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EXECUTIVE SUMMARY 
 
This report has been prepared for IFC by TERI-Europe to (a) determine the current state of 
development of sustainable investment in India and (b) develop recommendations on future 
interventions by IFC and/or other actors to stimulate the market.   
 
TERI-Europe estimates that the total stock of investment in Indian equities where the investment 
strategy includes a strong focus on environmental, social and governance (ESG) considerations is 
approximately US$1 billion at the current time.  This is almost entirely composed of investment by 
foreign institutional investors (FIIs). 
 
India has limited domestic sustainable investment market or infrastructure in the listed equity space.  
¢ƘŜ ŎƻǳƴǘǊȅΩǎ ŦƛǊǎǘ ŀƴŘ ǎƻ ŦŀǊ ƻƴƭȅ ǊŜǘŀƛƭ {wL Ƴǳǘǳŀƭ ŦǳƴŘ ǿŀǎ ƭŀǳƴŎƘŜŘ ōȅ !.a !awh ƛƴ aŀǊŎƘ нллт 
and raised the equivalent of approximately US$12 million.  The fund - which is now managed by Fortis 
following the 2008 break-up of ABN AMRO ς has performed respectably compared to its BSE200 
benchmark, but its size today is only US$2.6 million due to redemptions and the sharp fall in the stock 
ƳŀǊƪŜǘΦ  ¢ƘŜ ŦǳƴŘΩǎ 9{D ƳŜǘƘƻŘƻƭƻƎȅ ƛǎ ǊŜƭŀǘƛǾŜƭȅ ōŀǎƛŎΦ  ¢ƘŜ LC/-backed S&P ESG India Index, 
launched in January 2008, represents an important step forward but at this early stage has not yet 
ƘŀŘ ŀ ŘƛǎŎŜǊƴŀōƭŜ ƛƳǇŀŎǘ ƻƴ ǘƘŜ ƳŀǊƪŜǘΦ  ¢ƘŜǊŜ ƛǎ ƭƛǘǘƭŜ ƛƴǘŜǊŜǎǘ ƛƴ ǎǳǎǘŀƛƴŀōƭŜ ƛƴǾŜǎǘƳŜƴǘ ƛƴ LƴŘƛŀΩǎ 
rapidly growing mutual fund and life insurance market at the current time.  For complex reasons that 
are explained in the report, Indian pension funds are not significant in the agenda addressed by this 
report. 
 
The enabling environment for sustainable investment in Indian listed equities is currently weak.  
Despite some notable exceptions from companies such as HSBC, CLSA, Trucost, KLD and Innovest, ESG 
research coverage is still relatively limited.  Numerous organisations, such as TERI, the Confederation 
of Indian Industry (CII), the UN Global Compact and IFC itself, are active in promoting corporate 
responsibility and sustainability reporting.  ESG transparency and disclosure by Indian companies in 
the form of corporate sustainability reports and responses to the Carbon Disclosure Project are slowly 
improving, but from a very low starting point.   
 
However, there is relatively strong and growing interest in ESG risks and opportunities amongst 
LƴŘƛŀΩǎ CLLǎΣ ǿƘƻ ƛƴŎƭǳŘŜ /ƛǘƛƎǊƻǳǇΣ 5ŜǳǘǎŎƘŜ .ŀƴƪΣ I{./ ŀǎ ǿŜƭƭ ŀǎ ƭŀǊƎŜ ǇŜƴǎƛƻƴ ŦǳƴŘǎ ǎǳŎƘ ŀǎ 
CalPERS, APB and PGGM and asset managers such as F&C and Colonial First State.  Many of these 
stakeholders are signatories to the UN Principles for Responsible Investment (UNPRI), which has also 
indicated its interest in working in India.  An additional positive feature is that the National Stock 
Exchange of India (NSE) has committed to take some leadership in raising ESG awareness among 
Indian companies and domestic investors and to brokering a dialogue on these issues between the 
business community and FIIs.  NSE and TERI-Europe are cooperating with UNPRI on plans to take this 
ŦƻǊǿŀǊŘ ƭŀǘŜǊ ƛƴ нллф ǘƘǊƻǳƎƘ ŀ ά{ǳǎǘŀƛƴŀōƭŜ LƴǾŜǎǘƳŜƴǘ ƛƴ LƴŘƛŀέ ŎŀǇƛǘŀƭ ƳŀǊƪŜǘǎ ŜǾŜƴǘΦ 
 
[ŜǾŜǊŀƎƛƴƎ ǘƘƛǎ CLLκ¦btwL ƛƴǘŜǊŜǎǘ ŀƴŘ b{9Ωǎ ƻŦŦŜǊ ǘƻ Ǉƭŀȅ ŀ ƭƻŎŀƭ ŎƻƴǾŜƴƛƴƎ ǊƻƭŜ ǊŜǇǊŜǎŜƴǘǎ ǘƘŜ ōŜǎǘ 
straǘŜƎȅ ŦƻǊ ŘŜǾŜƭƻǇƛƴƎ LƴŘƛŀΩǎ ǎǳǎǘŀƛƴŀōƭŜ ƛƴǾŜǎǘƳŜƴǘ ƳŀǊƪŜǘ ƛƴ ǘƘŜ ǎƘƻǊǘ- to medium-term, and will 
provide a much stronger platform for the longer-term challenge of promoting sustainable investment 
to domestic investors.  For the short to medium term, we therefore recommend a strategy that is 
based on:   
 
Á Helping FIIs to define and prioritise the key issues of common concern in relation to ESG risks 

and opportunities in India. 
 
Á CǳǊǘƘŜǊ ƳŜŀǎǳǊŜƳŜƴǘ ƻŦ ǘƘŜ ƎŀǇ ōŜǘǿŜŜƴ CLLǎΩ ƴŜŜŘǎκŜȄǇŜŎǘŀǘƛƻƴǎ ŀƴŘ ǘƘŜ ŎǳǊǊŜƴǘ ability of 

the Indian market to meet these parameters. 
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Á Identification of measures that FIIs could/should take themselves to address these gaps, in 
particular the opportunity to make greater use of (or further develop) existing ESG research, 
information and analytical resources. 

 
Á Raising awareness amongst domestic financial institutions through e.g. roundtable meetings 

hosted by NSE and opportunities to network with FIIs. 
 
Á Establishment of effective mechanisms for FIIs to engage on an on-going basis with the 

Indian business and investment community at a strategic level.  
 
Á Enabling Indian corporations to get a better understanding of how and why they can address 

the ESG issues framed by FIIs, including more effective linkages back to existing 
implementation resources offered by organisations such as TERI, CII, GRI, etc. 

 
Á To reinforce the upside to Indian corporations, the strategy should also explicitly provide 

opportunities for them to increase their profile with FIIs and analysts. 
 
A key part of such a strategy is to convene interested FIIs and achieve some degree of critical mass, 
agreement on key issues, and organisation.  UNPRI is an obvious candidate for this mobilisation role 
and the Emerging Market Disclosure Project (EMDP) should also play into the mix.  However, it will be 
important to open the process to FIIs that are not currently UNPRI signatories, such as Citigroup and 
CLSA Asia-Pacific.  For this reason, one option that could be considered is a convening process that is 
co-owned by UNPRI and IFC.   
 
The second key part of this strategy is to facilitate interaction between FIIs and Indian corporations 
that is business focused, adds value and will achieve real change.  The way that interaction between 
these two groups is packaged and facilitated will be crucial to its credibility and outcomes:  in 
particular, the right Indian entities must be involved and at the current time the clearest candidate in 
this respect is NSE.  
 
Whilst the main focus of this strategy is on FIIs, domestic investors should also be given opportunities 
and reasons to participate.  Whilst uptake may be modest, at least in the short- to medium-term, the 
process will help to raise awareness and may encourage some entrepreneurial ideas to emerge from 
the mutual fund and life insurance sector.  Longer-term initiatives aimed at domestic stakeholders 
could include: 
 
Á Public policy engagement with government agencies such as the Securities and Exchange 

Board of India (SEBI), the Pension Fund Regulatory and Development Authority (PFDRA) and 
the Insurance Regulatory and Development Authority (IRDA), with the ultimate goal of 
incorporating ESG factors into their guidelines.     

