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Abstract: 
This study examines the impact of Environmental, Social, and Governance (ESG) disclosure on foreign 
investment inflows in India, emphasizing the critical role of institutional investors and the rule of law in 
shaping sustainable capital markets. While existing research highlights sectors like energy and IT, this 
paper addresses gaps by incorporating sector-specific ESG challenges in textiles, infrastructure, and 
agriculture, offering a comprehensive analysis of India’s diverse economic landscape. The study highlights 
emerging concerns such as greenwashing and its implications for investor trust, supported by Indian and 
global case studies. Further, it integrates qualitative insights from stakeholders including corporates, 
regulators, and ESG rating agencies to present a nuanced perspective. To enhance practical applicability, 
the paper proposes a risk assessment framework tailored for Foreign Institutional Investors (FIIs), 
alongside exploring the transformative role of technology—AI, blockchain, and data analytics—in 
improving ESG transparency. Finally, it offers actionable policy recommendations advocating 
coordinated regulatory efforts by SEBI, RBI, and MCA to strengthen ESG standards, mitigate 
greenwashing, and incentivize genuine sustainability disclosures. This holistic approach aims to reinforce 
India’s position as a responsible destination for ESG-aligned foreign investments, fostering long-term 
economic and social development.Key words-ESG Disclosure, Foreign Institutional Investors, 
Greenwashing, Institutional Investors, Sustainable Finance 
 
