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ABSTRACT
Environmental, Social, and Governance (ESG) has emerged as a central framework for evaluating corporate

sustainability and ethical impact in modern economies. Initially rooted in socially responsible investing, ESG
has evolved into a critical mechanism influencing investment decisions, corporate governance, regulatory
compliance, and stakeholder engagement. This paper examines the conceptual foundations of ESG, its historical
development, key components, measurement frameworks, and its implications for businesses, investors, and
society. It also critically evaluates the challenges associated with ESG implementation, including green washing,
lack of standardization, and data reliability. Finally, the paper explores future trends, including regulatory
developments, technological integration, and the increasing convergence of ESG with financial performance
metrics. Through a multidisciplinary lens, this paper argues that ESG is not merely a trend but a structural shift

in how value and accountability are defined in the global economy.
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1. INTRODUCTION
In the 21st century, the role of corporations has expanded beyond profit maximization to encompass broader
responsibilities toward society and the environment. This transformation is encapsulated in the concept of
Environmental, Social, and Governance (ESG) (Lin, 2025; Kim and Yang, 2026; Qudah, 2026) (Figure.l1),
which provides a framework for assessing corporate behavior in terms of sustainability, ethical practices, and
governance structures. ESG reflects a paradigm shift from shareholder capitalism toward stakeholder capitalism,
where companies are accountable not only to investors but also to employees, communities, regulators, and the
environment. This shift has been driven by several factors, including climate change, social inequality, corporate
scandals, and increased public awareness of sustainability issues. The integration of ESG into financial
decision-making (Figure.2) (Li and Tian, 2026) has gained significant traction among institutional investors,

asset managers, and policymakers. ESG metrics are now widely used to evaluate risk, identify opportunities, and
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guide long-term investment strategies. Despite its growing prominence, ESG remains a contested and evolving
concept, with ongoing debates about its definition, measurement, and effectiveness. This paper seeks to provide
a comprehensive examination of ESG, addressing its theoretical underpinnings, practical applications, and future
prospects. The origins of ESG can be traced back to the concept of socially responsible investing (SRI) (Martini,
2021), which emerged in the mid-20th century. Early SRI practices were primarily driven by ethical
considerations, such as avoiding investments in industries like tobacco, alcohol, and weapons. In the 1990s and
early 2000s, the focus began to shift toward sustainability and corporate responsibility. A key milestone was the
publication of the United Nations' “Who Cares Wins” report in 2004, which formally introduced the term ESG
and emphasized its relevance to financial markets. Subsequently, the establishment of the principles for
responsible investment (PRI) (Bharti et al., 2026) in 2006 marked a significant step in institutionalizing ESG
practices. The PRI encouraged investors to incorporate ESG factors into their decision-making processes and to
promote transparency and accountability among corporations. Over the past two decades, ESG has evolved from
a niche investment strategy to a mainstream framework adopted by corporations, governments, and financial
institutions worldwide. The rise of ESG has been further accelerated by global challenges such as climate

change, social unrest, and corporate governance failures.

2. CONCEPTUAL FRAMEWORK OF ESG
The environmental dimension focuses on a company’s impact on the natural environment. Key issues include:
Climate change and greenhouse gas emissions Energy efficiency and renewable energy use resource
management (water, waste, and biodiversity) and pollution and environmental compliance. Companies are
increasingly expected to reduce their carbon footprint, adopt sustainable practices, and contribute to
environmental preservation. Environmental performance is often assessed through metrics such as carbon
emissions intensity, energy consumption, and waste management practices. The social component addresses a
company’s relationships with its stakeholders, including employees, customers, suppliers, and communities.
Key considerations include: Labor practices and employee welfare, diversity, equity, and inclusion (DEI),
human rights and supply chain ethics, customer satisfaction and data privacy and community engagement.
Social performance reflects how companies manage human capital and contribute to societal well-being.
Increasingly, investors and consumers are scrutinizing companies for their social impact, particularly in areas
such as labor rights and ethical sourcing. Governance relates to the structures and processes by which companies
are directed and controlled. Key aspects include: board composition and independence, executive compensation,
Shareholder rights, transparency and disclosure and anti-corruption and ethical conduct. Strong governance is
essential for ensuring accountability, mitigating risks, and fostering trust among stakeholders. Governance
failures, such as financial misconduct or lack of oversight, can have significant reputational and financial

consequences.

3. ESG MEASUREMENT AND REPORTING
One of the central challenges in ESG is the measurement and standardization of ESG performance. Various

frameworks and standards have been developed to address this issue, including: global reporting initiative (GRI),
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sustainability accounting standards board (SASB), task force on climate-related financial disclosures (TCFD)
and international sustainability standards board (ISSB). These frameworks provide guidelines for reporting
ESG-related information, but there is still a lack of uniformity across standards. As a result, companies often
face difficulties in determining which metrics to report, while investors struggle to compare ESG performance

across firms.

ESG ratings agencies also play a significant role in evaluating corporate performance. However, discrepancies

among ratings providers have raised concerns about consistency and reliability.

4. DISCUSSION
ESG is its relationship with financial performance. Proponents argue that ESG integration can enhance
long-term value by: reducing risks (e.g., regulatory, reputational, and environmental), ldentifying growth
opportunities (e.g., renewable energy, sustainable products), improving operational efficiency and strengthening
stakeholder relationships Empirical studies have shown mixed results, but there is growing evidence suggesting
a positive correlation between strong ESG performance and financial outcomes over the long term. Critics,
however, argue that ESG may divert attention from core business objectives or lead to increased costs without
clear financial benefits. The debate continues as more data becomes available and methodologies improve.
Governments and regulatory bodies are increasingly recognizing the importance of ESG and implementing
policies to promote transparency and accountability. In the European Union, the Sustainable Finance Disclosure
Regulation (SFDR) and the Corporate Sustainability Reporting Directive (CSRD) have established
comprehensive requirements for ESG reporting. In the United States, regulatory developments have been more
fragmented, but there is growing momentum toward enhanced disclosure requirements. In Asia, countries such
as Singapore, Japan, and China are also advancing ESG frameworks, reflecting the global nature of
sustainability challenges. The trend toward regulation indicates that ESG is becoming an integral part of
corporate governance and financial markets. ESG represents a fundamental shift in how value is defined in the
corporate world. It challenges traditional notions of profit maximization and emphasizes the importance of
sustainability, ethics, and governance. While ESG has made significant progress, its effectiveness depends on
addressing key challenges such as standardization, data quality, and accountability. Collaboration among

stakeholders, including governments, businesses, and investors, is essential for advancing ESG practices.

5. CONCLUSION
Environmental, Social, and Governance (ESG) has become a cornerstone of modern business and investment
practices. It reflects a broader transformation in the global economy, where sustainability and ethical
considerations are increasingly integrated into decision-making processes. Despite ongoing challenges, ESG
offers a powerful framework for addressing complex global issues and promoting long-term value creation. As
standards evolve and technologies advance, ESG is likely to become even more central to corporate strategy and
financial markets. Ultimately, the success of ESG will depend on its ability to deliver tangible outcomes and

foster trust among stakeholders. By aligning economic activities with environmental and social objectives, ESG
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has the potential to contribute to a more sustainable and equitable future.
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Figure 1: Environmental, Social, and Governance (ESG)
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Figure 2: Financial decision-making
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