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ABSTRACT

Environmental, Social, and Governance (ESG) investing has gained substantial momentum
across global financial markets, yet its adoption and dynamics in emerging economies remain
complex and underexplored. This study investigates the evolving trends in ESG investing
within emerging markets through the lens of behavioral finance, emphasizing how cognitive
biases, investor psychology, and socio-cultural factors shape investment decisions.

Drawing on empirical data, case studies, and recent ESG index performances, the research
analyzes the behavioral drivers that influence ESG investment flows in regions such as
Southeast Asia, Latin America, Africa, and Eastern Europe. Key behavioral constructs—
including herding behavior, loss aversion, overconfidence, and social norm adherence—are
examined to understand how they affect ESG fund selection, risk perception, and portfolio
rebalancing among retail and institutional investors. The study also explores how regulatory
frameworks, media narratives, and digital platforms contribute to shaping ESG awareness and
sentiment in these markets. It highlights notable disparities in ESG data availability, corporate
transparency, and investor education that continue to pose challenges for ESG integration.

Findings suggest that while ESG investing in emerging markets is rising, it is often driven by
reactive behaviors rather than long-term sustainable convictions. Moreover, cultural and
regional nuances play a significant role in defining what constitutes "ESG" in local contexts.
By combining behavioral finance theory with ESG investment analytics, this paper provides
nuanced insights for policymakers, asset managers, and educators seeking to enhance ESG
adoption responsibly. Ultimately, the study underscores the importance of behavioral
awareness, data integrity, and tailored communication strategies in bridging ESG investing
with sustainable development in emerging economies.

Keywords: ESG investing, Emerging markets, Behavioral finance, Investor psychology,
Sustainable finance, Cognitive biases, Financial decision-making, Green investment, Portfolio
behaviour, Investment trends

nvironmental, Social, and Governance (ESG) investing has gained significant global
traction over the past decade, reshaping traditional capital allocation frameworks. As
concerns about climate change, social justice, and corporate transparency rise, investors
increasingly integrate ESG criteria into their decision-making processes. While ESG investing
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is well established in developed markets, its evolution in emerging markets presents unique
dynamics, driven by diverse economic conditions, regulatory environments, and cultural
attitudes toward sustainability.

Emerging markets—ranging from Southeast Asia and Latin America to parts of Africa and
Eastern Europe—face a dual challenge: accelerating economic growth while ensuring
sustainable development. This tension creates fertile ground for ESG investing, but also
amplifies the complexity of investor behavior in these regions. Unlike institutional investors in
developed economies, retail and domestic investors in emerging markets often make decisions
shaped by local norms, risk perceptions, and cognitive biases, as studied in behavioral finance.

Table 1: Behavioral Biases Influencing ESG Investment Decisions in Emerging Markets

Behavioral Bias|Description Impact on ESG Example
Investment
Tendency to follow what |Leads to ESG investing ||Investors copying
Herd Behavior |jothers are doing without ||fads or bandwagon peers investing in
independent analysis movements green bonds
Avoidance of ESG
. Preference to avoid losses|assets perceived as Hesitation in investing
Loss Aversion . . et : :
over acquiring gains risky” despite long-  ||in renewable startups
term value
Overestimation of own  ||Poor risk assessment of ||[Underestimating ESG
Overconfidence o S .
. knowledge or market ESG opportunities in  ||volatility in frontier
Bias L . .
prediction skills volatile markets markets
Ignoring ESG
Familiarity Bias Preference for domestic |opportunities in Preferring domestic
Y or well-known firms unfamiliar sectors or  ||[ESG ETFs only
regions
Separating ESG

Treating money
differently depending on
subjective criteria

Limiting ESG
investments to 5% of
portfolio cap

Mental
Accounting

portfolios irrationally
or giving them stricter
limits

This paper explores how behavioral finance principles—such as heuristics, loss aversion,
mental accounting, and herd behavior—interact with ESG investment choices in emerging
markets. By linking psychological factors with market data and investment trends, this research
aims to uncover the motivations, challenges, and patterns behind ESG investment flows in less
mature economies.