1. INTRODUCTION 
Environmental, Social, and Governance (ESG) disclosures have increasingly influenced foreign 
investment trends in India. Robust ESG frameworks enhance transparency, mitigate business risks, and 
foster sustainable growth, thereby boosting investor confidence—particularly among Foreign Institutional 
Investors (FIIs) seeking long-term, ethically responsible investment opportunities1. In India, this shift is 
driven both by global investor pressure and domestic regulatory initiatives spearheaded by the Securities 
and Exchange Board of India (SEBI) through instruments such as the Business Responsibility and 
Sustainability Reporting (BRSR) framework2. Although sectors like energy and IT are briefly mentioned, 
this study identifies a key gap in sector-specific ESG (Environmental, Social, and Governance) analysis. It 
argues that a deeper investigation into ESG challenges and opportunities in critical sectors such as 
textiles, infrastructure, and agriculture is essential to fully understand the impact of ESG disclosures on 
foreign investment trends in India. These sectors present unique regulatory, environmental, and social 
dynamics—ranging from water-intensive practices in textiles, land acquisition and sustainability concerns 
in infrastructure, to climate resilience and labor issues in agriculture. By incorporating these perspectives, 
the study offers a more granular understanding of how ESG compliance, backed by a robust rule of law, 
can empower institutional investors and drive responsible capital inflows. Robust ESG disclosures play a 
pivotal role in enhancing transparency, mitigating business risks, and promoting long-term value creation. 
For Foreign Institutional Investors (FIIs), who manage vast pools of global capital with mandates tied to 
responsible and ethical investing, ESG metrics offer a lens through which they assess non-financial risks 
such as environmental degradation, human rights violations, regulatory non-compliance, and weak 
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corporate governance3. Companies demonstrating proactive ESG compliance are thus perceived as safer, 
more stable, and better equipped to handle economic shocks or policy transitions, especially in climate-
sensitive and regulation-heavy sectors like energy, manufacturing, and banking4.This shift in investment 
philosophy is not merely ethical but strategic. ESG transparency is positively correlated with lower cost of 
capital, improved operational efficiency, better risk-adjusted returns, and enhanced stakeholder trust5. 
For instance, several studies by global financial institutions have affirmed that companies with strong 
ESG ratings tend to outperform their peers in terms of stock price performance, profitability, and 
resilience during market downturns6.From a macroeconomic perspective, the growing emphasis on ESG 
has the potential to transform the Indian investment landscape by attracting high-quality, long-term 
capital inflows. These inflows not only fuel industrial growth and innovation but also encourage firms to 
adopt sustainable practices, thus contributing to the broader goals of inclusive and sustainable 
development7. Furthermore, ESG-aligned investment mechanisms align with India’s international climate 
and development commitments, including the Paris Agreement and the United Nations Sustainable 
Development Goals (SDGs)8.In sum, ESG disclosures are no longer peripheral to foreign investment 
decisions—they are central. They provide institutional investors with a reliable framework to evaluate risks 
beyond traditional financial metrics and play a crucial role in channeling sustainable capital flows that 
support India’s economic and environmental objectives. 
2. ESG Disclosures and Investor Confidence 
Environmental, Social, and Governance (ESG) disclosures play a transformative role in shaping investor 
confidence, particularly among global and institutional investors who are shifting their priorities toward 
sustainable and ethical investment models. Accurate and comprehensive ESG reporting signals a 
company’s commitment to responsible business conduct, corporate transparency, and long-term value 
creation, thereby enhancing its reputation and appeal in global capital markets9.Proper ESG disclosures 
help bridge the information asymmetry between firms and investors. In the absence of traditional 
financial indicators that can capture environmental risks, social capital management, and governance 
quality, ESG metrics serve as critical non-financial indicators of corporate performance. When companies 
publicly report on ESG parameters—such as carbon emissions, labor practices, board diversity, data 
privacy, and anti-corruption policies—they offer investors a clearer picture of potential material risks and 
opportunities that might impact long-term financial performance10 .This transparency fosters investor 
trust, reduces perceived risk, and often leads to lower volatility in a company’s stock performance. For 
Foreign Institutional Investors (FIIs), who must navigate complex regulatory landscapes and geopolitical 
uncertainties, ESG-compliant firms are considered more resilient and better governed, thereby 
representing lower-risk, higher-integrity investment opportunities11. Studies indicate that companies with 
high ESG ratings tend to outperform the market, particularly during periods of economic stress, further 
validating investor preference for such firms12.Moreover, ESG-conscious investors view these disclosures 
not merely as a compliance exercise but as a signal of strategic foresight and corporate stewardship. Firms 
with a strong ESG profile are seen as better prepared to adapt to emerging challenges such as climate 
change, supply chain disruptions, regulatory changes, and stakeholder activism 13 . In India, the 
implementation of SEBI’s BRSR (Business Responsibility and Sustainability Reporting) format has 
institutionalized ESG reporting for the top 1000 listed companies, thereby promoting comparability and 
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standardization, and providing a dependable base for investor decision-making14.The linkage between 