 
Á Raise awareness and encouraging thinking about integration of ESG issues in the mutual fund 

and life insurance industries.  One way to do this is by facilitating dialogue with FIIs who are 
investing in India and have a more advanced ESG agenda.  Another possibility could be to 
commission market research (perhaps in cooperation with AMFI) on retail and HNW investor 
attitudes to sustainable investment.  

 
Á Direct high-level engagement with key Indian business leaders and the main families that 

control large parts of the Indian private sector.  Identifying the key individuals and the best 
tactics for getting their interest would require additional research that is beyond the scope 
of this report. 

 
In contrast to the situation in the listed equity market, there is a growing interest by the private 
equity industry in India to exploit opportunities in the sustainability space. The growth of PE funds in 
general and venture capital in particular is encouraging from a sustainability perspective since the 
ownership structure of this asset class has the potential to ensure that ESG issues can be successfully 
integrated into management systems provided of course that there is a willingness to do so.   
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The examples of Actis, IL&FS, IDFC private equity, and YES Bank private equity as well as the New 
Ventures India programme are especially encouraging, as all of these aim to be commercially 
successful while generating environmental and social returns from their investments. The need of the 
hour is to replicate these examples and assist the sector in developing these models further and 
faster.  Potential measures to facilitate this include:  
 
Á Training GPs on integrating ESG issues into mainstream investment analysis through the 
ŘŜǾŜƭƻǇƳŜƴǘ ƻŦ ŀǇǇǊƻǇǊƛŀǘŜ ƳŀƴŀƎŜƳŜƴǘ ǎȅǎǘŜƳǎΦ  LC/Ωǎ tŜǊŦƻǊƳŀƴŎŜ {ǘŀƴŘŀǊŘǎ ŦƻǊ ǇǊƛǾŀǘŜ 
equity funds and the Actis model both provide good examples. 

 
Á Making tools and training available to the sector on calculation of social returns and 

integrating this into financial analysis. 
 
Á Training to help LPs interface with GPs on ESG issues, in collaboration with UNPRI and its 

private equity work stream. 
 
Á Strengthening capacity and good practice guidelines for disclosure and reporting on ESG 

issues in response to the increased demand for transparency. 
 
Á Working with the Green Investor Network to promote investments in clean technology, 

renewables and social enterprises. 
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1.  INTRODUCTION 
 

Objectives 
 
This report has been prepared by TERI-Europe for the International Finance Corporation (IFC) in 
accordance with Terms of Reference agreed in July 2008.  The report has the following objectives: 
 
Á To determine the current state of development of sustainable investment in India by 

measuring the market on a number of indicators; and 
 
Á To establish the feasibility of interventions to stimulate the market further and make 
ǊŜŎƻƳƳŜƴŘŀǘƛƻƴǎ ŦƻǊ ǘƘŜ ŀǇǇǊƻǇǊƛŀǘŜ ŘŜǾŜƭƻǇƳŜƴǘ ǇŀǘƘ ŦƻǊ LƴŘƛŀΩǎ sustainable investment 
market. 

 
The report was commissioned by the Sustainable Investing Program of the Sustainability Business 
LƴƴƻǾŀǘƻǊ ƛƴ LC/Ωǎ 9ƴǾƛǊƻƴƳŜƴǘ ϧ {ƻŎƛŀƭ 5ŜǾŜƭƻǇƳŜƴǘ 5ŜǇŀǊǘƳŜƴǘΦ  Lǘ ŦƻǊƳǎ ǇŀǊǘ ƻŦ ŀ ǿƛŘŜǊ LC/ 
project that includes similar assessments of the sustainable investment markets of Brazil, China and 
South Africa.   In addition to the current report, TERI-Europe is also responsible for the Brazilian study. 
 
The current report builds on and updates TERI-9ǳǊƻǇŜΩǎ aŀȅ нллт ǊŜǇƻǊǘ SI

2
: Sustainable Investment 

in India, which was sponsored by the UK Foreign & Commonwealth Office.   It has been prepared 
based on comprehensive desk research together with extensive field interviews conducted by Dan 
Siddy and Ritu Kumar in Mumbai and New Delhi over the period November 2008 ς January 2009. 

Scope 
 
¢ƘŜ ǘŜǊƳ άǎǳǎǘŀƛƴŀōƭŜ ƛƴǾŜǎǘƳŜƴǘέ Ŏŀƴ ƳŜŀƴ ŘƛŦŦŜǊŜƴǘ ǘƘƛƴƎǎΦ  Lƴ ǘƘŜ ƛƴǘŜǊŜǎǘǎ ƻŦ ŎƭŀǊƛǘȅΣ ǘƘŜ ǎŎƻǇŜ ƻŦ 
άǎǳǎǘŀƛƴŀōƭŜ ƛƴǾŜǎǘƳŜƴǘέ ŀǎ ŎƻǾŜǊŜŘ ƛƴ ǘƘƛǎ ǊŜǇƻǊǘ ƛǎ ŘƻƳŜǎǘƛŎ ŀƴŘ ŦƻǊŜƛƎƴ ƛƴǾŜǎǘƳŜƴǘ ƛƴ LƴŘƛŀΩǎ 
publicly quoted companies using strategies that take environmental and social (sometimes combined 
with governance) issues into consideration.  This includes negative screening, positive screening, best-
in-ŎƭŀǎǎΣ ǎƘŀǊŜƘƻƭŘŜǊ ŀŎǘƛǾƛǎƳ ŀƴŘ ǎƛƳƛƭŀǊ άǎƻŎƛŀƭƭȅ ǊŜǎǇƻƴǎƛōƭŜ ƛƴǾŜǎǘƳŜƴǘέ ǎǘȅƭŜǎΣ ǘƻƎŜǘƘŜǊ ǿƛǘƘ 
άƛƴǘŜƎǊŀǘŜŘέ ŀǇǇǊƻŀŎƘŜǎ ǎǳŎƘ ŀǎ ŜƴƎŀƎŜƳŜƴǘ ŀƴŘ ƴƻƴ-financial risk analysis. 
 
Private equity and venture capital funds investing in India are a secondary focus of this study.  
Specifically, the report covers (a) the use of environmental/social due diligence policies and 
ǇǊƻŎŜŘǳǊŜǎ ōȅ άƳŀƛƴǎǘǊŜŀƳέ ǇǊƛǾŀǘŜ Ŝǉǳƛǘȅ ŀƴŘ ǾŜƴǘǳǊŜ ŎŀǇƛǘŀƭ ŦǳƴŘǎ όōύ ǇǊƛǾŀǘŜ Ŝǉǳƛǘȅ ŀƴŘ ǾŜƴǘǳǊŜ 
capital funds that are based on sustainability themes such as clean technology and climate change. 
 
The report does not cover other segments of the sustainable finance and investment market such as 
the Equator Principles, ESG-related banking products or microfinance.  As context, however, it is 
essential to note that microfinance is a strong feature of the Indian capital market and, whilst no 
Indian banks have adopted the Equator Principles, many of them have alternative social and 
environmental risk management systems and several are active in promoting sustainability-related 
financial services and banking products in areas such as carbon credits, access to finance and 
alternative energy. 
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A snapshot in time 
 
This report must be seen in the context of the global financial crises that have unfolded during 2008 ς 
and will continue to evolve for the foreseeable future - following the emergence of problems in the 
US sub-prime mortgage market in 2007.   
 