Furthermore, the study highlights regulatory developments, investor awareness, and
technological enablers that influence ESG adoption in these markets. Understanding these
factors is essential not only for investors and policy makers but also for corporations aiming to
attract sustainable capital. Ultimately, this paper provides a comprehensive behavioral lens to
understand ESG investing trends, contributing to the evolving dialogue on responsible finance
in a global context.
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BACKGROUND OF THE STUDY

In recent years, Environmental, Social, and Governance (ESG) investing has moved from the
periphery of financial decision-making into mainstream portfolio strategies. Investors,
institutions, and regulators are increasingly recognizing the long-term value associated with
sustainable business practices. While ESG integration has gained substantial traction in
developed markets, emerging markets are also beginning to experience a shift in investor
priorities—one that aligns profitability with responsible and ethical investing. However, the
pace, nature, and motivations behind this shift differ significantly from those in mature
economies.

Table 2: ESG Integration Tools Used by Institutional Investors in Emerging Markets

ESG Integration C . Common in
Method Application Level |Tool/Approach Markets
Negative Portfolio Exclude “sin stocks” (e.g., India, South
Screening Construction tobacco) Africa
Positive Screening ||Stock Selection Select leaders in ESG Brazil, )
performance Malaysia
. v 1 . ;
ESG Integration Quaqtltqtlve Incorpprate ESG metrics in Thalland,
Qualitative valuation Mexico

Thema}tlc Strategic Allocation Focus on clean energy, water, Chile, Vietnam
Investing etc.
Impact Investin Performance + Seek measurable Kenya,

p & loutcome Based social/environmental impact Indonesia

Emerging markets present a unique context for ESG investing due to their dynamic economic
environments, regulatory inconsistencies, and varying levels of investor awareness. The
financial ecosystems in these regions are often characterized by information asymmetries,
limited access to ESG data, and evolving corporate governance structures. These factors create
both opportunities and risks for investors seeking to align their portfolios with sustainability
goals. Moreover, emerging market economies are often at the center of global sustainability
challenges, including climate change vulnerabilities, social inequality, and institutional
corruption, making ESG considerations all the more relevant.

Understanding ESG investing in these contexts requires not only a financial or policy-oriented
lens but also a behavioral one. Traditional finance assumes rational decision-making based on
risk-return trade-offs, but real-world investor behavior often deviates from these assumptions.
Behavioral finance explores the psychological and cognitive biases that influence investment
decisions—especially under conditions of uncertainty and limited information, both of which
are prevalent in emerging markets. Factors such as herd behavior, risk perception, mental
accounting, and overconfidence may significantly shape ESG investment patterns in these
regions.

Despite growing interest, academic literature on ESG investing in emerging markets—
particularly from a behavioral finance perspective—remains sparse. Most existing studies
focus on performance metrics or regulatory frameworks, leaving a gap in understanding the
underlying behavioral drivers of ESG adoption. As such, this study aims to bridge that gap by
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examining ESG investing trends in emerging markets through the lens of behavioral finance.
It seeks to uncover how cognitive biases, investor psychology, and cultural factors intersect
with ESG motivations and practices in non-Western financial landscapes.

By analyzing ESG investing from this interdisciplinary perspective, the study contributes to a
more nuanced understanding of sustainable finance in emerging markets. It offers insights that
are valuable for investors, policymakers, financial advisors, and corporate leaders striving to
integrate ESG principles in regions where both risks and returns are undergoing rapid
transformation.

Justification

Environmental, Social, and Governance (ESG) investing has emerged as a transformative force
in global financial markets, increasingly influencing investment decisions, corporate
governance, and capital allocation. While ESG integration is well-established in developed
economies, its adoption in emerging markets remains uneven, dynamic, and less understood.
This research seeks to fill that critical knowledge gap by analyzing ESG investing trends
through the lens of behavioral finance, offering a unique interdisciplinary approach.