ESG transparency and investor confidence is thus not incidental but causal. It represents a paradigm shift 
in investment behavior where trust, ethics, and accountability are as valuable as profitability and growth. 
By demonstrating commitment to these values through consistent ESG disclosures, Indian companies 
can attract not only greater volumes of foreign investment but also high-quality, long-term investors who 
align with their sustainability goals.15. Financial Performance and ESG 
3. ESG Initiatives Can Positively Influence Financial Outcomes 
Environmental, Social, and Governance (ESG) initiatives are not just ethical imperatives—they are also 
economically beneficial. A growing body of empirical research suggests that companies with strong ESG 
performance are more likely to experience improved financial outcomes across several dimensions, 
including reduced capital costs, enhanced firm valuation, and improved operational efficiency. 
• Reduced Capital Costs 
Firms that integrate ESG principles into their business models often enjoy reduced capital costs. This is 
primarily due to a perceived lower risk profile by lenders and investors. High ESG ratings are associated 
with better governance structures, compliance with environmental laws, and positive social engagement, 
all of which reduce the likelihood of litigation, regulatory penalties, or reputational damage1. 
Consequently, banks and other capital providers may offer loans at favorable rates or extend credit more 
readily. For instance, green bonds and sustainability-linked loans offer preferential terms to companies 
that meet ESG benchmarks16 . A study by the International Finance Corporation (IFC) found that 
companies with robust ESG frameworks had a significantly lower cost of equity and debt compared to 
their peers17. 
• Increased Valuations 
Sustainable companies often command premium valuations in the capital markets. Investors are 
increasingly pricing in ESG factors as part of their long-term valuation models. Firms demonstrating clear 
commitments to sustainability, diversity, and ethical governance are perceived as future-ready and resilient 
to systemic shocks such as climate change, regulatory shifts, or social unrest 18 . A 2020 report by 
Morningstar revealed that ESG-focused funds outperformed their non-ESG counterparts over multiple 
time frames, further highlighting how ESG alignment can drive investor demand and firm valuation19. 
Moreover, ESG-driven businesses often attract long-term institutional investors, who tend to provide 
stable capital and enhance market confidence. 
• Operational Efficiency 
Integrating ESG initiatives into core business operations often leads to improved efficiency and reduced 
operational costs. Environmental strategies such as energy efficiency, water conservation, and waste 
reduction not only reduce a firm’s ecological footprint but also result in tangible cost savings20. Social 
investments in employee wellbeing, diversity, and inclusion often translate to lower turnover, improved 
productivity, and stronger workplace morale. Good governance practices, meanwhile, help streamline 
decision-making processes and improve regulatory compliance. For example, Unilever’s “Sustainable 
Living Plan” resulted in a 40% reduction in manufacturing waste per ton of production and substantial 
energy savings, demonstrating how sustainability can drive profitability21. 
4. 4. Factors Attracting Foreign Institutional Investors (FIIs) 
Foreign Institutional Investors (FIIs) play a pivotal role in deepening capital markets and enhancing the 
overall financial stability of emerging economies like India. With the rising importance of sustainable 
finance, FIIs are increasingly aligning their investment strategies with ESG (Environmental, Social, and 
Governance) principles. Several interrelated factors explain this shift: 
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• ESG Preferences 
FIIs are now prioritizing investments in companies that score highly on ESG parameters, especially those 
with measurable achievements in carbon footprint reduction, innovation, human rights, and corporate 
governance22. These investors perceive ESG-compliant firms as less risky, better managed, and more likely 
to deliver long-term returns. For instance, global asset managers like BlackRock and Vanguard have 
announced that ESG metrics form a critical component of their portfolio selection strategies23. In India, 
this preference is evident in the rising FII interest in companies that release Business Responsibility and 
Sustainability Reports (BRSR). 
• Global Trends 
The global momentum toward responsible investing has had a direct influence on FII decision-making in 
India. International frameworks such as the UN Principles for Responsible Investment (UN-PRI), the 
Task Force on Climate-related Financial Disclosures (TCFD), and the EU Sustainable Finance Disclosure 
Regulation (SFDR) have encouraged institutional investors to integrate ESG filters into their investment 
due diligence24. As these trends gain regulatory backing in the West, FIIs are adopting similar standards 
when investing in Indian equities, especially in sectors like energy, manufacturing, and IT. 
• Competitive Advantage 
ESG-focused firms enjoy a competitive edge in attracting foreign investment due to benefits such as 
enhanced brand loyalty, improved workforce retention, and reputational capital4. These intangibles make 
such firms more resilient to regulatory shocks, litigation, and social backlash—factors that significantly 
influence FII risk assessments. For example, Infosys and Tata Consultancy Services (TCS) have 
consistently reported strong ESG scores, which in turn correlates with sustained FII interest in their 
stocks. 
5. Challenges and Opportunities in FII Participation 
While ESG adoption creates significant investment opportunities, several structural and regulatory 
challenges continue to limit full-scale participation by FIIs in India’s capital markets. Overcoming these 
obstacles is essential to unlocking sustainable foreign capital flows. 
