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This book is dedicated to all the companies in India who subscribe to ethical values and sustainable goals.   
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Ethical investing, also called by different names such as Environmental Social and Governance (ESG) investing, responsible investing, mindful investing and sustainable investing, has recently become more popular. Investors, particularly younger investors, are getting more concerned over the wider social and other impact of their investments and wish to contribute to positive changes in the world, rather than contribute towards increasing suffering. The highs and lows of the stock markets in different countries further give a push towards ethical investing as a strategy to identify more stable companies that believe in ethical and sustainable values and which are, therefore, more likely to be profitable in the long term.

In this book, we introduce the concept of ethical investing and consider the avenues by which investors can invest ethically within India today. We discuss green energy, various ESG and ethical mutual funds and social investing avenues. 

It is hoped that this book will raise awareness towards ethical investing and inspire existing and prospective investors to invest in a way that uses their money towards the wider good in this world.  
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Chapter 1: Introduction to Ethical Investing
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In this chapter we discuss introduce the concept of ethical investing. 

Ethical investing has gained momentum worldwide, including in India, where companies are increasingly aligning with sustainable and ethical practices. Similarly, investors too are interested in investing in companies and avenues that align with their values. Ethical investing encompasses Environmental, Social, and Governance (ESG) investing, socially responsible investing (SRI), and impact investing. This chapter introduces the concept, its principles, and the growing trend in India.

1.1 Definition of ethical investing 

Ethical investing refers to the idea of investing in causes and organizations that are least ethically harmful, and most beneficial, to their employees, stakeholders and society as a whole, as well as generating a decent financial return for the investors. This may include investing in companies that contribute to the cause of education, environmental sustainability, public health, tackling inequality, tackling discrimination and other social evils and so on. It involves companies that subscribe to good corporate governance and labor practices, as well as those that are mindful and seek to minimize any harmful impact to the environment and wider society. 

Alternative terms that may refer to ethical investing include responsible investing, sustainable investing and socially responsible investing. Such investments may be in various forms of investing such as stocks and bonds or other investment types such as real estate, as long as they are related to companies that meet the ethical standards and guidelines.

The management of such companies that are chosen for ethical investments should follow ethical practices generally as well as demonstrate a good standard of corporate governance. 

One example of ethical investing and sustainable practices is an emphasis on renewable energy, such as in companies like Tata Power and others. Other examples of ethical investing in practice in India include ethical mutual funds, green bonds and impact investing. Aspects of ethical investing include emphasis on sustainable practices with lower risk, longer term and stable growth rather than focusing on short term profits, and positive social impact. 

1.2 Environmental Social and Governance (ESG) Criteria

They also refer to investing in company shares and mutual funds that follow environmental, social, and governance (ESG) criteria. An example is SEBI’s ESG guidelines and metrics, that encourage transparency and sustainability in financial markets. 

Such ESG criteria may include the following: 


	
Environmental: Greenhouse Gas Emissions footprint, renewable energy, clean water, waste management, green buildings, climate change, pollution control, control of carbon emissions.

	
Social: corporate social responsibility, labor relations, privacy and data security, gender equality, social justice, inclusive development, product safety, data privacy and security. 

	
Governance: corporate governance, timely disclosures, business ethics, ethical policies against corruption and fraud, independent board members, executive compensation, anti-corruption, treatment of minority shareholders,  R&D investment in environmental and social impact. 



Over time, use of such criteria by companies may result in long term profitability and improved operational performance. 

Reference: https://www.sebi.gov.in/sebi_data/meetingfiles/apr-2023/1681703013916_1.pdf

Responsible investment policy pamphlet from Axis mutual fund https://www.axismf.com/cms/sites/default/files/Statutory/Responsible%20Investment%20Policy.pdf 

1.3 ESG mutual funds

Recently there has been a rise in ESG based mutual funds in India, with many asset management companies and mutual fund houses coming up with their own ESG funds where people can invest. 

Examples of ESG based mutual funds include SBI Magnum Equity ESG Fund, Tata ESG Fund, Axis ESG Equity fund, Kotak ESG Opportunities Fund, Quantum India ESG Equity Fund and so on. SBI Magnum ESG fund, for example has shown consistent good performance due to its focus on good governance and sustainability. 