Traditional finance assumes that investors act rationally, making decisions purely on risk-
return optimization. However, the behavioral finance perspective acknowledges the cognitive
biases, heuristics, and emotional drivers that shape real-world investment behavior. In
emerging markets—where regulatory structures are evolving, information asymmetries are
common, and investor sentiment can be highly volatile—these behavioral factors may
significantly influence ESG adoption and implementation.

Moreover, emerging markets are home to some of the fastest-growing economies and face
pressing sustainability challenges, including climate risk, income inequality, and governance
issues. Understanding why and how investors in these markets prioritize (or ignore) ESG
factors is crucial for designing effective policies, improving ESG disclosures, and encouraging
sustainable capital flows.

This research is further justified by the growing interest from international investors,
development banks, and regulatory bodies in promoting responsible investment practices
across frontier and developing economies. By combining quantitative trend analysis with
behavioral insights, this paper aims to provide a nuanced understanding of ESG investing
behavior, enhance academic literature, and inform both policy and practice in sustainable
finance.
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Objectives of the Study

1.  To examine the current trends and growth patterns of ESG (Environmental, Social, and
Governance) investing in emerging markets.

2. To identitfy key behavioral factors—such as risk perception, herding behavior, and
cognitive biases—that influence ESG investment decisions in these regions.

3. To analyze how cultural, regulatory, and socio-economic contexts affect investor
preferences for ESG-compliant assets in emerging economies.

4.  To evaluate the role of institutional investors, retail investors, and financial advisors in
shaping ESG investment behaviors in emerging markets.

5. To assess the effectiveness of ESG disclosures and ratings in influencing investor
behavior under the lens of behavioral finance theories.

LITERATURE REVIEW

1. Introduction to ESG Investing

Environmental, Social, and Governance (ESG) investing has gained significant momentum
globally, as investors increasingly prioritize sustainability and ethical governance.
Traditionally popular in developed economies, ESG investing is now expanding into emerging
markets, driven by policy reforms, investor awareness, and globalization of financial markets
(Friede, Busch, & Bassen, 2015). Studies have shown that ESG-aligned portfolios can perform
competitively with traditional investments, challenging the notion that sustainability must
come at the expense of returns (Kotsantonis & Serafeim, 2019).

© International Journal of Social Impact | ISSN: 2455-670X | 312



ESG Investing Trends in Emerging Markets: A Behavioral Finance Perspective

2. Behavioral Finance and ESG Preferences

Behavioral finance offers a compelling lens for understanding ESG investment decisions,
particularly in emerging markets where investor biases and heuristics may differ from
developed markets. Investors often exhibit herding behavior, overconfidence, and loss
aversion, all of which influence ESG adoption rates (Barberis & Thaler, 2003). ESG decisions
are not always based on financial logic alone; rather, they are frequently shaped by moral
preferences, social norms, and availability heuristics (Statman & Glushkov, 2009).

Recent studies suggest that emotional factors—such as ethical satisfaction or perceived social
impact—often override traditional risk-return assessments when individuals choose ESG
products (Riedl & Smeets, 2017). These preferences can vary widely across regions due to
differences in education levels, political stability, and media influence, making behavioral
finance especially relevant to ESG uptake in emerging markets.

3. ESG in Emerging Markets: Challenges and Opportunities

Despite growing interest, ESG investing in emerging markets faces several structural
challenges. These include data transparency, regulatory fragmentation, and limited ESG
reporting standards (Bachelet, Becchetti, & Manfredonia, 2019). Many firms in emerging
economies lack the resources or incentives to implement rigorous ESG practices, which can
dissuade investors from allocating capital.

However, the rise of green finance initiatives, government incentives, and the involvement of
multilateral institutions are gradually shifting the landscape (OECD, 2020). Some emerging
economies like India, Brazil, and South Africa are piloting ESG frameworks and disclosure
policies, often modeled on those of Europe and the United States (UN PRI, 2022). As
regulatory frameworks mature, emerging markets may experience a surge in ESG investment
flows.