• Regulatory Framework 
India has made considerable progress in mandating ESG disclosures. The Securities and Exchange Board 
of India (SEBI) introduced the Business Responsibility and Sustainability Reporting (BRSR) framework 
in 2021, which is now mandatory for the top 1000 listed companies by market capitalization25. However, 
regulatory ambiguity and enforcement disparities persist. For FIIs to deepen their involvement, consistent 
regulatory frameworks that align with global disclosure standards (such as GRI or SASB) must be 
developed. Additionally, India’s sustainable finance roadmap, recently supported by the Reserve Bank of 
India (RBI), is a promising initiative to harmonize ESG-related financial regulations26. 
• Data Standardization 
A major challenge for FIIs lies in the lack of standardized ESG data across companies and industries. 
Inconsistent methodologies for rating ESG performance, the absence of audit verification, and the 
reliance on voluntary disclosures reduce investor confidence 27 . FIIs require uniform, reliable, and 
comparable data to make informed decisions. The development of centralized ESG databases by SEBI or 
collaborative platforms like ESG Data Alliance could address this gap and enhance transparency. 
• Corporate Adoption 
For India to fully realize the potential of ESG-aligned foreign investment, corporate integration of ESG 
principles must go beyond compliance. High-impact sectors such as banking, infrastructure, and 
technology need to mainstream sustainability into their business models28 . Institutional investors are 
particularly wary of industries with historically weak ESG performance, such as fossil fuels, mining, or 
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textiles. Proactive measures—like integrated reporting, stakeholder consultation, and supply chain audits—
can significantly raise investor interest. Public-private partnerships and incentives for ESG innovation can 
also spur wider adoption.29 
6. ESG and Its Evolution 
The concept of Environmental, Social, and Governance (ESG) investing, while relatively new in 
nomenclature, is deeply rooted in historical practices of ethical and socially responsible investing. The 
modern ESG movement gained significant global momentum following the publication of the 2004 
landmark United Nations report titled “Who Cares Wins,” which argued that incorporating ESG 
considerations into capital markets leads to better investment outcomes and sustainable economic 
development30However, the philosophical underpinnings of ESG investing trace back several centuries. 
Religious groups, particularly the Quakers in the 18th century, famously refused to invest in businesses 
involved in the slave trade or in companies producing weapons or alcohol31. These early practices, based 
on moral and ethical grounds, laid the groundwork for modern frameworks like ESG, which 
institutionalize ethical concerns in financial analysis and governance mechanisms.In the Indian context, 
ESG evolved through a series of policy advancements. The Ministry of Corporate Affairs (MCA) issued 
the Voluntary Guidelines on Corporate Social Responsibility (CSR) in 2009, encouraging companies to 
adopt board-approved codes of conduct focused on transparency, ethical practices, stakeholder 
engagement, and environmental sustainability32 . This was further reinforced by the mandatory CSR 
provisions introduced under Section 135 of the Companies Act, 2013, making India the first country to 
legislate corporate spending on social and environmental causes. The trajectory from voluntary CSR to 
structured ESG frameworks like the Business Responsibility and Sustainability Reporting (BRSR) 
demonstrates India's gradual institutionalization of responsible investing principles. 
7. Understanding Foreign Institutional Investors (FIIs) 
Foreign Institutional Investors (FIIs) refer to external entities—such as mutual funds, pension funds, 
sovereign wealth funds, insurance companies, and hedge funds—that invest in the financial markets of 
another country. In India, the role of FIIs is regulated primarily through the Foreign Portfolio Investment 
(FPI) route under the purview of the Securities and Exchange Board of India (SEBI) and the Reserve Bank 
of India (RBI)33. 
FIIs exert significant influence on capital markets due to the following characteristics: 
• High Investment Volumes 
FIIs bring large-scale capital into emerging markets like India, often accounting for a considerable share 
of daily trading volumes on exchanges like NSE and BSE. Their capital inflows help deepen the market, 
increase liquidity, and provide critical funding for businesses, particularly in capital-intensive sectors like 
infrastructure, banking, and telecom34. 
• Strategic Long-Term Approaches 
Unlike retail investors, many FIIs operate with a long-term investment horizon, especially those 
representing pension funds or sovereign wealth. These investors conduct comprehensive due diligence 
and consider macroeconomic, geopolitical, and ESG-related risks before deploying capital. Their strategic 
patience and risk-assessed investments can stabilize markets during volatile phases and encourage 
companies to adopt better governance models. 
• Limited Regulatory Oversight Compared to Retail Investors 
Although FIIs are regulated, they often face less rigid regulatory constraints in terms of transaction 
frequency, minimum holding periods, and lock-in requirements, as compared to some retail investor 
norms. This allows them greater agility and responsiveness in adjusting their portfolios in line with market 
conditions35. 
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• Contributions to Market Development 
FIIs contribute to capital formation, facilitate price discovery through large-scale trades, and play a pivotal 
role in improving corporate governance. Indian firms often enhance their disclosure practices, 
environmental initiatives, and board independence to attract and retain foreign institutional capital. 
Empirical studies have shown a positive correlation between FII ownership and improved financial 
transparency and firm performance36. 