1.4 S&P BSE 100 ESG Index 

The S&P BSE 100 ESG Index is an index of companies which is designed to measure securities that meet sustainability investing criteria while maintaining a risk and performance profile similar to the S&P BSE 100. 

The methodology followed by the ESG index excludes companies working in areas involving controversial weapons, thermal coal, tobacco products, oil sands, small arms, and military contracting. There are also exclusions based on the United Nations Global Compact (UNGC). 

One can get more information about this ESG index at:  https://www.spglobal.com/spdji/en/indices/esg/sp-bse-100-esg-index. 

Other ESG based Indian Indexes include the following: 


	S&P BSE Greenex

	S&P BSE Carbonex

	NIFTY 100 ESG Index

	NIFTY 100 Enhanced ESG Index



1.5 MSCI Indian ESG Leaders Index

The MSCI India ESG Leaders Index is a capitalization weighted index that provides exposure to companies with high Environmental, Social and Governance (ESG) performance relative to their sector peers. MSCI India ESG Leaders Index consists of large and mid-cap companies in Indian markets.

More information about this ESG index can be seen at https://www.msci.com/our-solutions/indexes/esg-indexes

––––––––
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1.6 Companies working in ESG sectors

There is also a surge in interest in startups and established listed and unlisted companies working in ESG related sectors such as renewable energy, green technology, agritech, solar energy, waste management, electric vehicles and e-mobility. The number of startups and investments by venture capitalists in such sectors are also rising, combined with increased incentives by the Indian government for companies in such sectors. 

1.7 UN Sustainable Development Goals

Ethical investing may also refer to any investment that helps in one of the United Nations Sustainable Development Goals (SDG), which include No Poverty, Zero Hunger, Good Health and Well-being, Quality Education, Gender Equality, Clean Water and Sanitation, Affordable and Clean Energy, Decent Work and Economic Growth, Industry, Innovation and Infrastructure, Reduced Inequalities, Sustainable Cities and Communities, Responsible Consumption and Production, Climate Action, Life Below Water, Life On Land, Peace, Justice and Strong Institutions, and Partnerships for the Goals.

1.8 Shariah Compliant Investing

Other definitions of ethical investing include investing in companies that are compliant to religious and ethical codes such as the Islamic Shariah. 

Some of the criteria for being compliant to shariah Islamic law include: Shariah prohibits income from alcohol, abusive drugs, pork products, gambling, weapons, etc. Shariah also forbids investment in companies that earn most of their income from interest or Riba.

1.9 Corporate Social Responsibility (CSR) Guidelines

The Indian Government Ministry of Corporate Affairs published a number of Corporate Social Responsibility (CSR) guidelines in 2009. These include six core elements, around which companies are encouraged to form a CSR policy. These core elements include the following: 


	Care for stakeholders

	Proper functioning

	Respect for workers’ rights and welfare

	Respect for human rights

	Respect for the environment

	Activities for social and inclusive development.



1.10 Types of Ethical investing

Ethical investing can be in any of the following forms, besides others: 


	Investing in Environmental Social and Governance (ESG) mutual funds 

	Investing in Sharia compliant funds

	Investing in green energy

	Investing in social investing and social finance platforms 



In the following chapters we will discuss each of them in more detail. 

1.11 Conclusion

In this chapter, we have explored the definition and principles of ethical investing. We also discussed ESG criteria, mutual funds, and corporate governance standards that guide ethical investments. In the following chapters, we will examine the advantages and various forms of ethical investing in more detail.
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Chapter 2: Advantages of ethical investing
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Ethical investing not only aligns financial decisions with moral values but also offers long-term benefits such as stable returns, lower risk, and alignment with global sustainability goals. This chapter discusses these advantages in detail and presents research supporting the financial and social benefits of ethical investing.

2.1 Long term stability and growth

One of the advantages of ethical investing is that companies that follow good ethical standards are more likely to be stable companies that produce good value for their shareholders and wider stakeholders, and thus are worthy of investing in the long run. These tend to be more stable and have lower risk.
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