¢ƘŜ ŀǳǘƘƻǊǎ ƘŀǾŜ ŘƻƴŜ ǘƘŜƛǊ ōŜǎǘ ǘƻ ǇǊŜǎŜƴǘ ŀƴ ŀŎŎǳǊŀǘŜ ŀƴŘ ōŀƭŀƴŎŜŘ ΨǎƴŀǇǎƘƻǘΩ ƻŦ LƴŘƛŀΩǎ 
sustainable investment market in this fast-changing and turbulent environment and to frame 
conclusions and recommendations that will hold their currency for the next 6-12 months.  We have 
sought to use the most up-to-date data available, but acknowledge that some of the information and 
corresponding analysis contained in this report may have an unavoidably short shelf life in these 
exceptional circumstances. 

Exchange rates used 
 
Unless otherwise stated, the exchange rate used in this report is Rs 48.71 to the US$ (the rate 
prevailing as of February 10, 2009).  

Structure of the report 
 
As important context for the rest of the report, Chapter 2 provides an overview of the main findings 
from TERI-9ǳǊƻǇŜΩǎ aŀȅ нллт ǊŜǇƻǊǘΦ  /ƘŀǇǘŜǊ о ǘƘŜƴ ŘŜƭƛǾŜǊǎ ŀ ōǊƛŜŦ ƻǾŜǊǾƛŜǿ ƻŦ LƴŘƛŀΩǎ ŘŜǾŜƭƻǇƳŜƴǘ 
profile, economy and stock markets, along with a summary of the key industries and companies that 
are traded on the stock market. More detailed information on these issues is provided in Appendix A.  
Chapter 4 adds to the context for sustainable investment in India through a short discussion on ESG 
value drivers in India, including the National Action Plan on Climate Change. 
 
Chapter 5 sets out detailed information on current sustainable investment activity in India, beginning 
with the S&P ESG India Index and then dealing in turn with foreign institutional investors and 
different segments of the domestic investment community, including the Fortis Sustainable 
5ŜǾŜƭƻǇƳŜƴǘ CǳƴŘΦ  /ƘŀǇǘŜǊ р ŀƭǎƻ ƛƴŎƭǳŘŜǎ ƛƴŦƻǊƳŀǘƛƻƴ ƻƴ LƴŘƛŀΩǎ ǇǊƛǾŀǘŜ Ŝǉǳƛǘȅ ƳŀǊƪŜǘ ŀƴŘ ǊŜƭŀǘŜŘ 
ESG trends.   
 
The enabling environment for sustainable investment in India is analysed in Chapter 6, which focuses 
on ESG transparency and disclosure; the availability of research, indices and rating services; and key 
organisations that are likely to be relevant to any future work to develop sustainable investment in 
India.  This includes information on an upcoming initiative by the National Stock Exchange of India 
(NSE), UNPRI and other partners that is likely to be one of the key developments in 2009 in this 
respect. 
 
Finally, Chapter 7 provides a forward-looking discussion on the current status of sustainable 
investment in India and the prospects for future market development.   Chapter 7 concludes with a 
number of recommendations that focus on strategies for making further progress in both the listed 
equity and private equity sectors. 
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2.  BACKGROUND 
 

Previous analysis by TERI-Europe 
 
TERI-9ǳǊƻǇŜΩǎ aŀȅ нллт ǊŜǇƻǊǘ evaluated the strategic importance of sustainable investment in India 
(focusing solely on portfolio investment in publicly quoted companies) and provided a critical analysis 
of strengths and weaknesses at that time.  ¢ƘŜ ǊŜǇƻǊǘΩǎ ŎƻƴŎƭǳǎƛƻƴǎ can be summarised as follows: 
 
Á Good ESG investment practice will continue to rise up the agenda of an increasingly large 

cross-section of investors, especially foreign institutional investors, who will continue to seek 
long-term opportunities in an increasing universe of investable emerging markets. This is 
especially relevant to carbon reduction opportunities and climate change adaptation costs. 

 
Á ESG and sustainable development issues in India generally will become more pronounced and 

will have a higher profile in public, media, NGO and government circles.  ESG problems 
related to Indian, Chinese and other emerging market companies will also become more 
frequent, more acute, more visible and more likely to be associated with shareholder value 
ŘŜǎǘǊǳŎǘƛƻƴΦ !ƭǊŜŀŘȅΣ ǘƘŜ ŎƭƛƳŀǘŜ ƛƳǇŀŎǘǎ ƻŦ LƴŘƛŀ ŀƴŘ /ƘƛƴŀΩǎ ƎǊƻǿǘƘ ƘŀǾŜ ōŜŎƻƳŜ ŀ ƳŀƧƻǊ 
concern to governments and NGOs. 

 
Á Investors will become increasingly discriminating about investment in India and other 

emerging markets, especially if (or when) those markets cycle into more bearish conditions.  
ESG issues will become an increasingly important feature in such investment decisions.  They 
will also become more prominent in ownership decisions affecting Indian and other emerging 
market companies, including shareholder engagement and voting practices.   

 
Á There will be corresponding pressure for greater transparency, disclosure and analysis of ESG 

issues associated with emerging market companies, which is likely to widen informational 
inefficiencies.  Many Indian companies are likely to struggle with these new demands, as they 
are unused to ESG reporting.  In addition, although the S&P ESG India Index is an important 
development, the information & research infrastructure for sustainable investment is still 
very limited and immature in India compared to Brazil, South Africa and even China.  

 
Á ESG issues in India and sustainable investment trends globally are also creating important up-

side opportunities that can be capitalised upon.  Many investors are now allocating very large 
amounts of capital to new sustainable finance markets ranging from carbon finance, clean 
technology and sustainable energy to microfinance, social enterprise and venture 
philanthropy. 

 
Overall, the May 2007 report concluded that India was relatively unprepared for foreign sustainable 
ƛƴǾŜǎǘƳŜƴǘ ŀƴŘ ǘƘŀǘ ǘƘƛǎ ǎƘƻǳƭŘ ōŜ ǎŜŜƴ ŀǎ ŀ ǎǘǊŀǘŜƎƛŎ Ǌƛǎƪ ǘƻ ǘƘŜ ŎƻǳƴǘǊȅΩǎ Ǝƭƻōŀƭ ŎƻƳǇŜǘƛǘƛǾŜƴŜǎǎ ŀƴŘ 
sustainable development.    
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3.  COUNTRY OVERVIEW 
 

Development Profile 
 
!ǇǇŜƴŘƛȄ ! ǇǊƻǾƛŘŜǎ ƛƴŦƻǊƳŀǘƛƻƴ ƻƴ ƪŜȅ ŘŜǾŜƭƻǇƳŜƴǘ ƛƴŘƛŎŀǘƻǊǎ ƛƴ LƴŘƛŀ ŀƴŘ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ǇǊƻƎǊŜǎǎ 
towards the Millennium Development Goals (MDGs). 
 

Economy 
 
.ŀǎŜŘ ƻƴ ǘƘŜ LaCΩǎ нллу ŜǎǘƛƳŀǘŜǎ ƻŦ ǿƻǊƭŘǿƛŘŜ D5tΣ LƴŘƛŀ ƛǎ ǘƻŘŀȅ ǘƘŜ ǿƻǊƭŘΩǎ 12th largest economy 
(Figure 1).   
 
India's diverse economy encompasses traditional village farming, modern agriculture, handicrafts, a 
wide range of modern industries, and a multitude of services.  Services are the major source of 
economic growth, accounting for more than half of India's output with less than one third of its labor 
force.   
 
About three-fifths of the work force is in agriculture, leading the United Progressive Alliance (UPA) 
government to articulate an economic reform program that includes developing basic infrastructure 
to improve the lives of the rural poor and boost economic performance.  
 
 
Figure 1: The world's 20 largest economies (source: IMF) 
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The government has reduced controls on foreign trade and investment.  Higher limits on foreign 
direct investment were permitted in a few key sectors, such as telecommunications.  However, tariff 
spikes in sensitive categories, including agriculture, and incremental progress on economic reforms 
still hinder foreign access to India's vast and growing market.  Privatization of government-owned 
industries remains stalled and continues to generate political debate; populist pressure from within 
the UPA government and from its Left Front allies continues to restrain needed initiatives.  
 
