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Introduction 
Environmental, Social, and Governance (ESG), represents a set of criteria used by investors to 

evaluate the sustainability and ethical impact of a company's operations. Environmental factors 

encompass a company's impact on the natural world, including its carbon footprint, energy 

efficiency, and resource management practices. Social factors focus on a company's relationships 

with its stakeholders, such as employees, customers, and communities, covering areas like labor 

practices, diversity and inclusion, and community engagement. Governance factors pertain to 

the systems and structures that govern a company's behavior, including its board composition, 

executive compensation, and adherence to ethical standards. Together, these ESG criteria 

provide investors with a holistic framework for assessing a company's performance and its 

potential long-term risks and opportunities. 

As the importance of Environmental, Social, and Governance (ESG) criteria continues to gain 

prominence in investment decision-making, international efforts and developments are shaping 

the landscape of responsible investing. Organizations such as the United Nations have 

spearheaded initiatives like the Sustainable Development Goals (SDGs), which provide a 

comprehensive framework for addressing global challenges and promoting sustainable 

development. With 17 interconnected goals covering areas such as poverty alleviation, climate 

action, and gender equality, the SDGs serve as a guiding blueprint for governments, businesses, 

and investors worldwide. Furthermore, international institutions like the European Union (EU) 

have been instrumental in driving regulatory frameworks that compel the private sector and 

companies to align with ESG principles and adhere to the SDGs. Through policies, directives, and 

incentives, these institutions exert pressure on investment companies to integrate sustainability 

considerations into their strategies and operations, fostering a collective commitment to 

achieving a more sustainable and equitable future. 

Understanding the Landscape 

What is Sustainable Investment? 
What constitutes responsible investment encompasses a range of approaches, including 

sustainability, socially responsible investing, integration of Environmental, Social, and 

Governance (ESG) factors, human rights considerations, impact investing, and gender-focused 

investment strategies, among others. The aims of responsible investment are multifaceted, 

encompassing risk management to safeguard funds and portfolio companies from potential 

harm, such as shielding startups from negative social media exposure or future-proofing business 

models against regulatory shifts. Furthermore, it involves adding operational value by 

proactively addressing ESG concerns, which can enhance performance across industries, such as 

optimizing human resources practices to attract and retain top talent. Additionally, responsible 

investment entails identifying strategic opportunities, such as recognizing emerging trends and 
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growth areas, like bringing solutions to underserved markets, developing worker-empowering 

technologies, or meeting the demand for sustainable energy solutions.  

By adhering to 

responsible 

investment 

principles, venture 

capitalists can 

unlock significant 

benefits that extend 

beyond financial 

returns. Sustainable 

and impact-driven 

companies, those 

that prioritize ESG factors, are better positioned to adapt to evolving market trends, attract top 

talent, and foster innovation. Investing in such businesses not only generates competitive returns 

but also creates long-term value, aligning with the interests of both investors and society. 

Additionally, responsible investment practices cultivate stakeholder trust in an era characterized 

by heightened transparency and accountability. Limited partners (LPs), employees, consumers, 

and other stakeholders increasingly value ethical business practices. By demonstrating a 

commitment to ESG principles, venture capitalists can differentiate their brands, build trust with 

stakeholders, and attract capital from socially conscious investors. This trust forms the 

foundation of strong, enduring relationships, enabling venture capitalists to navigate challenges 

and seize opportunities in a rapidly evolving investment landscape while promoting positive 

social and environmental outcomes. 

According to the data provided by World Economic Forum in 2022, customers and employees 

emerge as primary stakeholders advocating for ESG progress within companies, with investor 

influence poised as an 

imminent catalyst. According to 

the survey, the majority of 

startups highlighted the 

growing significance of two 

primary stakeholder groups in 

shaping their ESG strategies: 

customers (32%) and 

employees (27%) were 

identified as pivotal motivators 

for ESG implementation, 

followed by investors (23%) and 

regulators (7%).  
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Trends in Venture Capital and Entrepreneurship Ecosystem 
In recent years, the landscape of venture capital and entrepreneurship has witnessed significant 

shifts, driven by evolving market dynamics and changing societal priorities. Two notable trends 

shaping this ecosystem are the rise of sustainable and impact-driven startups, and the changing 

investor preferences towards Environmental, Social, and Governance (ESG) considerations. 

