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THE RELEVANGE OF ESG
NTELLIGENGE TECHNOLOGY IN
GAPITAL MARKETS

Abstract

As society becomes more aware of the impact that companies have on

the environment and society, investors are looking for ways to invest in
companies that align with their values. At the same time, businesses realise
how crucial it is to manage ESG opportunities and risks to preserve their
reputation and guarantee long-term success. ESG intelligence technology is
a powerful tool to help investors and companies evaluate ESG elements for
better decision-making.
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Introduction to ESG:
What is ESG, and why is it
important?!"

In recent years, ESG has become an
important consideration for investors

and companies alike. ESG, short for
Environmental, Social, and Corporate
Governance, describes the criteria for
investors to use to assess the ethical impact
and sustainability of a business’s operations:

« Environmental: Environmental criteria
focus on how an organisation affects the
environment. This includes aspects such
as energy use, greenhouse gas emissions,
trash disposal, and resource depletion.

Social: The social standards of a S
corporation include its effects on its SOCIAL

personnel, clients, and the community
in which it conducts business. This

encompasses elements like community

development, product safety, human
rights, and employee relations. E

Governance: Governance criteria refer ENVIRONMENTAL
to the internal management framework

of a firm, which may include elements

like the make-up of the board, C-suite

compensation, and shareholder rights.

The concept of ESG has gained traction due
to the growing awareness of environmental
and social issues, as well as concerns about

corporate governance and transparency.

ESG matters for several reasons. It enables
investors to assess the long-term viability of
a company and pinpoint potential dangers.
Strong ESG performers are probably better
positioned for risk management, regulatory
compliance, and market situation adaptation.

These ESG criteria can identify businesses
more likely to adapt to social and
environmental shifts like climate change and
shifting stakeholder expectations. Further,
ESG investments can be viewed as a tool for
investors to match their investments with
their principles and support positive social

and environmental outcomes.
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How ESG is assessed: Measuring environmental, social, and governance factors™?

Assessing ESG performance requires the
use of data and analytical tools to evaluate
a company’s performance against ESG
criteria. The quality and availability of ESG
data have improved significantly in recent
years, making it easier for investors to

assess a company'’s ESG performance.

There are several data sources and
methods for ESG assessment. One common

method is to use ESG ratings and rankings
provided by third-party data providers.
These service providers evaluate a
company’s ESG performance using various
data sources and analytical techniques.

Another approach is to assess a company’s
ESG reporting and disclosure using ESG
disclosure frameworks like the Global

Reporting Initiative (GRI) or the Sustainable

Accounting Standards Board (SASB).

Recently, analysing unstructured data
sources, including social media and news
articles, using artificial intelligence (Al)
and natural language processing (NLP) to
discover ESG risks and opportunities has
been a growing trend.

Trends in ESG investing?C!

ESG investing, also known as sustainable
investing, has grown significantly in

recent years, driven by a range of factors,
including regulatory pressure, changing
stakeholder expectations, and the growing
recognition of the financial materiality of
ESG factors.

Growing awareness of the financial
importance of ESG variables has been one
of the prime forces behind ESG investing.
Investors are becoming more aware of the
potential influence that ESG possibilities
and hazards might have on a company’s

long-term financial performance. For
example, a company heavily dependent
on fossil fuels may face significant financial
risks as the world transitions towards
renewable energy sources. Similarly, a
company with poor labour practices may
face reputational risks, legal liabilities, and
increased regulatory scrutiny.

Another driver of ESG investing has been
the growing demand from investors for
more sustainable and ethical investment
options. This demand has been particularly
strong among younger investors, who are

more likely to be concerned about social

and environmental issues.

ESG investing presents many opportunities
for companies to improve their ESG
performance and attract investment.
Investors prefer businesses with
outstanding ESG performance, especially
those that prioritise sustainability and
lasting value creation. Additionally,
companies with strong ESG performance
have a better relationship with their
customers and other stakeholders like
employees and their communities.
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Intelligence technology in ESG investing®™

Intelligence technology is rapidly
transforming the landscape of sustainable
investing. The emergence of advanced
technologies such as artificial intelligence
(Al) and machine learning (ML) has made it
possible to examine vast amounts of ESG
data and generate previously impossible
insights.

Some common technologies in ESG
include:

« Artificial Intelligence:

Al algorithms can analyse unstructured
data such as news articles, social media
feeds, and corporate reports to identify
and evaluate ESG factors. ESG artificial
intelligence helps investors identify

risks and opportunities that may not be
apparent through traditional financial
analysis. It can also provide real-time ESG
data, which is essential for investors who

need to respond quickly to changes in
corporate performance.

« Natural Language Processing:

Another technology that is widely used

in ESG intelligence is natural language
processing (NLP). NLP focuses on the
interaction between humans and
computers using natural language. NLP
algorithms can analyse text data and
extract insights related to ESG factors. This
technology can help investors gain a better
understanding of how companies are
responding to ESG challenges and identify
emerging trends in the market.

- Data analytics:

Data visualisation and analytics tools

are also essential components of ESG
intelligence. These tools can help investors
visualise complex ESG data and identify
patterns and trends that may not be

e

apparent through traditional financial
analysis. They can also help investors assess
the materiality of ESG factors and prioritise
their investments accordingly.

«Third-party platforms:

Finally, there are various data sources

and platforms that provide ESG data and
insights to investors. These include third-
party ESG data providers, financial data
platforms, and company disclosures. These
data sources are essential for investors who
want a comprehensive understanding of a
company’s ESG performance and to assess
its potential risks and opportunities.