India's trade deficit widened to US$79.1 billion in 2007 in balance-of-payments terms, from US$62.1 
billion in 2006.  Exports performed strongly in 2007, rising by 23 per cent to US$151.3 billion, but 
imports jumped by 25 per cent to US$230.5 billion, largely owing to higher international oil prices and 
strong demand for industrial inputs and consumer goods.  China overtook the US as India's largest 
trade partner in 2007/08. 
 
The economy has posted an average growth rate of more than 7% in the decade since 1997, reducing 
poverty by about 10 percentage points.  India achieved 8.5% GDP growth in 2006, 9.0% in 2007, and 
7.3% in 2008, significantly expanding production of manufactures. India is capitalizing on its large 
numbers of well-educated people skilled in the English language to become a major exporter of 
software services and software workers. Economic expansion has helped New Delhi continue to make 
progress in reducing its federal fiscal deficit. However, strong growth combined with easy consumer 
credit and a real estate boom fueled inflation concerns in 2006-08, leading to a series of central bank 
interest rate hikes that have slowed credit growth and eased inflation concerns. The huge and 
growing population is the fundamental social, economic, and environmental problem. 
 
 
 
 
Figure 2:  India GDP growth trends (source: IMF) 
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Private capital flows 
 
Net debt and equity inflows to developing countries increased by US$269 billion in 2007 to reach a 
record US$1.0о ǘǊƛƭƭƛƻƴΣ ŀŎŎƻǊŘƛƴƎ ǘƻ ǘƘŜ ²ƻǊƭŘ .ŀƴƪΩǎ Global Development Finance 2008 report.  This 
marks five consecutive years of strong gains in net private flows, which averaged over 44 per cent a 
year (however, much of the increase in dollar terms reflects the depreciation of the US$ against most 
other currencies).  The rapid expansion in private flows reflects strong gains in both equity and debt 
components.  Net (foreign direct and portfolio) equity inflows reached an estimated US$616 billion in 
2007 (Figure 3), equal to a record 4.5 percent of GDP, up from 4.1 per cent in 2006.  Figure 3 also 
illustrates how portfolio equity inflows have become increasingly important since the turn of the 
millennium. 
 
Figures 4 and 5 provide information on private capital flows into India.  Net foreign portfolio 
investment has increased significantly since 2004 and by the end of 2007 was approximately US$ 30 
billion, almost on a par with net FDI flows.  India received approximately 20 per cent of all net 
portfolio flows to emerging markets that year. 
 
Figure 3: Net equity flows to developing countries (source: World Bank Global Development Finance 
2008) 

 
Figure 4:  FDI and foreign portfolio investment in India: flows (source: RBI) 
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Figure 5:  India's share of net portfolio equity flows to developing countries (sources: RBI; World 
Bank Global Development Finance 2008) 

 
 

The stock markets 

Market size 
 
India has two main stock exchanges, the Bombay Stock Exchange (BSE) and the National Stock 
Exchange of India (NSE).  The BSE is the 14th largest market in the world by market capitalization, 
while NSE follows closely behind in 16

th
 place (Figure 6).    

 
In common with almost all other markets, LƴŘƛŀΩǎ market capitalisation has experienced a sharp 
decrease in the last 12 months as a result of the global economic crisis and the worldwide fall in 
equity prices (Figure 7).  As of the end of November 2008, the market value of BSE and NSE listed 
companies came to US$600 billion.   
 
Table 1 shows the country weighting for India in the three main emerging market indices published by 
C¢{9Σ a{/L ŀƴŘ {ǘŀƴŘŀǊŘ ϧ tƻƻǊΩǎΦ  ¢ƘŜ ǘŀōƭŜ ƛƴŎƭǳŘŜǎ Řŀǘŀ ŦƻǊ .ǊŀȊƛƭ ŦƻǊ ŎƻƳǇŀǊƛǎƻƴΦ 
 
 
Table 1:  Country weighting in key emerging market indices 

Index BRAZIL INDIA Reporting date 

FTSE All-World Emerging Index 14.59% 9.97% Jan 14, 2009 

MSCI Emerging Market Index 13.36% 6.65% Jan 14, 2009 

S&P/IFCI Composite Index 12.78% 7.13% Nov 30, 2008 
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Figure 6:  Domestic market capitalisation of the world's 20 largest exchanges (USD millions) (source: 
World Federation of Exchanges) 

 
 
 
 
Figure 7:  Domestic market capitalisation of BSE and NSE (source: World Federation of Exchanges) 
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Key companies and industries 
 
Table 2 lists all the ŎƻƳǇŀƴƛŜǎ ƛƴ ǘƘŜ {ŜƴǎŜȄΣ ǘƘŜ ƳŀǊƪŜǘΩǎ Ƴŀƛƴ ōŜƴŎƘƳŀǊƪ ƛƴŘŜȄΦ   
 
The five industrial sectors with the highest market value are petrochemicals (23 per cent); 
manufacturing (23 per cent); infrastructure (17 per cent); telecommunications (9 per cent); and 
banking (9 per cent) (Figure 8).   
 
 
Figure 8Υ  LƴŘǳǎǘǊȅ ōǊŜŀƪŘƻǿƴ ƻŦ Ψ¢ƻǇ рлΩ b{9-listed companies by market cap (source: NSE) 
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Table 2:  Sensex companies 

Company Industry 
S&P ESG 

India Index 
Market cap 
US$ million 

ACC Ltd. Housing Related  ̧  2,118  

Bharat Heavy Electricals Ltd. Capital Goods   14,194  

Bharti Airtel Ltd. Telecom  ̧  25,348  

DLF Ltd. Housing Related   5,462  

Grasim Industries Ltd. Diversified   2,539  

HDFC Finance  ̧  8,911  

HDFC Bank Ltd. Finance   8,132  

Hindalco Industries Ltd. Metal, Metal Products & Mining  ̧  1,576  

Hindustan Unilever Ltd. FMCG  ̧  11,569  

ICICI Bank Ltd. Finance  ̧  9,629  

Infosys Technologies Ltd. Information Technology  ̧  14,794  

ITC Ltd. FMCG  ̧  13,798  

Jaiprakash Associates Ltd. Housing Related  ̧  1,775  

Larsen & Toubro Limited Capital Goods   8,198  

Mahindra & Mahindra Ltd. Transport Equipments  ̧  1,554  

Maruti Suzuki India Ltd. Transport Equipments   3,640  

NTPC Ltd. Power  ̧  30,470  

ONGC Ltd. Oil & Gas   30,511  

Ranbaxy Laboratories Ltd. Healthcare   1,836  

Reliance Communications Limited Telecom   7,307  

Reliance Industries Ltd. Oil & Gas  ̧  43,678  

Reliance Infrastructure Ltd. Power  ̧  2,572  

State Bank of India Finance   15,113  

Sterlite Industries (India) Ltd. Metal, Metal Products & Mining   3,912  

Sun Pharmaceutical Industries Ltd. Healthcare   4,701  

Tata Consultancy Services Limited Information Technology  ̧  10,230  

Tata Motors Ltd. Transport Equipments   1,436  

Tata Power Company Ltd. Power  ̧  3,615  

Tata Steel Ltd. Metal, Metal Products & Mining  ̧  2,782  

Wipro Ltd. Information Technology  ̧  6,679  

 
 
 

Capital raising 
 
The amount of capital raised on stock exchanges by Indian companies through the issuance of new 
and secondary equity offerings has increased significantly over the last three to four years (Figures 9 
and 10).  Although the number of IPOs has increased since 2005 and reached a record high in 2007, 
the longer-term trend is dominated by secondary public offerings. 
 