8. ESG-Driven Investment Trends 
The global shift towards sustainable and responsible investing has propelled ESG criteria to the forefront 
of financial decision-making. According to the 2019 Green Intelligence Report, 95% of global investors 
considered ESG investing as a critical determinant in capital allocation, with over 80% believing that 
strong ESG credentials contribute positively to long-term financial performance37. This shift is not merely 
ethical—it is also strategic, blending value-driven investment with profit motives.India’s proactive 
alignment with the Paris Agreement (2015) and its commitment to achieving net-zero carbon emissions 
by 2070, as declared at COP26, has significantly improved its profile among Foreign Institutional 
Investors (FIIs). This environmental alignment boosts investor confidence, particularly from jurisdictions 
with strict ESG mandates like the United States and the European Union (EU)38.The EU’s Sustainable 
Finance Disclosure Regulation (SFDR), enforced since March 2021, mandates asset managers to disclose 
the sustainability risks and adverse impacts of their investment decisions. Similarly, the EU Taxonomy 
provides a classification system for sustainable activities, compelling EU-based investors to rigorously 
screen international assets—including those in India—for environmental and social compliance39. These 
regulations effectively externalize ESG standards, pushing Indian companies to adhere to global 
benchmarks to remain attractive to capital markets.Moreover, India’s bilateral and multilateral 
partnerships—including those within the G20, BRICS, and Indo-EU dialogues—underscore its evolving 
ESG ecosystem. The increasing liquidity-driven interest in emerging markets is also pushing global asset 
managers to demand more robust ESG integration from Indian corporates to mitigate investment risks 
and ensure regulatory alignment40. 
9. Human Rights and ESG: Bridging the Gap 
Despite the proliferation of ESG frameworks and ratings, there remains a significant blind spot in 
addressing human rights violations. Many ESG assessments focus disproportionately on environmental 
metrics—such as emissions, waste, or biodiversity—while social and governance dimensions, especially 
human rights issues, are either superficially evaluated or entirely omitted.Studies have revealed that 
numerous companies included in ESG-labeled funds have direct or indirect links to abusive labor 
practices, gender discrimination, or violations of Indigenous peoples' rights41. This gap is particularly 
problematic in the renewable energy sector, where projects—although environmentally beneficial—have 
been tied to forced displacement, wage exploitation, and non-consensual land acquisition, especially 
among marginalized communities42 . For instance, wind and solar energy projects in India and Latin 
America have drawn criticism for inadequate stakeholder consultation and failure to respect Indigenous 
land rights.The United Nations Working Group on Business and Human Rights has warned that ESG 
fund managers often lack the expertise and tools to evaluate the human rights impact of their investment 
portfolios43. A major reason is the absence of standardized criteria or enforced disclosure requirements 
regarding human rights within many ESG frameworks.The solution lies in integrating the UN Guiding 
Principles on Business and Human Rights (UNGPs) into ESG frameworks and due diligence 
mechanisms. The UNGPs advocate a three-pillar approach—protect, respect, and remedy—urging 
companies to assess the social footprint of their operations and supply chains. Embedding these principles 
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within ESG structures can strengthen the “S” and “G” components, thereby ensuring holistic risk 
management and ethical investment practices44. 
10. ESG Legal Framework in India 
India has progressively evolved a multi-tiered regulatory framework that supports ESG disclosure and 
integration. This framework encompasses mandatory reporting, corporate responsibility mandates, 
environmental and labor regulations, and sustainable finance mechanisms. Together, these create an 
enabling environment for both domestic and foreign investors seeking ESG-aligned opportunities. 
10.1 SEBI’s BRSR Mandate 
The Securities and Exchange Board of India (SEBI), through an amendment to the SEBI (Listing 
Obligations and Disclosure Requirements) Regulations, 2015, made Business Responsibility and 
Sustainability Reporting (BRSR) mandatory for the top 1,000 listed companies (by market capitalization) 
from the financial year 2022–23 onwards45. 
The BRSR framework represents a shift from narrative-style CSR reporting to quantitative, structured 
ESG disclosures. It covers essential ESG themes such as: 
• Environmental indicators (energy use, emissions, waste) 
• Social performance (employee welfare, gender diversity, community engagement) 
• Governance metrics (board composition, ethics policies, grievance redressal) 
The BRSR aims to provide investors and stakeholders with standardized, comparable, and decision-useful 
information, thereby aligning Indian companies with global ESG norms such as the Global Reporting 
Initiative (GRI), the Task Force on Climate-Related Financial Disclosures (TCFD), and the Sustainability 
Accounting Standards Board (SASB). 
10.2 Corporate Social Responsibility and Environmental Laws 
While ESG reporting is a relatively recent development, its underlying principles are deeply rooted in 
existing Indian laws. The Companies Act, 2013, under Section 135, mandates certain qualifying 
companies (with net worth ≥ ₹500 crore, turnover ≥ ₹1,000 crore, or net profit ≥ ₹5 crore) to spend at 
least 2% of their average net profits on Corporate Social Responsibility (CSR) activities46. These CSR 
activities include areas like environmental sustainability, education, healthcare, and gender equality—
many of which overlap with ESG priorities. 
Additionally, India’s environmental legal regime reinforces ESG mandates. Key laws include: 
• The Environment (Protection) Act, 1986: Acts as an umbrella legislation for pollution control, 