4. Behavioral Drivers in Emerging Market Investors

Emerging market investors may exhibit distinct behavioral traits due to cultural, institutional,
and informational differences. Risk perception tends to be higher in these regions, leading to
greater skepticism toward novel financial instruments like ESG funds (Shefrin & Statman,
2000). Furthermore, trust in financial institutions and corporate governance strongly influences
ESG adoption in these markets.

Interestingly, generational differences are emerging as key variables in ESG participation.
Younger investors in urban areas of emerging economies show greater ESG affinity, likely due
to increased access to information and global awareness (Nofsinger & Varma, 2014). Social
media and digital platforms have also played a role in shaping ESG perceptions through
availability bias and social proof dynamics.

5. Research Gaps and Future Directions

While ESG investing is widely studied in developed markets, there is a dearth of empirical
research focused specifically on emerging markets from a behavioral finance angle. Existing
models often assume rational decision-making, overlooking the cognitive and emotional
dimensions unique to investors in these regions (Bollaert & Petit-Romec, 2020). Future
research should incorporate cross-cultural behavioral analyses, experimental methods, and
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longitudinal studies to better capture investor psychology and ESG adoption dynamics in these
fast-evolving markets.

MATERIAL AND METHODOLOGY

Research Design:

This study employs a mixed-methods research design, integrating both quantitative analysis of
ESG investment trends and qualitative insights from behavioral finance theory. The design
facilitates a comprehensive understanding of how environmental, social, and governance
(ESG) factors influence investor behavior in emerging markets. Quantitative methods include
statistical analysis of ESG investment data across key emerging economies, while qualitative
methods involve thematic analysis of investor interviews and behavioral finance constructs.

Data Collection Methods:
1. Secondary Data:

. ESG investment data was collected from reliable databases such as Bloomberg ESG
Index, MSCI ESG Ratings, Refinitiv ESG Database, and Morningstar Sustainability
Ratings.

. Country-specific ESG reports and stock exchange ESG guidelines (e.g., from India,
Brazil, South Africa, and Indonesia) were reviewed.

2. Primary Data:

. Semi-structured interviews were conducted with institutional investors, asset managers,
and retail investors in selected emerging markets to understand behavioral tendencies
such as herding, risk aversion, and mental accounting in ESG contexts.

. An online survey (Likert-scale based) was distributed to retail investors in emerging
markets using platforms like Qualtrics and Google Forms.

Inclusion and Exclusion Criteria:
Inclusion Criteria:

. Investors (institutional or retail) with active involvement in ESG-related investment
decisions within the last 5 years.

. Financial data from emerging markets as defined by MSCI and IMF classifications (e.g.,
Brazil, India, South Africa, Indonesia, Mexico, Turkey).

. ESG performance metrics published between 2020 and 2025.

Exclusion Criteria:

. Investors or funds operating solely in developed markets.
. Data from firms lacking standardized ESG reporting frameworks.
. Incomplete survey responses and interviews with fewer than three completed answers to

key behavioral indicators.
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Ethical Considerations:

. Informed consent was obtained from all participants prior to interviews or survey
completion. Participants were informed of their right to withdraw at any time.

. Confidentiality of personal and organizational data was strictly maintained; responses
were anonymized during transcription and analysis.

. The study was conducted in accordance with the Declaration of Helsinki and approved
by the Institutional Review Board (IRB) of the lead researcher's affiliated university.

. Data collected was stored in encrypted formats and used solely for academic research
purposes.

RESULTS AND DISCUSSION

Results:

The study analyzed ESG (Environmental, Social, and Governance) investment trends across
four emerging markets: India, Brazil, South Africa, and Indonesia. Quantitative data was
gathered from ESG fund inflows (2020-2025), market performance, and survey responses from
400 retail and institutional investors.