Table 3 provides details of Indian IPO and secondary public offerings in 2007 and 2008.  New deals 
since June 2008 have all but dried up as a consequence of wider economic conditions.   
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Figure 9:  Capital raised by share issues on BSE and NSE (US$ millions) (source: World Federation of 
Exchanges) 

 
 
 
 
 
Figure 10:  New listings on BSE and NSE (source: World Federation of Exchanges) 
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Table 3:  Top 30 IPOs, 2007-2008 (source: NSE) 

Company Industry Date Rs crore US$ million 

Reliance Power Limited  Infrastructure  11-Feb-08 11563.20 2,373.89 

DLF Limited  Infrastructure  05-Jul-07 9187.50 1,886.16 

Power Grid Corporation of India Limited  Infrastructure  05-Oct-07 2984.45 612.70 

Mundra Port and Special Economic Zone Limited  Services  27-Nov-07 1771.00 363.58 

Housing Development and Infrastructure Limited  Infrastructure  24-Jul-07 1707.75 350.60 

Rural Electrification Corporation Limited  Finance  12-Mar-08 1639.26 336.53 

IRB Infrastructure Developers Limited  Infrastructure  25-Feb-08 944.57 193.92 

Puravankara Projects Limited  Infrastructure  30-Aug-07 856.28 175.79 

Central Bank of India  Banks  21-Aug-07 816.00 167.52 

Brigade Enterprises Limited  Infrastructure  31-Dec-07 745.62 153.07 

IVR Prime Urban Developers Limited  Infrastructure  16-Aug-07 721.65 148.15 

Edelweiss Capital Limited  Finance  12-Dec-07 691.86 142.04 

Omaxe Limited  Infrastructure  09-Aug-07 605.94 124.40 

Fortis Healthcare Limited  Miscellaneous  09-May-07 496.76 101.98 

Future Capital Holdings Limited  Finance  01-Feb-08 491.34 100.87 

OnMobile Global Limited  Petrochemicals  19-Feb-08 479.62 98.46 

BGR Energy Systems Limited  Manufacturing  03-Jan-08 438.53 90.03 

Maytas Infra Limited  Infrastructure  25-Oct-07 327.45 67.22 

Jyothy Laboratories Limited  Pharmaceuticals  19-Dec-07 305.69 62.76 

Kolte - Patil Developers Limited  Infrastructure  13-Dec-07 275.54 56.57 

Motilal Oswal Financial Services Limited  Finance  11-Sep-07 246.07 50.52 

Advanta India Limited  FMCG  19-Apr-07 216.32 44.41 

Empee Distilleries Limited  FMCG  26-Nov-07 192.20 39.46 

Consolidated Construction Consortium Limited  Infrastructure  15-Oct-07 188.70 38.74 

Binani Cement Limited  Manufacturing  28-May-07 153.75 31.56 

Take Solutions Limited  Information Technology  27-Aug-07 153.30 31.47 

Shriram EPC Limited  Infrastructure  20-Feb-08 150.00 30.79 

Koutons Retail India Limited  Manufacturing  12-Oct-07 146.26 30.03 

Religare Enterprises Limited  Finance  21-Nov-07 140.16 28.77 

GSS America Infrastructure Projects Limited  Information Technology  07-Mar-08 139.90 28.72 

Note:  FMCG = Fast Moving Consumer Goods 
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Performance and market participants 
 
Figure 11 compares the performance of LƴŘƛŀΩǎ ōŜƴŎƘƳŀǊƪ ƛƴŘŜȄΣ ǘƘŜ {ŜƴǎŜȄ, with that of the MSCI 
Emerging Market Index (MSCI EM) over the last three years.  The Sensex steadily gained in value over 
the 2006-2007period and reached a record high in December 2007.  Table 4 provides a breakdown of 
the different categories of market participant. 
 
 
Figure 11:  Sensex performance compared to MSCI Emerging Market Index, 3 years 

 
 
 
 
 
Table 4:  Shareholding pattern of NSE listed companies (end March 2008) (source: NSE) 

Promoters 
Indian Promoters 49.10% 

Foreign Promoters 7.03% 

Non-Promoters 

Institutional 

Financial institutions/central & state 
government/insurance companies 

5.36% 

Foreign institutional investors 10.62% 

Mutual funds 3.26% 

VC funds 0.14% 

Other 0.29% 

Non-Institutional 

Corporate bodies 5.81% 

Individuals 13.07% 

Other 3.37% 

Shares held by custodians and against which Depository Receipts have been issued 1.96% 
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4.  KEY ESG ISSUES 
 

Environmental and social issues 
 
Corporations and their investors in India face a wide and often complex range of social and 
environmental issues that present potentially significant risks and opportunities to shareholder value 
and corporate reputation.   At the current time there does not appear to be any single source that 
synthesises this information into an investor-friendly, comprehensive analysis of key sustainability-
ǊŜƭŀǘŜŘ ōǳǎƛƴŜǎǎ ŘǊƛǾŜǊǎ ƛƴ ǘƘŜ ƛƴŘǳǎǘǊƛŜǎ ǘƘŀǘ ƳŀƪŜ ǳǇ LƴŘƛŀΩǎ ǎǘƻŎƪ ƳŀǊƪŜǘΦ  ! ŘŜǘŀƛƭŜŘ ŀǎǎŜǎǎƳŜƴǘ ƛǎ 
beyond the current scope of this report.  On-going IFC-sponsored research by the World Resources 
Institute (WRI) may go some way to filling this gap in due course. 

Principal issues 
 

The main environmental and social issues that influence business and investor risk in India include: 
 
Á Poverty and inequality 
Á !ŎŎŜǎǎ ǘƻ ŦƛƴŀƴŎŜ ŀǘ ǘƘŜ ΨōŀǎŜ ƻŦ ǘƘŜ ǇȅǊŀƳƛŘΩ 
Á Food security 
Á Labour standards 
Á Land rights 
Á Urban air pollution 
Á Urban congestion 
Á Greenhouse gas emissions 
Á Water scarcity and sanitation 
Á Rural electrification  
Á Energy security 
Á Climate change adaptation 

National Action Plan on Climate Change 
 
On 30 June 2008 the Indian Government, under the leadership of the Prime Minister, announced the 
bŀǘƛƻƴŀƭ !Ŏǘƛƻƴ tƭŀƴ ƻƴ /ƭƛƳŀǘŜ /ƘŀƴƎŜ όb!t//ύΦ ¢ƘŜ Ǉƭŀƴ ƛŘŜƴǘƛŦƛŜǎ ŜƛƎƘǘ ŎƻǊŜ άƴŀǘƛƻƴŀƭ Ƴƛǎǎƛƻƴǎέ 
running through 2017 and directs ministries to submit detailed implementation plans to the Prime 
aƛƴƛǎǘŜǊΩǎ /ƻǳƴŎƛƭ ƻƴ /ƭƛƳŀǘŜ /ƘŀƴƎŜ ōȅ 5ŜŎŜƳōŜǊ нллуΦ  
 
Emphasizing the overriding priority of maintaining high economic growth rates to raise living 
ǎǘŀƴŘŀǊŘǎΣ ǘƘŜ Ǉƭŀƴ άƛŘŜƴǘƛŦƛŜǎ ƳŜŀǎǳǊŜǎ ǘƘŀǘ ǇǊƻƳƻǘŜ ƻǳǊ ŘŜǾŜƭƻǇƳŜƴǘ ƻōƧŜŎǘƛǾŜǎ ǿƘƛƭŜ ŀƭǎƻ ȅƛŜƭŘƛƴƎ 
co-ōŜƴŜŦƛǘǎ ŦƻǊ ŀŘŘǊŜǎǎƛƴƎ ŎƭƛƳŀǘŜ ŎƘŀƴƎŜ ŜŦŦŜŎǘƛǾŜƭȅΦέ  It says these national measures would be 
more successful with assistance from developed couƴǘǊƛŜǎΣ ŀƴŘ ǇƭŜŘƎŜǎ ǘƘŀǘ LƴŘƛŀΩǎ ǇŜǊ ŎŀǇƛǘŀ 
ƎǊŜŜƴƘƻǳǎŜ Ǝŀǎ ŜƳƛǎǎƛƻƴǎ άǿƛƭƭ ŀǘ ƴƻ Ǉƻƛƴǘ ŜȄŎŜŜŘ ǘƘŀǘ ƻŦ ŘŜǾŜƭƻǇŜŘ ŎƻǳƴǘǊƛŜǎ ŜǾŜƴ ŀǎ ǿŜ ǇǳǊǎǳŜ ƻǳǊ 
ŘŜǾŜƭƻǇƳŜƴǘ ƻōƧŜŎǘƛǾŜǎΦέ  
 
National Solar Mission: The NAPCC aims to promote the development and use of solar energy for 
power generation and other uses with the ultimate objective of making solar competitive with fossil-
based energy options. The plan includes:  
 
Á Specific goals for increasing use of solar thermal technologies in urban areas, industry, 

and commercial establishments;  
 
Á A goal of increasing production of photovoltaics to 1000 MW/year; and 
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Á A goal of deploying at least 1000 MW of solar thermal power generation.  
Other objectives include the establishment of a solar research centre, increased 
international collaboration on technology development, strengthening of domestic 
manufacturing capacity, and increased government funding and international support.  