environmental impact assessment (EIA), and sustainable development47. 
• The Water (Prevention and Control of Pollution) Act, 1974 
• The Air (Prevention and Control of Pollution) Act, 1981 
• The Factories Act, 1948 and subsequent labor laws: Encompass employee safety, fair wages, and 

working conditions—relevant to the social and governance pillars of ESG. 
Together, these laws create a regulatory lattice that supports the broader ESG agenda by legally binding 
companies to protect environmental and social interests. 
10.3 ESG-linked Finance 
India is witnessing rapid growth in ESG-linked financial instruments, particularly in the form of green 
bonds, social bonds, sustainability-linked loans, and ESG-focused mutual funds. These instruments are 
incentivized by both domestic regulators and global investor sentiment. 
• The Reserve Bank of India (RBI) recognized green finance as a priority and included it in its Financial 

Stability Report, urging banks and NBFCs to incorporate ESG risk assessment in credit evaluation48. 
• India’s first sovereign green bond issuance in January 2023, amounting to ₹8,000 crore (~$1 billion), 

was oversubscribed and marked a milestone for ESG financing, signaling confidence among FIIs and 
ESG funds. 
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• SEBI’s consultation papers (2023) further propose guidelines for ESG rating providers to enhance 
transparency and consistency in ESG scoring methodologies—a critical step for investor trust. 

Private sector entities such as Tata Power, JSW Energy, and Adani Green Energy have also accessed green 
finance for renewable energy and infrastructure projects, illustrating how financial incentives are aligning 
with sustainability goals. 
 ESG and Kumbh Mela: A Novel Perspective 
 Kumbh Mela can serve as a microcosmic example of ESG challenges and opportunities, especially in the 
areas of environmental sustainability, social responsibility, and governance (public-private coordination). 
a. Environmental Sustainability (E) 
• The Mela is often criticized for river pollution (Ganga), plastic waste, and carbon footprint. You can 

evaluate: 
o What ESG practices are adopted by event management bodies or sponsors? 
o Whether environmental norms under the Environment (Protection) Act, 1986 are enforced. 
o Role of green technologies, biodegradable waste management, and real-time pollution monitoring. 
b. Social Responsibility (S) 
• Massive gatherings highlight healthcare, sanitation, labor exploitation, and inclusion of marginalized 

communities (like transgender akharas). 
• Analyze how these aspects are reflected in CSR initiatives of firms involved in sponsorship/logistics 

(e.g., Reliance, Patanjali, Paytm). 
• Look at health & hygiene infrastructure deployed and its long-term social impact. 

c. Governance (G) 
• Investigate coordination between local bodies, private sponsors, NGOs, and public safety authorities. 
• Examine whether procurement and project execution follow transparent processes. 
• Role of digital governance (e.g., AI for crowd management, surveillance) and whether they align with 

data protection and privacy norms. 

 
Here is the pie chart representing the estimated distribution of ESG-aligned foreign investment in India 
for 2025. It includes investment in environmental initiatives, social responsibility projects, governance 
reforms, green bonds, CSR-driven FII inflows, and other ESG-aligned funds. 
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11. Comparative Analysis: India and Global ESG Standards 
India's ESG framework—anchored in initiatives like the Business Responsibility and Sustainability Report 
(BRSR)—is a promising step toward harmonization with international sustainability norms. However, a 
comparative assessment with developed jurisdictions such as the European Union (EU), the United 
Kingdom (UK), and the United States reveals key differences in maturity, enforcement mechanisms, and 
alignment with human rights standards. 
• European Union: The EU leads globally in ESG regulation through the Corporate Sustainability 

Reporting Directive (CSRD) and the EU Taxonomy for Sustainable Activities. The CSRD, which 
replaces the Non-Financial Reporting Directive (NFRD), mandates detailed ESG reporting from large 
companies and listed SMEs by 2025, with a standardized format that enhances comparability49. The 
SFDR (Sustainable Finance Disclosure Regulation) requires financial market participants to disclose 
sustainability risks and impacts at both entity and product levels. 

• United Kingdom: Post-Brexit, the UK adopted the Task Force on Climate-related Financial 
Disclosures (TCFD) recommendations into law, making climate disclosures mandatory for large 
companies, pension schemes, and asset managers50. The UK also encourages due diligence obligations 
regarding human rights, as seen in the Modern Slavery Act, 2015. 

• United States: While ESG regulation is less prescriptive in the US, the Securities and Exchange 
Commission (SEC) proposed climate disclosure rules in 2022, and institutional investors like 
BlackRock have increasingly pressured firms to disclose ESG data51. 

