected events. The active interest in nonfinancial risks included the following : 

• climate-related disruptions 

• workplace health and safety 

• labour practices 

• corporate governance failures 

• reputational risks 

• social and community-related risks 

Firms with strong ESG practices navigated these issues relatively better in the pandemic. For example, companies 

with good governance structures made decisions quickly, while socially responsible firms safeguarded their 

employees and their operations remained unhindered. 

The crisis indeed made investors aware that such kinds of non-financial risks can easily translate into financial 

losses; hence, the ESG factors became more relevant to risk management than ever. 
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The pandemic also affected the relative importance that investors placed on different ESG dimensions. Regarding 

the environmental dimension, most respondents stated that the focus had stayed the same, while a sizeable portion 

indicated increased focus: 

 

Figure 3: Change in the reported importance of environmental factors since COVID-19. 

 
Source: Harvard Law School Forum on Corporate Governance (2020). “Survey Analysis: ESG Investing Pre- and 

Post-Pandemic.” 

 

Apart from environmental factors, the importance of governance practices also changed after the outbreak of 

COVID-19. Although the majority of respondents indicated that the importance of governance has remained the 

same, a considerable portion of the responses reported increased importance. 

 

Figure 4: Change in the reported importance of governance factors since COVID-19. 

 
Source: Harvard Law School Forum on Corporate Governance (2020). “Survey Analysis: ESG Investing Pre- and 

Post-Pandemic.” 

 

Investor attitudes toward the social pillar changed the most noticeably, with a majority reporting that social factors 

became more important following the pandemic. 
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Figure 5: Change in the reported importance of social factors since COVID-19. 

 
Source: Harvard Law School Forum on Corporate Governance (2020). “Survey Analysis: ESG Investing Pre- and 

Post-Pandemic.” 

 

B. Impact of ESG on Portfolio Risk 

One of the main reasons ESG has grown in popularity is due to its potential to lower overall portfolio risk. 

Companies with ESG-focused practices tend to have fewer legal lawsuits, fewer regulatory fines, and fewer 

internal disputes. Their risk profiles typically include: 

• lower volatility 

• reduced downside risk 

• better resistance to crises 

• more stable long-term cash flows 

• Improved reputation and customer loyalty 

Research during and after the pandemic showed that companies with stronger ESG ratings faced smaller declines 

during the market crash and recovered faster. (Engelhardt et al., 2021) This evidence strengthened the idea that 

ESG contributes to risk reduction. 

1. Lower downside risk 

Downside risk refers to the amount with which a portfolio can fall in a crisis. ESG portfolios fall less because they 

avoid companies with high environmental liabilities, poor labor conditions, or weak governance-all factors that 

could amplify losses in case of economic distress. 

2. Reduced exposure to longer-term risk 

Companies with high ESG scores tend to avoid behaviours that create long-term financial problems, such as 

unsafe work environments, pollution, fraud, or supply-chain neglect. 

3. Improved crisis resilience 

It was seen that the COVID-19 crisis accelerated the adaptation of ESG-focused companies to remote work, digital 

processes, and safety measures, thus reducing operational risks. 

All these factors contribute to ESG portfolios being more stable and predictable. 

C. ESG and Return Performance 

The relationship between ESG and returns post-pandemic is more complex. While ESG portfolios often show 

lower risk, this does not always translate to ESG providing higher raw returns. In fact, the impact on returns can 

be both positive and negative depending on market conditions. 

1. When ESG improves returns 

ESG portfolios may outperform when: Responsible companies gain the trust of their consumers. Sustainable 

industries are, like technology and healthcare, growing much faster. As governments introduce stricter 

environmental rules, investors shift funds into ESG-friendly companies. In such conditions, ESG companies can 

enjoy competitive advantages, resulting in higher returns. 