• Rise of Sustainable and Impact-driven Startups 

One of the most noticeable trends in the venture capital and entrepreneurship landscape is the 

proliferation of sustainable and impact-driven startups. These startups are characterized by their 

commitment to addressing pressing social and environmental challenges while delivering 

innovative products or services. From renewable energy solutions to ethical fashion brands, 

these startups are leveraging business as a 

force for positive change. According to 

Bloomberg NEF, in 2023, global investment in 

the energy transition hit $1.8 trillion in 2023, up 

17% on the previous year and a new record, 

highlighting the accelerating interest in 

sustainable solutions. The rise of sustainable 

and impact-driven startups reflects a growing 

recognition among entrepreneurs and 

investors alike that profitability and purpose 

are not mutually exclusive. Indeed, a report 

from the Global Impact Investing Network 

(GIIN) indicated that the impact investing 

market has grown to $715 billion in assets 

under management, showcasing the scaling 

interest in generating financial returns alongside meaningful impact. Venture capital firms are 

actively seeking out opportunities to support these startups, recognizing the potential for long-

term value creation and positive societal outcomes, with a notable 35% of venture capital funds 

now incorporating ESG criteria into their investment decisions. 

• Changing Investor Preferences towards ESG 

Alongside the rise of sustainable startups, there has been a noticeable shift in investor 

preferences towards Environmental, Social, and Governance (ESG) considerations. Investors are 

increasingly recognizing the materiality of ESG factors to long-term financial performance and 

risk management. As such, they are incorporating ESG considerations into their investment 

decision-making processes, seeking out companies that demonstrate strong ESG practices and 

align with their values. This shift in investor preferences is driven by a variety of factors, including 

growing awareness of environmental and social issues, regulatory pressures, and changing 

consumer preferences. In 2021 alone, over $500 billion flowed into ESG-integrated funds, 

contributing to a remarkable 55% growth in assets under management in ESG-integrated 
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products. Bloomberg analysis suggests that if this growth continues at a rate of 15%, which is half 

the pace of the past five years, ESG assets under management could reach more than a third of 

the projected $140.5 trillion global total by 2025 (Bloomberg, 2021).In response to changing 

investor preferences, venture capital firms are integrating ESG considerations into their due 

diligence processes and actively seeking out investments that align with sustainability principles. 

By embracing ESG considerations, investors are not only mitigating risks but also positioning 

themselves to capitalize on emerging opportunities in the transition to a more sustainable 

economy, with 60% of institutional investors considering ESG factors critical to their investment 

strategies.  

Current Regulatory Landscape and Its Impact 
Institiutional regulations play a pivotal role in shaping the investment landscape. One significant 

regulatory framework affecting VC investments is the Sustainable Finance Disclosure Regulation 

(SFDR), introduced by the European Union (EU). SFDR mandates greater transparency regarding 

the sustainability of financial products offered by institutions such as banks, pension funds, asset 

managers, and financial advisors. Under SFDR, financial market participants are required to 

classify their investment funds and provide transparent disclosures on their sustainability 

characteristics. The regulation aims to combat "greenwashing," wherein investment funds falsely 

claim to be sustainable without adhering to rigorous ESG standards.  

Under SFDR, investment funds are classified into Article 6, 8, or 9 categories based on their 

sustainability objectives. Article 8 and 9 funds promote environmental and/or social 

characteristics or have sustainable investment objectives, respectively, while Article 6 funds are 

not considered sustainable. This entails reporting on fund exposure to the EU Taxonomy, which 

categorizes economic activities based on their environmental sustainability.  
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Furthermore, venture capital firms that embrace sustainable investment practices and comply 

with regulatory standards stand to benefit from increased access to capital and enhanced 

reputational credibility. One year after the initiation of the initial phase of the European 

Sustainable Finance Disclosure Regulation (SFDR), there has been notable growth in SFDR funds. 

Investments into Article 8 & 9 funds have significantly surpassed those into Article 6 (or 'not 

stated'), totaling approximately ~US$902 billion for Article 8 & 9 funds compared to ~US$601 

billion for non-ESG funds, within the time period between 2019-2022. Interestingly, despite the 

latter category representing nearly twice the number of funds, the flow of investments into 

Article 8 & 9 funds has been considerably higher.  