• India: By contrast, India’s SEBI-mandated BRSR reporting applies only to the top 1,000 listed 
companies. The BRSR does align with international frameworks such as GRI and SASB, but lacks 
legally binding enforcement mechanisms and sector-specific ESG taxonomies. Furthermore, India’s 
integration of human rights obligations into ESG is limited, a gap increasingly highlighted by global 
human rights watchdogs and investor coalitions52. 

Despite these limitations, India's trajectory reflects a progressive convergence with global norms. The 
development of ESG rating agencies, ESG-focused mutual funds, and India's participation in climate 
coalitions like the International Platform on Sustainable Finance (IPSF) are critical in enhancing investor 
trust and transparency. 
 
12. CONCLUSION 
Environmental, Social, and Governance (ESG) disclosures have transitioned from being voluntary 
goodwill exercises to becoming central pillars of investment strategy, risk management, and legal 
compliance. In India, the institutionalization of ESG via SEBI’s BRSR framework, CSR obligations, and 
green finance initiatives underscores a clear regulatory shift toward sustainable capitalism. 
As Foreign Institutional Investors (FIIs) increasingly prioritize ESG-aligned investment destinations, 
India’s success will depend on its ability to: 
• Standardize ESG disclosures across sectors and firm sizes, 
• Integrate human rights obligations into ESG mandates, 
• Enhance regulatory enforcement to prevent greenwashing and social harm, and 
• Align with international frameworks such as the EU Taxonomy, TCFD, and UN Guiding Principles 

on Business and Human Rights. 
The Rise of Greenwashing: Regulatory and Ethical Implications for ESG Integrity 
The rise of Environmental, Social, and Governance (ESG) investing has brought with it a parallel and 
alarming trend: greenwashing. Greenwashing refers to the practice of conveying a false impression or 
providing misleading information about how a company's products or policies are environmentally 
sound. It allows corporations to present an environmentally responsible image without making 
substantial or verifiable commitments to sustainability or ethical governance practices 53 . Why 
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Greenwashing Matters The implications of greenwashing are both ethical and economic. From an ethical 
standpoint, greenwashing undermines public trust and distorts corporate accountability mechanisms. 
Economically, it misleads investors, particularly institutional and foreign investors who are increasingly 
aligning portfolios with ESG benchmarks54. Moreover, greenwashing diverts crucial capital flows away 
from truly sustainable enterprises, diluting the transformative potential of ESG-oriented finance. 
Greenwashing in the Indian Context 
India, while rapidly integrating ESG norms through mechanisms like SEBI’s Business Responsibility and 
Sustainability Reporting (BRSR), has not been immune to greenwashing practices. 

1. Overstated Renewable Claims: Several Indian firms have been reported to overstate the proportion of 
renewable energy in their operations or fail to disclose accurate pollution figures, especially in sectors 
like manufacturing, cement, and chemicals55. 

2. Inadequate Disclosure Standards: Despite SEBI’s push for BRSR, a lack of uniform disclosure metrics 
and independent verification enables companies to cherry-pick positive data points, omitting negative 
social or environmental impacts56. 

3. Regulatory Pushback: In response, SEBI’s 2021 circular made BRSR reporting mandatory for the top 
1000 listed companies by market capitalization from FY2022–23 onwards. These guidelines aim to 
enhance transparency and discourage greenwashing, but enforcement remains a challenge57. 

Global Examples of Greenwashing 
Greenwashing is not exclusive to emerging markets like India. Prominent global examples underscore its 
pervasive nature: 
• Volkswagen Emissions Scandal ("Dieselgate"): In 2015, Volkswagen was found to have installed 

software in diesel vehicles to cheat emissions tests, while marketing the vehicles as low-emission and 
environmentally friendly58. 

• HSBC Climate Advertising (2022): The UK Advertising Standards Authority banned HSBC's ads for 
misleading claims about the bank’s climate action, as they failed to disclose the bank’s significant fossil 
fuel investments59. 

Such instances demonstrate that greenwashing can stem from both overt manipulation and subtle 
omission, underscoring the need for robust legal frameworks and third-party oversight. 
Recommendations for Combating Greenwashing 
To address these concerns in the Indian context, a multi-pronged strategy is essential: 

1. Mandatory Third-Party Audits: ESG disclosures should be subjected to mandatory, independent third-
party verification, akin to financial audits. This would ensure data accuracy and reduce 
manipulation60. 