2. When ESG reduces returns 

ESG portfolios are likely to underperform when high-ESG companies become overpriced. Traditional energy or 

industrial sectors perform better and markets reward short-term growth over long-term sustainability. ESG filters 

exclude profitable but "less sustainable" sectors. ESG thus is not about assured returns; rather, it shapes how those 

returns behave on different economic cycles. 
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D. ESG as a Tool for Long-Term Stability 

Since the pandemic, most investors have started to perceive ESG as central to long-term investment strategy rather 

than supplementary analysis. ESG helps identify companies that are preparing for: 

• climate-related regulations 

• digital transformation 

• labour and wage reforms 

• Social responsibility demands 

• governance transparency 

• changing consumer expectations 

The long-term perspective supports stable, sustainable returns. Companies with long-term commitments regarding 

ESG matters also tend to invest in innovation, strengthening their future growth potential. 

 

F. Trade-Offs in ESG Investing 

Despite its benefits, ESG investing does involve certain trade-offs: 

1. Sector limitations 

A lot of ESG portfolios avoid sectors like oil, gas, mining, and chemicals. This might reduce performance in those 

years when those sectors rise sharply. 

2. High valuation risk 

Popular ESG companies sometimes get overpriced. Buying at high valuations can reduce future returns. 

3. Inconsistent rating systems 

The rating agencies score companies differently. Investors may misjudge ESG quality due to the inconsistency of 

ratings. 

4. Lower short-term gains 

Some high-ESG practices-like cleaner manufacturing, safer working conditions, or renewable energy 

investments-are expensive in the short term. They pay off slowly-not immediately. 

These trade-offs need to be balanced carefully in constructing portfolios. 

 

G. ESG's Overall Effect on Risk–Return Tradeoffs 

After COVID-19, ESG investing has brought about several major shifts in risk–return tradeoffs: 

• Risk reduction has become a major strength of ESG. 

• Returns are mixed in raw terms, depending on the market environment. 

Returns usually become better on a risk-adjusted basis, particularly in times of economic uncertainty. ESG is no 

longer regarded as a niche trend but is considered mainstream financial analysis. Long-term resilience and 

sustainable growth have today become an integral part of investment decision-making. Investors are increasingly 

aware that one cannot separate financial performance from how companies treat the environment, people, and 

responsibilities around governance. The post-pandemic world has shown that risk is many-faced: health, 

environmental, social, and ethical. And ESG assists in addressing these risks, in a rather more holistic manner.   

 

VI. Regulatory and Market Regulations, post-Pandemic. 
The key shifts in the financial markets since the pandemic included the attempt to regulate the sustainability and 

incorporate it into the investments. COVID-19 demonstrated the significance of long-term resilience, responsible 

business, and transparency. Due to it, the governments, regulators and large financial groups made the reporting 

requirements tighter on Environmental, Social, and Governance (ESG) factors. Markets reacted by providing more 

sustainable financial products and proliferating ESG to more portfolios.   

This section will describe the transformed nature of rules and market trends following COVID -19, and their future 

impact on ESG investing. 

 

A. Global Regulatory Developments 

1. European Union: The Most Advanced ESG Framework 

The EU has been the world leader in ESG regulation. Following the pandemic, it accelerated its sustainability 

agenda with: 

• EU Taxonomy Regulation - a classification system defining which economic activities are 

environmentally sustainable. 

• SFDR (Sustainable Finance Disclosure Regulation) necessitates asset managers and financial institutions 

to declare how ESG is integrated into investment procedures. 

• CSRD: Corporate Sustainability Reporting Directive, extends the mandatory sustainability reporting to 

thousands of companies. 
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These rules ensure transparency, reduce greenwashing, and create consistency across Europe. They also require 

that companies take their long-term sustainability risks more seriously, as the investors have placed more and 

more reliance on these disclosures. 

2. United States: Increasing ESG Disclosure Requirements 

The U.S. began to develop ESG policies more vigorously after the pandemic. The U.S. Securities and Exchange 

Commission made a proposal for mandatory climate-related financial disclosures for companies that include 

reporting on greenhouse gas emissions, clearer guidelines for ESG funds, and the implementation of rules to avoid 

giving misleading information about ESG claims. While political discussions did impede some reforms, the 

overall trend was towards better-organized ESG reporting and responsibility for large public companies. 