The increasing penetration and growing AUM of SFDR Article 8 and 9 funds will lead to significant 

impacts on capital flows and company valuations, given ESG fund holdings differ significantly 

from non-ESG counterparts. The current movement towards Article 8 & 9 funds comes with 

notable shifts away from sectors such as Oil, Gas & Consumable Fuels, Metals & Mining and 

Tobacco, which are significantly underweight in Art. 8 & 9 funds, towards sectors including Water 

Utilities, Independent Power and Renewable Electricity Producers and Electrical Equipment, 

which are more overweight in Art. 8 & 9 funds. Once classified as an Article 8 or 9, funds will also 

need to report fund exposure to the EU Taxonomy, which we see becoming hugely influential to 

how ESG funds compete and credentialise themselves as green - leading to notable implications 

for companies’ cost of capital and valuations. 

ESG in Venture Capital 
In the context of venture capital, integration is being implemented by considering ESG related 

motivation and efforts of startups, such as including a startup’s carbon footprint, labor practices, 

diversity and inclusion policies, board diversity, and ethical governance standard in the process 

of decision-making for invesing and due diligence. 

For venture capitalists, ESG and impact considerations represent a paradigm shift in investment 

philosophy, recognizing that businesses can drive positive change while delivering financial 

returns. By integrating ESG factors into investment decisions, VCs can align their portfolios with 

sustainability goals, mitigate risks, and contribute to a more equitable and sustainable future. 

ESG Integration 

• ESG Due Diligence Process 
The process of incorporating Environmental, Social, and Governance (ESG) considerations into 

investment decision-making and management has become a critical element of contemporary 

finance. ESG due diligence is a systematic approach that helps investors identify potential risks 

and opportunities beyond traditional financial analysis. This process encompasses a wide range 

of practices, from screening for ESG factors to evaluating a company's alignment with Sustainable 

Development Goals (SDGs). By integrating ESG due diligence into their investment process, 
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investors can make more informed decisions that contribute to sustainable, long-term value 

creation. 

• Screening for ESG Risks and Opportunities 

The initial step in the ESG due diligence process involves screening for ESG risks and 

opportunities. This stage helps investors filter out investments that do not meet certain ESG 

criteria, such as those involved in controversial industries (e.g., tobacco, firearms) or those with 

poor records in environmental protection, social responsibility, or governance practices. 

Screening can also identify companies that lead in sustainability initiatives, offering potential for 

better risk-adjusted returns. For example, an investor might use ESG screening tools to identify 

companies with robust climate change mitigation strategies, such as those investing in renewable 

energy sources like wind or solar power, or companies with strong labor rights protections, 

indicating a lower risk of workforce-related disruptions. 

• Evaluating Alignment with Sustainable Development Goals (SDGs) 
After screening for ESG risks and opportunities, investors often evaluate how well potential 

investments align with the United Nations' Sustainable Development Goals (SDGs). This set of 17 

goals provides a comprehensive framework for addressing global challenges, including poverty, 

inequality, climate change, environmental degradation, peace, and justice. By assessing a 

company's operations, products, and services against these goals, investors can determine the 

extent to which an investment contributes to sustainable development. For instance, an investor 

may look favorably on a company that contributes to SDG 7 (Affordable and Clean Energy) 

through its commitment to reducing carbon emissions and increasing the use of renewable 

energy sources, or a company that supports SDG 3 (Good Health and Well-being) by providing 

innovative healthcare solutions. 

Through the ESG due diligence process, investors can uncover a wealth of information that may 

not be evident through traditional financial analysis alone. This process allows investors to assess 

the sustainability and ethical implications of their investments, ensuring that their capital 

contributes to positive environmental and social outcomes while still seeking financial returns. 

Furthermore, by identifying companies that are not only avoiding risks but also capitalizing on 

opportunities related to ESG factors, investors can support the transition to a more sustainable 

economy. 