These technologies have helped overcome
some of the challenges investors face when
assessing ESG factors, such as data quality,

standardisation, and materiality.
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The role of ESG intelligence technology in capital markets !

ESG intelligence technology is gaining
importance in capital markets. It is
influencing the way investors make
decisions and communicate their ESG
performance. Here are some of the ways
that ESG intelligence technology is shaping
capital markets:
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« Capital raising: ESG performance
is increasingly becoming a factor in
capital raising. Investors are seeking to
invest in companies that have strong
ESG performance. Companies that
demonstrate their ESG performance are
more likely to attract investment capital

and may have an easier time raising
capital. ESG intelligence technology can
help investors and companies identify
ESG opportunities and evaluate the ESG
performance of potential investment
targets.



« Identification of risks: ESG intelligence
technology plays a critical role in capital
markets by providing investors with
the information and tools they need to
make informed investment decisions.
ESG intelligence technology can help
investors identify potential risks and
opportunities that may not be captured
by traditional financial analysis. For
example, technologies like ESG artificial
intelligence can recognise companies
well-positioned to benefit from
transitioning to a low-carbon economy
and identifying companies at risk from

environmental or social factors.

Public benefit and social impact:
Investors increasingly seek investment
opportunities that generate positive
social and environmental impacts. This
is reflected in the growing popularity
of impact investing and sustainable
finance. ESG intelligence technology
can help investors identify companies
that are creating public benefits
through their business operations, as
well as to evaluate the impact of their

investments.

Boardroom decision-making: ESG
issues are increasingly becoming a topic
of discussion in the boardroom. Boards

of directors recognise the importance
of ESG performance to their companies’
long-term success and are taking

steps to integrate ESG considerations
into their decision-making processes.
ESG intelligence technology can help
boards of directors to evaluate the ESG
performance of their companies, as
well as identify areas where they can
improve.

Promoting transparency: ESG
intelligence technology also contributes
to transparency and accountability in
capital markets by making ESG data

and analytics accessible to investors.
This fosters better ESG reporting and
disclosure by companies, which in

turn promotes more standardised

and comparable ESG data. As a result,
investors can make more informed

decisions.

Better communication: ESG
intelligence technology can also help

to promote engagement and dialogue
between companies and their investors.
By providing a better understanding of
a company’s ESG performance, investors
can engage with companies on ESG

issues and encourage improvements

in ESG performance. This can lead to

better relationships between companies
and their investors and can help to
improve ESG performance over time.

Diversity and inclusion: Social bonds
are becoming increasingly popular as

a way for companies to raise capital

for social and environmental projects.
These bonds are typically linked to
specific ESG performance targets and
are used to finance projects such as
affordable housing, renewable energy,
and clean water. ESG intelligence
technology can help companies to
identify social and environmental
projects that are likely to attract
investment capital, as well as to evaluate
the ESG performance of these projects.
Additionally, intelligence technology
can help companies monitor and
improve their diversity and inclusion
initiatives.

ESG intelligence technology also addresses
the challenges of standardisation and
comparability in ESG data and the
potential for greenwashing. As the demand
for ESG investing continues to grow, ESG
intelligence technology will likely gain

more importance in capital markets.
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Conclusion

ESG intelligence technology has emerged
as a vital tool in today’s capital markets.
The increasing awareness of industrial
impact on the environment and society
has demanded more sustainable and
socially responsible investment options.
ESG intelligence technology enables
investors to evaluate companies based
on their ESG performance and align their

investments with their values. At the same
time, businesses are also recognising the
importance of managing ESG risks and
opportunities to ensure long-term success
and preserve their reputation. Advanced
technologies like Al, NLP, and data analytics
in ESG intelligence solutions have made it
easier to collect, process, and analyse data,
resulting in more informed and accurate

decision-making. With ESG considerations
gaining more importance in the capital
markets, ESG intelligence technology will
play a critical role in enabling investors
and businesses to make more informed
decisions, driving sustainable and
responsible growth for the future.

* For organizations on the digital transformation journey, agility is key in responding to a rapidly changing technology and business landscape. Now more

than ever, it is crucial to deliver and exceed on organizational expectations with a robust digital mindset backed by innovation. Enabling businesses to sense,
learn, respond, and evolve like a living organism, will be imperative for business excellence going forward. A comprehensive, yet modular suite of services is
doing exactly that. Equipping organizations with intuitive decision-making automatically at scale, actionable insights based on real-time solutions, anytime/
anywhere experience, and in-depth data visibility across functions leading to hyper-productivity, Live Enterprise is building connected organizations that are
innovating collaboratively for the future.

Infosys

For more information, contact infosysbpm@infosys.com Navigate your next

© 2023 Infosys Limited, Bengaluru, India. All Rights Reserved. Infosys believes the information in this document is accurate as of its publication date; such information is subject to change without notice. Infosys
acknowledges the proprietary rights of other companies to the trademarks, product names and such other intellectual property rights mentioned in this document. Except as expressly permitted, neither this
documentation nor any part of it may be reproduced, stored in a retrieval system, or transmitted in any form or by any means, electronic, mechanical, printing, photocopying, recording or otherwise, without the prior
permission of Infosys Limited and/ or any named intellectual property rights holders under this document.

Infosysbpm.com stayconnected W [I] ©


mailto:infosysbpm@infosys.com
https://www.infosysbpm.com/
https://twitter.com/infosysbpm
https://www.linkedin.com/company/infosys-bpm
https://www.linkedin.com/company/infosys-bpm
https://www.linkedin.com/company/infosys-bpm
https://www.youtube.com/c/infosysbpm
https://www.infosysbpm.com/industries/financial-services/service-offerings/capital-markets.html
https://www.youtube.com/c/infosysbpm