3. Asia-Pacific and Emerging Markets 

The evolution was also remarkable in the Asia region. For example, among those were Japan, Singapore, and 

South Korea who set sustainability standards for their listed companies, and China who expanded the green 

finance regulations for the purpose of the companies' disclosure of climate-related risks. India's implementation 

of the SEBI BRSR made it obligatory for the top 1,000 listed entities to report on ESG matters, thus bringing the 

emerging markets closer to the global standards in terms of ESG. 

 

B. Growth of sustainable finance instruments 

After the pandemic, there was a quick rise in the use of sustainable finance instruments as the governments and 

the private sector were looking at long-term recovery as their main focus. 

1. Green Bonds 

Green bond issuance reached record highs globally. Green bonds have been utilized by governments in financing 

renewable energy projects, sustainable transport, and climate adaptation programs. 

2. Social and Sustainability-Linked Bonds 

Social bonds, which finance healthcare, employment support, and community resilience, grew sharply during the 

pandemic and the recovery phase. So did sustainability-linked bonds, where the company's cost of borrowing rises 

or falls depending on whether it meets targets linked to sustainability. 

3. Rise of ESG ETFs and Index Funds 

Investors have turned to ESG-focused exchange-traded funds as one of the low-cost means to integrate ESG into 

portfolios. This has been supported by an expanded number of ESG indices, including those covering everything 

from climate-focused portfolios to gender-diversity indices. 

These financial products made ESG more accessible to retail investors and increased overall market participation. 

 

C. Market Behaviour and Investor Expectations.   

The pandemic is the factor that made investors more concerned about good-doing companies. Now they really 

want firms to:   

• go real about climate risks.   

• maintain healthy work environments, equal and open opportunities.   

• utilize the responsible supply-chain practices.   

• possess well anchored systems of governance.   

• vow permanent sustainability objectives.   

Investors want companies to demonstrate evident evidence of their ESG activity and performance. Trust is now 

earned only by having sustainability reports.   

Growing Demand of the High-quality ESG Data 

One of the changes after the COVID is a requirement of credible global ESG information. Under the same 

standards, investors will be able to compare companies appropriately. This pressure compelled rating agencies 

and regulators to better their scoring systems and enhance more disclosure guidelines.   

 

D. Objections Greenwashing and Rating Differences.   

Despite the advancement, the issues persist.   

Greenwashing:   

Others make their sustainability narratives so huge to an extent of making their stories unbelievable in a bid to 

win investor attention. The US and EU regulators have collaborated to combat deceitful ESG assertions by 

narrowing down regulations.   

Absence of Global Standardisation:   

Various ESG rating agencies have different scoring systems. One agency may score a company highly whereas 

the other scores them lowly. That complicates the analysis of the portfolio.   

Information Lapses in Emerging Markets:   

There are numerous developing nations that do not have trustworthy ESG reporting, a fact that puts global 

investors into doubts.   
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Throughout the COVID crisis ESG funds performed strangely: when the time was stressful flows were driven by 

the appearance of sustainability of a company rather than its actual performance. this indicates that good regulation 

is needed.   

 

E. General Effect of Post-Pandemic regulations.   

Because of the pandemic, ESG ceased to be optional and became mandatory. This is a requirement to companies 

where they now report on their environmental impact, social obligations and governance. Investors use these 

disclosures to make intelligent selections.   

In conclusion, the increased regulations and market actions have: 

• Improved investor confidence 

• Improved sustainability reporting 

• encouraged responsible corporate behavior 

• reduced greenwashing 

• expanded the market for sustainable financial products 

These developments lay the foundation for the next decade of ESG investing, where sustainability will feature 

even more centrally in global finance. 