In conclusion, the ESG due diligence process, including screening for ESG risks and opportunities 

and evaluating alignment with SDGs, is essential for identifying investments that offer both 

financial stability and the potential for positive impact. As the demand for sustainable investment 

options continues to grow, the ability to effectively conduct ESG due diligence will become 

increasingly important for investors looking to navigate the complexities of the modern financial 

landscape. By leveraging ESG insights and aligning investments with global sustainability goals, 

investors can play a pivotal role in driving forward a more sustainable and equitable world. 
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• Active Ownership and Engagement 
In the realm of sustainable investing, active ownership and engagement represent a proactive 

approach where investors use their influence to guide portfolio companies towards better 

Environmental, Social, and Governance (ESG) practices. This method extends beyond mere 

investment selection, involving direct interaction with companies to encourage improvements in 

ESG performance. Active ownership can take various forms, including collaboration on ESG 

initiatives, exercising voting rights, and seeking board representation. By engaging with 

companies, investors can drive meaningful change, contributing to long-term value creation for 

both the companies and their shareholders. 

- Collaborating with Portfolio Companies on ESG Initiatives 

Collaboration between investors and portfolio companies on ESG initiatives is a cornerstone 

of active ownership. This cooperative approach enables investors to support companies in 

implementing sustainable business practices, reducing environmental impact, and enhancing 

social responsibility. A notable example of such collaboration is the investor-led initiative 

Climate Action 100+, which targets the world’s largest greenhouse gas emitters. Investors 

engage with these companies to secure commitments to reduce carbon emissions, improve 

governance on climate issues, and strengthen climate-related financial disclosures. Through 

these engagements, several high-profile companies have pledged to reach net-zero emissions 

by 2050, demonstrating the impact of collaborative efforts on corporate ESG practices. 

- Board Representation and Governance Oversight 

Active ownership also involves seeking board representation or exerting governance 

oversight to influence company policies and practices from within. By securing positions on 

boards of directors, investors can advocate for ESG considerations in strategic decision-

making processes. For instance, in a landmark case, an sustainable investment firm gained 

three seats on the board of ExxonMobil in 2021, aiming to steer the oil giant towards more 

sustainable energy practices. This move underscored the growing influence of ESG-focused 

investors in shaping corporate strategies, even within industries traditionally seen as less 

aligned with sustainability objectives. 

The practice of active ownership and engagement underscores the pivotal role investors play 

in promoting sustainable development. Through direct collaboration and governance 

involvement, investors not only contribute to the advancement of ESG standards but also 

enhance the long-term viability and resilience of their investments. These strategies reflect a 

growing recognition among the investment community that financial returns and sustainable 

development are mutually reinforcing, rather than mutually exclusive. 

In summary, active ownership and engagement offer powerful tools for investors to influence 

corporate behavior positively. By collaborating on ESG initiatives and participating in governance, 

investors can drive significant improvements in sustainability practices across industries. As more 
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investors adopt these proactive approaches, the potential for systemic change grows, paving the 

way for a more sustainable and equitable global economy. This shift towards active engagement 

highlights the evolving nature of investment stewardship in the 21st century, where investors are 

increasingly seen as catalysts for positive change. 

Benefits of Integrating ESG 

• Financial Performance and Risk Mitigation 
According to Morningstar, in 2021, about 75% of ESG funds outperformed their non-ESG 

counterparts in their respective categories for total returns. Furthermore, MSCI's research 

revealed that companies with high ESG ratings have shown a lower cost of capital, reduced 

volatility, and diminished incidences of bribery, corruption, and fraud. This indicates that high 

ESG ratings not only signify a company's ethical stance but also reflect strong governance and 

operational efficiency, leading to sustainable financial performance and lower investment risks. 

By prioritizing investments in companies with robust ESG practices, venture capital firms can 

potentially achieve higher returns and mitigate risks more effectively. 

• Growing Investor Interest and Capital Inflows 
Sustainable fund flows in the United States soared to a record $51.1 billion in 2020, showcasing 

a doubling interest from the previous year, as reported by Morningstar. The Global Impact 

Investing Network also highlighted the expansion of the market for impact investing to $715 

billion in assets under management in 2020. These statistics underline a substantial shift in 

investor preferences towards sustainability and impact, demonstrating a strong demand for 

investment opportunities that offer both financial returns and positive social or environmental 

impacts. For venture capital firms, this growing interest underscores the importance of ESG 

integration in attracting investment and aligning with investor values for sustainable growth. 