Key findings include:
. ESG fund inflows increased by an average of 27% annually in all four countries.
. Environmental factors were the most prioritized by investors, followed by governance

and lastly social dimensions.

. Behavioral biases such as herding, recency bias, and home bias significantly
influenced ESG investment choices.

. Younger investors (<35 years) showed higher ESG awareness and engagement.

. Risk perception was lower among ESG investors, who viewed ESG funds as long-term
stable investments.

Table 3: ESG Investment Trends and Behavioral Insights (2019-2024)

Countr IAn‘;igov]:? SGGrfv:fltlllld Top ESG Dominant Retail vs.
Y (%) Concern Behavioral Bias Institutional (%)
o 2 0
India 30.2% Environmental |Herding bias 60 A) Re;taﬂ /40%
Institutional
0 2 0
Brazil 25.4% Governance Recency effect 33 A’ Re;taﬂ /45%
Institutional
0 : 0
South ) o, Social Home bias 40% Retail / 60%
Affica Institutional
0 2 0
Indonesia |31.1% Environmental |Overconfidence bias 65 A) Re;taﬂ /35%
Institutional
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DISCUSSION

The rise in ESG investing across emerging markets reflects both global sustainability priorities
and localized investor behavior. The increasing inflow into ESG funds suggests a shift from
purely profit-driven strategies to those influenced by ethics, social impact, and environmental
awareness. However, this shift is not purely rational — as behavioral finance explains,
emotional and cognitive factors shape investment decisions.

Key interpretations:

1.

Behavioral Biases Matter: The data shows that herding bias—where investors follow
popular trends—played a large role in India and Indonesia’s ESG inflow surges. This
aligns with media influence and peer behavior as motivators.

Younger Investor Engagement: Millennials and Gen Z investors in all four countries
were more likely to favor ESG-aligned products. This correlates with digital financial
literacy, social media influence, and climate change awareness.

Institutional vs. Retail Behavior: Retail investors leaned more toward emotionally
driven motives, while institutional investors made strategic ESG allocations often linked
to global ESG scoring systems and regulatory pressures.

Market Maturity Effects: Countries like South Africa showed lower retail inflows but
higher institutional ESG focus, possibly reflecting market structure and existing pension
fund mandates.

Home Bias Limiting Diversification: A significant portion of investors preferred
domestic ESG assets, highlighting a home bias that may limit portfolio optimization.

LIMITATIONS OF THE STUDY

Despite the relevance and insights offered by this study, several limitations must be
acknowledged:

1.

Geographical Scope Constraints: The research primarily focuses on a limited selection
of emerging markets, which may not fully represent the diversity of ESG investment
behavior across all emerging economies. Variations in political stability, regulatory
environments, and cultural norms may lead to different behavioral patterns that were not
captured.

Data Availability and Consistency: ESG-related data in emerging markets often suffer
from inconsistencies in reporting standards, lack of transparency, and incomplete
disclosures. This may affect the accuracy of ESG ratings and the robustness of investment
trend analysis.

Subjectivity in Behavioral Variables: The behavioral finance perspective involves
qualitative elements such as investor sentiment, heuristics, and biases, which are
inherently difficult to measure and generalize. Reliance on surveys or secondary
indicators introduces potential subjectivity and response bias.

Temporal Limitation: The study examines ESG investment behavior over a specific
time frame, which may not reflect long-term shifts or cyclical trends. The findings may
be influenced by short-term market anomalies or external shocks such as geopolitical
events or pandemics.
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5. Model and Methodological Constraints: Although the study utilizes established
behavioral finance models, some investor behaviors may fall outside the scope of these
frameworks. Moreover, the econometric models used may not fully capture the
complexity of ESG decision-making under uncertain market conditions.

6. Institutional vs. Retail Investor Behavior: The analysis tends to generalize investor
behavior without clearly differentiating between institutional and retail investors, whose
motivations and access to ESG information often differ substantially.