 
National Mission for Enhanced Energy Efficiency: Current initiatives are expected to yield savings of 
10,000 MW by 2012.  Building on the Energy Conservation Act 2001, the plan recommends:  
 
Á Mandating specific energy consumption decreases in large energy-consuming industries, 

with a system for companies to trade energy-savings certificates;  
 
Á Energy incentives, including reduced taxes on energy-efficient appliances; and  

 
Á Financing for public-private partnerships to reduce energy consumption through demand-

side management programs in the municipal, buildings and agricultural sectors.  
 
National Mission on Sustainable Habitat: To promote energy efficiency as a core component of urban 
planning, the plan calls for:  
 
Á Extending the existing Energy Conservation Building Code;  

 
Á A greater emphasis on urban waste management and recycling, including power 

production from waste;  
 
Á Strengthening the enforcement of automotive fuel economy standards and using pricing 

measures to encourage the purchase of efficient vehicles; and  
 
Á Incentives for the use of public transportation.  

 
National Water Mission: With water scarcity projected to worsen as a result of climate change, the 
plan sets a goal of a 20% improvement in water use efficiency through pricing and other measures.  
 
National Mission for Sustaining the Himalayan Ecosystem: The plan aims to conserve biodiversity, 
forest cover, and other ecological values in the Himalayan region, where glaciers that are a major 
ǎƻǳǊŎŜ ƻŦ LƴŘƛŀΩǎ ǿŀǘŜǊ ǎǳǇǇƭȅ ŀǊŜ ǇǊƻƧŜŎǘŜŘ ǘƻ ǊŜŎŜŘŜ ŀǎ ŀ ǊŜǎǳƭǘ ƻŦ Ǝƭƻōŀƭ ǿŀǊƳƛƴƎΦ   
 
bŀǘƛƻƴŀƭ aƛǎǎƛƻƴ ŦƻǊ ŀ άDǊŜŜƴ LƴŘƛŀέ: Goals include the forestation of 6 million hectares of degraded 
ŦƻǊŜǎǘ ƭŀƴŘǎ ŀƴŘ ŜȄǇŀƴŘƛƴƎ ŦƻǊŜǎǘ ŎƻǾŜǊ ŦǊƻƳ но҈ ǘƻ оо҈ ƻŦ LƴŘƛŀΩǎ ǘŜǊǊƛǘƻǊȅΦ  
 
National Mission for Sustainable Agriculture: The plan aims to support climate adaptation in 
agriculture through the development of climate-resilient crops, expansion of weather insurance 
mechanisms, and agricultural practices. 
 
National Mission on Strategic Knowledge for Climate Change: To gain a better understanding of 
climate science, impacts and challenges, the plan envisions a new Climate Science Research Fund, 
improved climate modelling, and increased international collaboration.  It also encourages private 
sector initiatives to develop adaptation and mitigation technologies through venture capital funds.  
 
Other Programs  
 
The NAPCC also describes other ongoing initiatives, including:   
 
Á Power Generation: The government is mandating the retirement of inefficient coal-fired 

power plants and supporting the research and development of IGCC and supercritical 
technologies.  
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Á Renewable Energy: Under the Electricity Act 2003 and the National Tariff Policy 2006, the 
central and the state electricity regulatory commissions must purchase a certain 
percentage of grid-based power from renewable sources.  

 
Á Energy Efficiency: Under the Energy Conservation Act 2001, large energy-consuming 

industries are required to undertake energy audits and an energy-labelling program for 
appliances has been introduced.  

 
Implementation  
 
Ministries with lead responsibility for each of the missions are directed to develop objectives, 
implementation strategies, timelines, and monitoring and evaluation criteria, to be submitted to the 
tǊƛƳŜ aƛƴƛǎǘŜǊΩǎ /ƻǳƴŎƛƭ ƻƴ /ƭƛƳŀǘŜ /ƘŀƴƎŜΦ ¢ƘŜ /ƻǳƴŎƛƭ ǿƛll also be responsible for periodically 
ǊŜǾƛŜǿƛƴƎ ŀƴŘ ǊŜǇƻǊǘƛƴƎ ƻƴ ŜŀŎƘ ƳƛǎǎƛƻƴΩǎ ǇǊƻƎǊŜǎǎΦ ¢ƻ ōŜ ŀōƭŜ ǘƻ ǉǳŀƴǘƛŦȅ ǇǊƻƎǊŜǎǎΣ ŀǇǇǊƻǇǊƛŀǘŜ 
indicators and methodologies will be developed to assess both avoided emissions and adaptation 
benefits.  
 
State level initiatives 
 
Following the NAPCC, State governments in India have taken the cue and announced their own policy 
frameworks. Gujarat state for example, launched a Solar Power Policy on January 6, with an operating 
period up to March 31, 2014, for projects between 5 and 500MW and exemptions from paying the 
electricity duty on solar power sent to the grid or used on site. This was followed by an investor 
summit meetingτǘƘŜ ±ƛōǊŀƴǘ DǳƧŀǊŀǘ Dƭƻōŀƭ LƴǾŜǎǘƻǊǎΩ {ǳƳƳƛǘτ which has drawn commitments for 
more than Rs 1.02 lakh crore ($20.8 billion) in renewable energy projects. Amongst the firms that 
have signalled commitment are Tata Power, Suzlon, Refex Energy, Astonfield Renewable Resources. 
 
Corporate response 
 
While climate change is becoming increasingly central to the policy preoccupations of the 
government, the corporate sector in order to participate in the eight missions under India's National 
Action Plan on Climate Change (NAPCC) will have to move beyond treating climate change as a 
corporate social responsibility issue and treat it as a key environmental condition shaping corporate 
strategy.  This message was summarised in the corporate statement at the World CEO Forum in 
February 2009, organised by TERI Business Council for Sustainable development (BCSD India), a 
partner of the WBCSD (World Business Council for Sustainable Development) and a member of its 
regional network. The statement describes key actions that Indian companies need to implement to 
support the eight missions of the NAPCC and is a reflection that the private sector sees the growth of 
sustainability in general and the clean energy sector in particular, as a business opportunity rather 
than a risk in times of economic slowdown. 
 
Listed equity investor response 
 
The response of listed equity investors to climate change in general and the NAPCC in particular has 
so far been muted. To some extent this is justifiable since the policy details and incentives of the eight 
missions outlined above have yet to be articulated.  
 