• Regulatory Compliance and Market Readiness 
As mentioned before, the implementation of SFDR by the European Union in March 2021 

emphasizes the necessity for investment firms to disclose their ESG practices. This regulation is a 

testament to the global trend towards greater accountability and transparency in the financial 

sector's approach to sustainability. By adopting ESG frameworks and reporting standards, 

venture capital firms not only comply with these regulations but also position themselves as 

forward-thinking leaders. This proactive stance can significantly enhance a firm’s reputation, 

making it more attractive to investors who are increasingly conscious of sustainability in their 

investment choices. 

• Competitive Advantage and Innovation 
The renewable energy sector's significant cost reductions and technological advancements 

highlight the potential for ESG-focused investments to drive innovation and create competitive 

advantages. With solar and wind energy becoming the most cost-effective sources of new 

electricity generation in many regions, investments in these and other sustainable technologies 

can yield high financial returns. For venture capital firms, focusing on companies that address 
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environmental challenges not only taps into emerging markets but also contributes to 

technological and societal progress, offering a blend of financial success and positive impact. 

• Long-term Value Creation 

The Principles for Responsible Investment (PRI) reported in 2020 that incorporating ESG factors 

into investment decisions can enhance long-term financial outcomes. Investments focused on 

sustainability and corporate governance are correlated with improved profitability and reduced 

risk profiles. This approach allows venture capital firms to identify and invest in companies that 

are financially viable and resilient to various risks, underscoring that responsible investing is 

crucial for sustainable, long-term value creation. It demonstrates the mutually reinforcing 

relationship between ethical investment practices and financial success, paving the way for a 

sustainable future. 

Opportunities for Venture Capital in the ESG Space 
As societal awareness and regulatory pressures regarding sustainability issues intensify, venture 

capital firms are uniquely positioned to capitalize on the burgeoning demand for ESG-compliant 

businesses and technologies. 

Emerging Investment Themes 

• Clean Energy and Climate Solutions 

The venture capital ecosystem is witnessing 

a significant shift towards ESG-focused 

investment themes, driven by both the 

ethical imperatives of climate change and 

the economic opportunities it presents. 

Notably, the global market for green 

technologies and sustainable solutions is 

projected to exceed $2.5 trillion by 2025, 

according to a report by the United Nations 

Environment Programme. This growth is 

fueled by innovations across sectors such as 

agtech, where sustainable farming practices 

are expected to reduce water use by up to 

60% and significantly cut carbon emissions. 

Similarly, the sustainable fashion industry is 

on the rise, with the market for eco-friendly 

apparel projected to reach $8.25 billion by 

2023, reflecting a growing consumer 

preference for sustainable materials and 

ethical manufacturing processes. Venture 

capital firms are increasingly attracted to 

these emerging themes, recognizing the 

potential for substantial returns on 

investments in companies that are leading 

the charge towards a more sustainable 

future. 

The clean energy sector has witnessed 

remarkable growth, driven by the imperative 

to address climate change and transition to 

a low-carbon economy. According to the 

International Energy Agency (IEA), 

renewable energy's share of power 

generation is expected to rise from 26% in 

2018 to 30% by 2024, representing a growth 

of over 15% in just six years. This surge is 

largely attributed to solar photovoltaic (PV) 

systems, which are leading the charge in 

renewable capacity expansion. 

According to Statista, the global venture 

capital investments in climate technology 

have shown a significant and encouraging 
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upward trend from 2010 to 2022. Starting at 

a modest $1.6 billion in 2010, the 

investments remained relatively stable until 

2015, with a gentle increase. The watershed 

year of 2015 marked a pivotal shift, largely 

attributed to the global consensus around 

the Paris Agreement and the adoption of the 

United Nations Sustainable Development 

Goals (SDGs). These global initiatives aimed 

at combating climate change and promoting 

sustainable development acted as a catalyst, 

spurring investor interest and confidence in 

climate technology. Consequently, a notable 

surge began in 2016, with investments more 

than  

doubling to $6.1 billion. This upward 

trajectory continued, reaching a peak of 

$70.1 billion in 2022. The dramatic increase 

in funding post-2015 underscores the impact 

of these global agreements in mobilizing the 

venture capital community towards 

supporting innovations that address climate 

change and sustainability challenges. This 

trend not only signifies a robust 

commitment to environmental stewardship 

but also highlights the growing recognition 

of the economic potential inherent in 

climate technology ventures. 