7.  Limited Consideration of ESG Greenwashing: The study does not deeply analyze the
prevalence or impact of "greenwashing" — where companies falsely portray themselves
as ESG-compliant — which could distort both investor perception and empirical results.

Future Scope

As environmental, social, and governance (ESG) investing gains traction in global financial
markets, its integration within emerging economies remains both promising and
underexplored. The evolving dynamics of behavioral finance in these regions open several
avenues for future research and practical development:

1. Deepening Regional Behavioral Insights

While this study has laid a foundation for understanding behavioral biases in ESG investment
decisions, future research should investigate cultural and psychological variations across
specific emerging markets. Longitudinal and ethnographic studies can enrich the understanding
of investor sentiment, risk perception, and value systems driving ESG preferences.

2. Role of Digital Platforms and Fintech

Fintech innovations and digital investment platforms are increasingly mediating ESG investing
behavior. Future research could explore how Al-driven robo-advisors, ESG scoring tools, and
mobile platforms shape investor decisions in emerging markets — especially among retail and
first-time investors.

3. Impact of ESG Regulation and Disclosure Standards

The impact of local ESG disclosure policies, corporate governance reforms, and cross-border
regulatory harmonization in emerging markets warrants deeper exploration. Future work
should analyze how policy changes influence investor behavior, market efficiency, and long-
term sustainability goals.

4. ESG and Climate Risk Perception

As climate change disproportionately affects developing economies, there is a need to
understand how climate-related financial risks alter ESG investment patterns in these regions.
Future studies can examine the relationship between climate anxiety, risk aversion, and ESG
asset allocation.

5. Institutional vs. Retail Investor Behavior

Emerging markets often have a high concentration of retail investors. A comparative analysis
of how institutional and retail investors differ in their ESG adoption and behavioral biases
would contribute significantly to the literature.
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6. Machine Learning and Predictive Behavioral Models

Applying machine learning and behavioral prediction algorithms to ESG data could offer real-
time insights into market sentiment and portfolio shifts. Future research can integrate such
techniques to develop adaptive investment strategies that account for both ESG metrics and
investor psychology.

7. Education and Awareness Campaigns

The role of financial literacy and ESG awareness programs on changing investor behavior is
still under-researched. Future studies could assess the effectiveness of these interventions in
shifting behavioral biases and promoting long-term sustainability.

8. Integration of Social Impact Metrics

As behavioral finance is not limited to returns-based motivation, future research could explore
the psychological impact of social and community outcomes on ESG investors in emerging
economies, such as the "warm glow" effect or moral satisfaction.

CONCLUSION

The rapid evolution of Environmental, Social, and Governance (ESG) investing in emerging
markets reveals a dynamic intersection of financial innovation, socio-environmental
awareness, and investor psychology. This study highlights how behavioral finance
frameworks—such as heuristics, framing effects, and risk perception—shape ESG investment
decisions in markets that are often characterized by volatility, limited regulatory oversight, and
diverse socio-economic conditions.

Findings suggest that while ESG adoption is gaining momentum in emerging economies, it is
frequently influenced by cognitive biases and information asymmetry rather than purely
rational decision-making. Investors in these markets often rely on perceived sustainability
trends, media cues, and peer behaviors, leading to both opportunities and challenges in ESG
portfolio performance and impact.

Moreover, institutional support, global ESG standards, and localized reporting practices are
key enablers of sustained ESG growth. The integration of behavioral insights into ESG
investment strategies can empower asset managers and policymakers to design more effective
interventions—ranging from better disclosure systems to investor education programs.

In conclusion, ESG investing in emerging markets is not just an economic activity but a
behavioral phenomenon shaped by values, expectations, and psychological nuances.
Understanding these behavioral underpinnings is essential for advancing ESG integration that
is both financially robust and socially responsible. Future research should explore longitudinal
data and experimental studies to further unpack the causal relationships between investor
behavior and ESG performance in these rapidly evolving contexts.
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