 

VII. Challenges and Criticisms of ESG Investing 
Although the implementation of ESG investing has taken a rapid turn and has been positively received, 

critics still voice their concerns, threatening the whole ESG market's credibility. Understanding these issues is not 

only crucial for any investor, portfolio manager, or student working on ESG but is also one of the chief debates 

and difficulties that are outlined in this chapter.  

 

A. Greenwashing and Credibility Problems 

One of the strongest arguments against ESG investing is based on the greenwashing phenomenon: funds 

or companies convince the public they are eco-friendly or responsible when actually they are not doing anything 

significant to support their arguments. Investors and researchers have frequently referred to firms that have widely 

publicized ESG commitments as part of their marketing channels but have not made any substantial changes in 

their operations. A recent report mentions that many institutional investors distrust corporate ESG claims or are 

of the opinion that ESG ratings do not mirror real sustainability performance (University of Bristol, 2024). This 

scenario greatly diminishes the credibility of the entire ESG market. 

 

B. Inconsistent or Incomparable ESG Data and Ratings 

One of the most serious issues that ESG investing runs into is that there are no universal standards for 

ESG metrics, reporting, and rating systems. The different ESG data providers work with their own methodologies, 

assign different importance to the environmental/social/governance factors, and deal with the issues of insufficient 

disclosures in their own ways. Due to this, sometimes a company gets totally dissimilar ESG scores from various 

providers. In fact, the phrase "ratings disagreement" has been coined to describe the situation that makes it 

virtually impossible for the investors to make reliable comparisons of ESG-aligned investments. Therefore, many 

critics assert that ESG investing is plagued by a "credibility gap" in relation to performance measurement, and the 

rating inconsistency is one of the sources of this gap. 

 

C. Trade-Offs Between Ethics and Financial Performance 

Investing in ESG is quite often a trade-off matter. To give an instance, if an investor wants to comply 

with the ESG criteria, he might completely avoid the sectors like fossil fuels or arms. This is in accordance with 

the ethical objectives but on the other hand, it may lead to a loss of diversification and a lack of high-return sectors’ 

exposure during some periods. Some funds, however, may prefer to give up part of the returns expected for the 

sake of ethics. Furthermore, very high evaluations for the most famous ESG stocks will, in a way, limit the 

potential for future gains. There is one question that pops up naturally: is the investor actually paying an “ESG 

premium” for the sustainability badge and not for the financial advantage?  

 

D. Limitations of Sectors and Regions  

ESG investing is inclined towards certain sectors, for example, technology, renewable energy, health, 

and the like, and is unfavorable towards others, such as fossil fuels and heavy industry. Although this could be in 

line with sustainability goals, it could lead to the risk of sector concentration in ESG portfolios. Moreover, ESG 

investing might not be effective in those markets that have poor ESG disclosures or are not strictly regulated. The 

existence of data gaps and low governance standards in various emerging markets is a drawback that severely 

hampers the practical effectiveness of ESG screening. 
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E. Governance, Implementation and Behavioral Issues 

Along with data and valuations, questions about how ESG investing is carried out create problems. This 

ranges from behavioral resistance at the level of corporations and financial firms to a lack of strategic leadership 

on the ESG issues and the difficulty of incorporating ESG factors into the traditional financial models. Some firms 

might adopt ESG practices in appearance only and not in reality. Others may have difficulty determining their 

actual impact on people or the environment. 

 

Conclusion 

Though ESG investment has a bright future when it comes to merging the goals of sustainability with 

financial profits, as well as being able to nonfinacial risks related to it more efficiently, there are still some 

drawbacks that should not be silently passed over. Among these are, the misleading representation of 

environmentally friendly practices, inconsistency of data, different methods of valuing, bias against particular 

industries, limitation to specific areas, and problems of implementation. Being aware of these challenges has the 

power to make one navigate through the changing ESG environment and utilize it as a tool rather than a passing 

trend. 