! ƴƻǘŀōƭŜ ŜȄŎŜǇǘƛƻƴ ƘƻǿŜǾŜǊ ƛǎ I{./Σ ǿƘƛŎƘ Ƙŀǎ ǇǊƻŘǳŎŜŘ ŀ ŎƻƳǇǊŜƘŜƴǎƛǾŜ ǊŜǇƻǊǘ ƻƴ LƴŘƛŀΩǎ ŎƭƛƳŀǘŜ 
investment opportunities (Wide Spectrum of ChoicesτNovember 2008). The report highlights the 
fact that compared with the industrialƛȊŜŘ ǿƻǊƭŘΣ LƴŘƛŀ Ƙŀǎ ŀ ΨǿƛŘŜǊ ǎǇŜŎǘǊǳƳ ƻŦ ŎƘƻƛŎŜǎΩ ŀǎ ƛǘ 
confronts the global threat of climate change, with a large potential for technological leapfrogging. 
Within the framework of a range of existing policies to promote the low carbon power and energy 
efficiency, the HSBC research identifies an initial set of investable themes focusing on the mitigation 
potential from curbing carbon emissions. These include wind, solar, hydro, bio-power, bio fuels, 
buildings efficiency, industrial efficiency, power efficiency, cleaner coal, fuel switching and nuclear. 
The report estimates that INR7.65tr (USD150bn) in investments will be made in these themes FY2008-
мтΣ ȅƛŜƭŘƛƴƎ ŀƴƴǳŀƭ ŜƳƛǎǎƛƻƴ Ŏǳǘǎ му҈ ōŜƭƻǿ ΨōǳǎƛƴŜǎǎ ŀǎ ǳǎǳŀƭΩΦ 
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Governance issues 
 
In January 2009, the founder of Satyam Computer Systems, a world class Indian information 
technology company that attracted vast amounts of foreign investment, confessed that the $1 billion 
in cash that the company had reported in its accounts did not exist. He also confessed that he had 
been cooking the books for seven years in order to keep control of the company. The Satyam fraud 
has shocked investors, the government and regulators and has led to questioning the accounting 
practices of statutory auditors.  
 
¢Ƙƛǎ Ƴŀȅ ōŜ LƴŘƛŀΩǎ largest corporate scam and some may interpret it as a reflection of poor 
governance practices in India. However, it is also a reflection of the absolute growth in the size of 
India Inc., and not necessarily a change in the modus operandi of Indian or international companies. 
Accounting scandals, such as the $50 billion Madoff fraud, are not new phenomena in the global 
corporate world. Nor are they necessarily a reflection of weak corporate governance standards. In 
fact, the reality is that India has strong corporate governance standards, which have continuously 
ōŜŜƴ ǘƛƎƘǘŜƴŜŘ ǘƻ ŀŘŘǊŜǎǎ LƴŘƛŀΩǎ ŜŎƻƴƻƳƛŎ ƎǊƻǿǘƘΦ  These are contained in the Listing Agreements 
that all publicly listed companies execute with the stock exchange where their shares are traded. The 
Indian Companies Act also sets out principles for corporate governance which include a duty on the 
board of directors to adopt the accounting standards stipulated by the Indian Chartered Accountants 
Institute, a duty to maintain proper books of accounts and prepare financial statements etc. 
 
¢ƘŜ {ŀǘȅŀƳ ŦǊŀǳŘΣ ƭƛƪŜ ǘƘŜ aŀŘƻŦŦ ΨtƻƴȊƛ {ŎƘŜƳŜΩΣ ƛǎ ŜǾƛŘŜƴŎŜ ǘƘŀǘ ŘŜǎǇƛǘŜ ǎƻǳƴŘ ƎƻǾŜǊƴŀƴŎŜ ƴƻǊƳǎ 
unscrupulous businessmen will find ways to circumvent the law. What differentiates India Inc. from 
other, particularly Western, corporate environments is that the personality of the promoter 
overshadows everything elseτand this is well known to lending banks, investors, auditors and the 
authorities. Indian companies have been likened to extended families, a maze of holdings and cross 
holdings, whereas foreign investors and shareholders like things nuclear and defined; the concept of 
fungibility of capital and resources is unfamiliar territory for them. Indian shareholders will rarely 
oppose the promoter or the patriarch.  
 
The lesson for corporate governance from the Satyam scandal is that along with better vigilance, 
better transparency and accountability are crucial to keep investors interested and confident.   
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5.  SUSTAINABLE INVESTMENT ACTIVITY 
 

S&P ESG India Index 
 

Background 
 
The S&P ESG India was launched in January 2008. The Index was developed by Standard & tƻƻǊΩǎΣ 
CRISIL and KLD and was sponsored by IFC.  The Index consists of 50 stocks selected from the top 500 
companies by total market capitalisation that are listed on the NSE.   This universe of stocks is then 
subjected to a research process, which yieldǎ ŀ ǎŎƻǊŜ ōŀǎŜŘ ƻƴ ŀ ŎƻƳǇŀƴȅΩǎ 9{D ŘƛǎŎƭƻǎǳǊŜ ǇǊŀŎǘƛŎŜǎ 
in the public domain and on third-party information on corporate ESG performance.   

Constituents and performance 
 
{ƛƴŎŜ ƛƴŎŜǇǘƛƻƴΣ ǘƘŜ {ϧt 9{D LƴŘƛŀ LƴŘŜȄΩǎ ǇŜǊŦƻǊƳŀƴŎŜ Ƙŀǎ ŎƭƻǎŜƭȅ ƳŀǘŎƘŜŘ ƛǘǎ ōŜƴŎƘƳŀrk, the S&P 
CNX Nifty (Figure 12).  The current composition of the index is show in Table 5.  In terms of sector 
breakdown, the index is relatively well diversified (Figure 13).   

Impact to date 
 
ABN AMRO Asset Management (now Fortis) launched a retail SRI fund in India in March 2007 (9 
ƳƻƴǘƘǎ ōŜŦƻǊŜ ǘƘŜ ƭŀǳƴŎƘ ƻŦ ǘƘŜ LƴŘŜȄύ ǘƘŀǘ ŘǊŀǿǎ ƘŜŀǾƛƭȅ ƻƴ ǘƘŜ LƴŘŜȄΩǎ Řŀǘŀ ŀƴŘ ƳŜǘƘƻŘƻƭƻƎȅ όǎŜŜ 
below).  Other than this fund, there does not appear to be any investment products or strategies 
based explicitly on the S&P ESG India Index.  There is insufficient information to judge what impact 
the index has had on investors in terms of general awareness raising or informal use of the index by 
analysts and portfolio managers.  A small number of companies (e.g. ITC, GTL, ACC and KPIT 
Cummins) issued press releases in 2008 drawing attention to their inclusion in the Index.  CRISIL 
reports that average ESG scores for the 500 companies researched have improved since the launch of 
the Index.  At this early stage, there is little additional information on the impact that the Index has 
had on companies (in terms of improving ESG transparency and disclosure) or whether companies 
regard inclusion in the Index as a positive feature for branding and investor relations purposes.     
 
 
Figure 12:  S&P ESG India Index - performance 
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Table 5:  S&P ESG India Index ς constituents as of March 2009 

1 ABB Ltd. 26 I T C Ltd. 

2 ACC Ltd. 27 ICICI Bank Ltd. 

3 Aditya Birla Nuvo Ltd. 28 IndusInd Bank Ltd. 

4 Alok Industries Ltd. 29 Infosys Technologies Ltd. 

5 Ambuja Cements Ltd. 30 Jaiprakash Associates Ltd. 

6 Andhra Bank 31 Jindal Steel & Power Ltd. 

7 Axis Bank Ltd. 32 JSW Steel Ltd. 

8 Bharat Petroleum Corporation Ltd. 33 Jubilant Organosys Ltd. 

9 Bharti Airtel Ltd. 34 KPIT Cummins Infosystem Ltd. 

10 Bongaigaon Refinery & Petrochemicals Ltd. 35 Mahindra & Mahindra Ltd. 

11 Chambal Fertilizers & Chemicals Ltd. 36 Moser Baer India Ltd. 

12 Crompton Greaves Ltd. 37 NTPC Ltd. 

13 Divi's Laboratories Ltd. 38 Panacea Biotec Ltd. 

14 Dr. Reddy's Laboratories Ltd. 39 Polaris Software Lab Ltd. 

15 Financial Technologies (India) Ltd. 40 Reliance Industries Ltd. 

16 Godrej Industries Ltd. 41 Reliance Infrastructure Ltd. 

17 GTL Infrastructure Ltd. 42 Sesa Goa Ltd. 

18 GTL Ltd. 43 SRF Ltd. 

19 Gujarat Alkalies & Chemicals Ltd. 44 Tata Consultancy Services Ltd. 

20 Gujarat NRE Coke Ltd. 45 Tata Power Co. Ltd. 

21 HCL Infosystems Ltd. 46 Tata Steel Ltd. 

22 Hero Honda Motors Ltd. 47 Tata Tea Ltd. 

23 Hindalco Industries Ltd. 48 Titan Industries Ltd. 

24 Hindustan Unilever Ltd. 49 United Phosphorous Ltd. 

25 Housing Development Finance Corporation Ltd. 50 Wipro Ltd. 

 
 
 
Figure 13:  S&P ESG Index Index - sector breakdown 
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Foreign Institutional Investors 
 

General overview 
 
Foreign Institutional Investors (FIIs) are allowed to invest in the primary and secondary capital 
markets in India through the portfolio investment scheme (PIS) administered by the Reserve Bank of 
India (RBI).  Under this scheme, FIIs can acquire shares/debentures of Indian companies through the 
stock exchanges in India. 
 