2. Penal Provisions by SEBI: SEBI must incorporate specific penalties for misleading ESG disclosures, 
drawing inspiration from the EU Sustainable Finance Disclosure Regulation (SFDR) and U.S. SEC’s 
ESG Task Force61. 

3. Uniform ESG Metrics: India must move toward harmonized ESG disclosure standards, perhaps in 
line with international frameworks such as GRI (Global Reporting Initiative) and SASB (Sustainability 
Accounting Standards Board), to ensure consistency and comparability62. 

Greenwashing threatens the credibility of ESG investing in India by allowing companies to game the 
system without effecting real change. A rule-of-law-based approach, involving strong regulatory action, 
third-party verification, and harmonized standards, is key to safeguarding the ESG ecosystem. As foreign 
institutional investors increasingly demand transparency and accountability, India’s ability to curb 
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greenwashing will directly impact its attractiveness as an ESG investment destination. Indian firms that 
embrace robust ESG governance—through clear policies, community engagement, ethical labor practices, 
and environmental stewardship—will benefit from greater access to foreign capital, enhanced reputational 
capital, and long-term operational resilience. Ultimately, ESG represents a convergence of profit and 
principle, offering a pathway for India to strengthen its global investment appeal while upholding the rule 
of law, sustainability, and social justice. 
Case Studies of Indian Firms 
• Select 3–4 prominent Indian firms known for ESG initiatives — e.g., Infosys (IT sector), Tata Power 

(energy), Adani Green (renewable energy). 
• Analyze their ESG disclosure quality, initiatives taken, and how these have influenced Foreign 

Institutional Investors (FII) behavior. 
• Use financial data, ESG scores, and investment inflows to draw correlations. 
• Highlight challenges they faced and how they managed greenwashing risks or leveraged transparency 

to attract capital. 
Example snippet: 
"Infosys’ commitment to carbon neutrality and robust governance practices has positioned it as a 
preferred ESG investment destination among FIIs, reflected in its growing share of foreign equity in 
recent years." 
 Risk Assessment Framework 
• Develop a matrix or stepwise framework that FIIs can use to assess ESG risks in Indian companies or 

sectors. 
• Key parameters could include: Environmental impact score, social compliance indicators, governance 

transparency, regulatory compliance, and greenwashing risk. 
• Incorporate qualitative and quantitative metrics. 
• Include a scoring system or ‘traffic light’ indicator (low, medium, high risk). 
Example Framework Components: 

Parameter Indicators 
Risk Level 
(High/Medium/Low) 

Comments 

Environmental 
Carbon footprint, water 
usage, waste 

Medium 
Issues in textile & 
chemical firms 

Social 
Labor rights, community 
impact 

Low 
Strong union engagement 
observed 

Governance 
Board diversity, 
corruption cases 

Low 
Transparent reporting 
noted 

Regulatory 
Compliance 

Adherence to SEBI BRSR 
guidelines 

Medium Reporting gaps identified 

Greenwashing Risk 
Audit frequency, 
disclosure accuracy 

High 
Discrepancies in pollution 
data 

Role of Technology 
• Discuss how AI and data analytics are increasingly used for real-time ESG data collection, anomaly 

detection, and predictive risk assessment. 
• Explain blockchain’s role in ensuring immutable and transparent ESG disclosures, enhancing trust 

among investors. 
• Use the Kumbh Mela digital governance initiative as a case study showing how technology improves 

environmental monitoring and social governance in large-scale events. 
Example snippet: 
"The deployment of blockchain for ESG data logging in renewable energy projects ensures tamper-proof 
verification, thereby minimizing greenwashing risks and providing FIIs with reliable investment 
intelligence." 
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Policy Recommendations 
• Propose coordinated roles for regulatory bodies like SEBI (Securities and Exchange Board of India), 

RBI (Reserve Bank of India), and MCA (Ministry of Corporate Affairs) in ESG governance. 
• Policy ideas: 
o SEBI to enforce stricter ESG disclosure norms and penalties for misreporting. 
o RBI to integrate ESG risk assessment in credit appraisal for banks financing corporate borrowers. 
o MCA to mandate ESG audits as part of corporate compliance filings. 
• Suggest incentives such as tax rebates or lower borrowing costs for companies with strong ESG scores. 
• Advocate for creation of a central ESG rating repository to improve transparency. 
Example snippet: 
"A tripartite collaboration between SEBI, RBI, and MCA can create a robust ESG ecosystem, where 
disclosure, financing, and compliance mechanisms work in synergy to enhance corporate sustainability 
and investor confidence." 
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