 

VIII. Future Outlook: The Next Decade of ESG 
The forthcoming ten years of ESG investments are thus expected to see sustainability being even more 

strongly interwoven into the fabric of the global financial markets. The period since the onset of the pandemic has 

already revealed that business existence is indeed endangered by environmental and social risks and at the same 

time, the investors are learning that a company's long-term financial performance is a result of good corporate 

practices. All this is bound to be multiplied by the stricter climate regulations in place and the unstoppable demand 

for companies' transparency from consumers.  

The next most significant trend to be anticipated is the coalescence of ESG data and reporting by the 

implementation of more global standards. At the moment, ESG scores provided by diverse rating agencies are 

frequently contradictory, therefore leading to investors' wrong decisions. Conversely, worldwide initiatives such 

as ISSB are moving towards the standardization of reporting frameworks; consequently, investors will be able to 

make better comparisons among companies and the risk of greenwashing will be minimized. 

Yet another major trend is the rise of transition finance, which covers the support for firms that are 

shifting from carbon-heavy to carbon-light activities, instead of only financing "green" companies. This 

acknowledges that the sectors of production, power, and transport are in need of assistance to become 

environmentally friendly. 

Tech innovation will be a big determinant of ESG definitely. Artificial intelligence and fancy data 

analytics enable investors to monitor supply-chain risks and carbon emissions and social actions with a great deal 

more accuracy. It implies that ESG ratings will be more precise and will not be dependent on companies as much 

as they provide voluntary information. 

Investors and other stakeholders to come will be much more concerned with the actual ESG impact than 

the scores or the labels. To illustrate, stakeholders would like to see evidence that firms are indeed reducing 

emissions, enhancing health of workers or enhancing governance, not because they have a sustainability report. 

Even a study notes that the international ESG rules are tightening around the connection between actual practices 

and quantifiable results (Jafar et al. 2024). 

The demographic trends will surely spur ESG. Ethical and sustainable are always more towards young 

investors. They will gradually change the investing genre of the world as they begin accumulating wealth. 

Collectively these will collide within a decade to provide more precise criteria, provision of superior 

data, sterner climate regulations, and polished tools of analysis, which will leave ESG investing highly efficient 

and effective. 

 

IX. Conclusion 

ESG investment has completely transformed following COVID -19. The global finance sphere is now 

dominated by those causes, who are usually overlooked close to the cause investment, and that they are referred 

to as nice causes. As the pandemic demonstrated, environmental risks, social inequalities and bad governance may 

become financial threats, ESG is perceived more as an ethical necessity and indicator of business resilience. 

In this paper, the authors demonstrate that ESG investing can dramatically increase the performance of 

a portfolio. The raw returns might be the same in certain markets, but generally ESG portfolios will have a lower 

volatility, increased downside protection, and superior risk-adjusted returns. This is why ESG became particularly 

useful in the time of economic uncertainty. The concept that well-established ESG businesses positively deal with 

crises, retain stakeholder confidence and are positioned to address risk in the long term is why more investors are 

becoming attached to the concept. 
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Yet, ESG investing is not pain free. Greenwashing, mixed ratings, sector bias and lack of ratings confuse 

the market. It becomes important to have trustworthy information, a standard reporting policy, and international 

regulations that are aligned. Although the new regulations in post-COVID Europe and India are already forcing 

the companies to be more transparent about ESG, the way it works out will determine the future of ESG investing. 

ESG will become even more authoritative and quantifiable with more stringent regulations, superior data, and the 

state-of-the-art technology. Ratings will no longer be pursued by investors as greater attention will be paid to 

actual changes, such as carbon reduction, better working environments and governance. 

The future of ESG investing may be the global victory due to the increasing sustainability issues. 

Engaging in brief, ESG has transformed the way investors consider the risk and return in the post-pandemic world. 

It is obvious that the process of neglecting environmental and social responsibility using the money performance 

as a subject of discussion is not an option. With markets continuing to evolve, ESG will be a major force in the 

construction of very strong, very ethical, and future-proof portfolios. 
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