• Social Impact and Community Development 
Parallel to the focus on environmental sustainability, there is a growing emphasis on investments 

that drive social impact and community development. This investment theme targets enterprises 

that aim to solve social issues, improve quality of life, and empower underserved communities. 

According to the Global Impact Investing Network (GIIN), the impact investing market reached 

$715 billion in assets under management in 2020, reflecting a deepening commitment to 

investments that deliver measurable social outcomes. 

Social impact ventures span a wide range of sectors, from healthcare and education to financial 

inclusion and affordable housing. For example, investments in fintech startups that offer 

microloans and financial services to small businesses in developing countries have shown 

significant potential to boost economic development and reduce poverty. Similarly, venture 
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capital funding for edtech companies reached $16.1 billion in 2020, highlighting the sector's role 

in enhancing educational access and outcomes. 

Venture capital firms that invest in social impact and community development are not only 

contributing to the betterment of society but are also tapping into growing markets with 

untapped potential. These investments often meet a critical need, opening up new opportunities 

for innovation and growth. Moreover, they align with the increasing consumer and investor 

demand for companies that contribute positively to society, offering a competitive edge in the 

marketplace. 

Performance of Investing in ESG 
The prevailing notion that Environmental, Social, and Governance (ESG) investments necessitate 

a sacrifice in financial returns is increasingly being challenged by empirical data. This 

misconception stems from the assumption that prioritizing sustainability and ethical 

considerations limits profit opportunities. However, this isn't always the case, as evidenced by a 

survey of corporate issuers and 

investors in Europe in 2022. 

According to Statista Research 

Department, the findings reveal 

a compelling narrative: only 8% 

of ESG investments 

underperformed or strongly 

underperformed compared to 

their non-ESG counterparts. A 

significant 50% of ESG 

investments performed on par 

with traditional investments, 

demonstrating that ESG criteria 

do not inherently detract from 

financial performance. More strikingly, 43% of ESG investments outperformed or strongly 

outperformed non-ESG investments, underscoring the potential for ESG-focused strategies to 

not only match but exceed the returns of conventional investments. This data dispels the myth 

that ESG investments are synonymous with financial compromise, highlighting instead their 

capacity to offer competitive, if not superior, financial returns while contributing positively to 

societal and environmental outcomes. 
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Conclusion 
In synthesizing the transformative trends and data within the venture capital and 

entrepreneurship ecosystem, it becomes clear that the integration of ESG principles signifies a 

profound evolution in investment strategies. The rise of sustainable and impact-driven startups, 

coupled with a discernible shift in investor preferences towards ESG considerations, underscores 

a growing recognition of the dual imperative of achieving financial returns and generating 

positive societal impact. The burgeoning interest in sectors such as clean energy, social impact, 

and community development, bolstered by compelling statistical evidence, demonstrates that 

ESG investments are not just ethical choices but are also economically prudent. The performance 

data from Europe in 2021, revealing that a significant portion of ESG investments matched or 

outperformed non-ESG investments, challenges the outdated notion that sustainable 

investments necessitate financial compromise. 

The current landscape, characterized by increased regulatory scrutiny, changing consumer 

preferences, and the urgent need for innovative solutions to global challenges, presents venture 

capitalists with unparalleled opportunities to drive forward a more sustainable and equitable 

future. The momentum towards ESG integration in venture capital is not merely a trend but a 

fundamental shift in how investments are evaluated and made. As venture capitalists continue 

to navigate this evolving landscape, the emphasis on ESG due diligence, active ownership, and 

engagement with portfolio companies on sustainability initiatives will become increasingly 

critical. By aligning investment strategies with ESG principles, venture capitalists can not only 

mitigate risks and capitalize on emerging opportunities but also contribute to the broader agenda 

of sustainable development. In doing so, they play a pivotal role in fostering a more resilient, 

inclusive, and sustainable economy, proving that responsible investment is both a moral and 

economic imperative for the future. 
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