Module 4 — Chapter 15 - Environmental, Social and

Governance (ESG)

In the vast arena of investment strategies, Environmental,
Social, and Governance (ESG) Investing stands out as a
distinctive approach that goes beyond financial returns. It aligns
investment decisions with ethical considerations, aiming to
achieve both monetary profit and positive social impact.

What it is and what it shows

ESG investing focuses on three core pillars:

Environmental: This considers how a company performs as
a steward of the natural environment. It evaluates factors such
as a company's carbon footprint, waste management, and energy
use. For instance, a firm transitioning to renewable energy
sources might score high on the environmental front.

Social: This examines how a company manages its
relationships with employees, suppliers, customers, and the
broader communities in which it operates. Factors like labor
practices, product safety, and data protection come into play. A
corporation with strong worker welfare programs would be
positively assessed here.




Governance: Governance pertains to a company’s
leadership, executive pay, audits, internal controls, and
shareholder rights. It's about ensuring the right procedures and
practices are in place. Companies with a diversified board and
transparent accounting practices would be favorable in this
dimension.

ESG metrics provide an in-depth look into a company's long-
term resilience and management quality. A company that scores
well in ESG criteria is often seen as better equipped to handle
social or environmental crises and regulatory changes.

How to trade it

ESG investing can be integrated into a portfolio in several ways:

1) Direct Stock Picking: Traders can assess the ESG
scores of individual companies and incorporate them into
their stock selection criteria. Companies with higher ESG
ratings may be deemed more resilient in the face of social
or environmental changes.

2) ESG-focused Funds: There are mutual funds and ETFs
that invest in a curated basket of companies meeting
specific ESG criteria. This provides an easy entry point for
those looking to invest according to ESG principles
without conducting individual company analysis.




3) Engagement and Activism: Some investors use their
position as shareholders to influence corporate behavior.
They may advocate for changes in business practices,
governance structures, or even board composition to align
more closely with ESG principles.

4) Integration with Traditional Analysis: ESG factors can
be woven into traditional financial analysis. An investor
might consider ESG factors alongside other valuation
metrics to get a comprehensive view of a stock's potential
risks and rewards.

Conclusion

ESG investing acknowledges that companies operate within
broader societal and environmental frameworks and that their
success is interlinked with their ethical, social, and environmental
performance. By factoring in ESG criteria, investors not only aim
for financial returns but also contribute to positive societal
change. As awareness around global challenges like climate
change, social inequality, and corporate governance grows, ESG
investing is poised to play an even more significant role in the
investment world.

Disclaimer: - The information provided in this content is for educational and information purpose only. It is not
intended as financial investments or trading advices. Financial decisions taken based on this information are at
your own risk.