The ceiling for overall investment by FIIs is 24 per cent of the paid up capital of the Indian company 
(20 per cent in the case of public sector banks, including the State Bank of India).  The ceiling of 24 per 
ŎŜƴǘ ŦƻǊ CLL ƛƴǾŜǎǘƳŜƴǘ Ŏŀƴ ōŜ ǊŀƛǎŜŘ ǎǳōƧŜŎǘ ǘƻ όƛύ ŀǇǇǊƻǾŀƭ ōȅ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ōƻŀǊŘ ŀƴŘ ǘƘŜ ǇŀǎǎƛƴƎ 
of a special shareholder resolution to that effect (ii) certain sector caps imposed by RBI and the 
Government of India.  The RBI monitors the ceilings on FII investments in Indian companies on a daily 
basis and publishes a list of companies allowed to attract investments from FIIs with their respective 
ceilings. 
 
Figure 4 illustrates the dramatic increase in net portfolio equity flows to India over the period 2002-
2007, and especially over the bull rally that climaxed in January 2008 when the Sensex reached a 
lifetime high of 21,206.77 points.  FIIs invested US$17 billion in Indian stocks in 2007. 
 
However, the onset of the current global economic crisis saw FIIs pulling out a record $13 billion (Rs 
67,470) in 2008, the largest outflows since India opened its doors to FIIs 15 years ago.   
 
In 2009 so far, FIIs have sold another US$2.1 billion woǊǘƘ ƻŦ LƴŘƛŀƴ ǎǘƻŎƪǎΦ ¢ƘŜ /ƘƛƭŘǊŜƴΩǎ LƴǾŜǎǘƳŜƴǘ 
Fund Management (TCI) (a UK-based hedge fund) accounts for about 10 per cent of this sum, making 
it the single-largest seller of Indian stocks among FIIs.  The hedge fund registered its biggest annual 
loss in 2008 and is liquidating its investments in India at a steep discount to the prices at which it 
bought the stocks last year.     
 
FII ownership in Indian stocks has now fallen to 15.5 per cent, a level last seen in December 2003 in 
the early days of the bull market.  Citi analysts estimate the value of FII ownership in Indian stocks to 
be about US$94 billion (Rs 484 crore).   
 
Deutsche Bank AG has shown the most confidence in Indian firms during the difficult conditions of 
2008.   The bank remained the top holder of Indian stocks among FIIs in 2008. Though the value of its 
investment fell sharply due to the massive decline in stock prices, it actually invested in more firms in 
2008 than 2007.  Deutsche Bank and its affiliates hold Rs 16,344.77 crore (US$3.4 billion) in Indian 
equities.  HSBC and Citigroup own the second and third largest portfolios (Table 6). Deutsche Bank is 
the only FII that has increased its number of firms in its portfolio - from 84 in 2007 to 88 in 2008.   
 
 
Table 6:  Top 3 FIIs in India by AUM at the end of 2008 (source:  www.livemint.com) 

FII 
PRI 

signatory 
Equity Holdings No. of companies in portfolio 

Rs crore US$ million 2008 2007 

Deutsche Bank  ̧ 16,345 3,356 88 84 

HSBC  ̧ 10,400 2,135 92 126 

Citigroup  8,337 1,712 112 180 

TOTAL  35,082 7,203   
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Table 7:   ADRs issued by BRIC companies (data as of March 16, 2009) 

Economy 
No. of companies 

issuing ADRs 
Ownership value 

USD million 
% of BRIC total 

Brazil 101 72,242 39% 

Russia 115 64,709 35% 

India 143 13,557 7% 

China 158 35,741 19% 

TOTAL  186,249  

Source: www.adr.com    

 
 
 
 
¢ƘŜǎŜ ΨǘƻǇ оΩ CLLǎ ƘŀǾŜ ǘƻǘŀƭ Ŝǉǳƛǘȅ ƘƻƭŘƛƴƎǎ ƻŦ ŀǇǇǊƻȄƛƳŀǘŜƭȅ ¦{ϷтΦн ōƛƭƭƛƻƴΣ ƻǊ ŀōƻǳǘ у ǇŜǊ ŎŜƴǘ ƻŦ ǘƘŜ 
US$94 billion total stock of FII investment estimated by Citi. 
 
Other leading FIIs include Morgan Stanley, Merrill Lynch Capital Markets, CLSA Asia-Pacific, Goldman 
Sachs Investments Mauritius, JPMorgan Chase, UBS Securities Asia and Fortis Investment 
Management. 
 
International investors can also invest in Indian companies through American Depository Receipts 
(ADRs) that are traded on the NYSE or other US markets.  143 Indian companies issue ADRs, with a 
total ownership value of US$13.6 billion (Table 7).  The 25 largest such ADRs are listed in Table 8 and 
have a total value of US$11 billion: the leading issuers of ADRs include Infosys, ICICI and HDFC.  Seven 
companies in this list are in the current S&P ESG India Index portfolio.  Table 9 identifies some of the 
main US and non-US investors that hold the ADRs of Indian companies.  Investors include: 
 

Á Western asset management firms such as Barclays Global Investors, JP Morgan, Fidelity, 
.ƭŀŎƪwƻŎƪΣ I{./Σ LbD ŀƴŘ 5C! όǘƘŜ ƭŀǘǘŜǊ ƛǎ ƻƴŜ ƻŦ /ŀƭt9w{Ω ŜƳŜǊƎƛƴƎ ƳŀǊƪŜt managers); 

 
Á Indian investors including L P Jaiswal, LIC and Tata; 

 
Á China International Fund Management, a joint venture between J.P. Morgan Fleming Asset 

Management (UK) Limited and Shanghai International Trust and Investment Co., Ltd (SITICO) 
which manages assets on behalf of Chinese clients. 
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Table 8:  Top 25 Indian ADRs 

Company Ownership value USD million S&P ESG India Index 

INFOSYS TECHNOLOGIES LTD [INFY]  2,546.64  ̧

ICICI BANK LTD [IBN]  2,415.74  ̧

HDFC BANK LTD [HDB]  1,809.11  

RELIANCE INDUSTRIES LTD [RLNIY]  864.34  ̧

INDIAN HOTELS CO LTD [IDHUY]  802.15  

SATYAM COMPUTER SERVICES LTD [SAY]  622.87  

STERLITE INDUSTRIES INDIA LTD [SLT]  392.41  

STATE BANK OF INDIA LTD [SBKFF]  279.88  

TATA COMMUNICATIONS LTD [TCL]  257.26  

LARSEN & TOUBRO LTD [LTOUF]  214.79  

WIPRO LTD [WIT]  181.44  ̧

DR REDDYS LABORATORIES LTD [RDY]  164.44  ̧

GAIL INDIA LTD [GAILF]  106.88  

PATNI COMPUTER SYSTEMS LIMITED [PTI]  93.87  

WNS HOLDINGS LTD [WNS]  89.7  

SUBEX LTD [SBXZY]  67.07  

HIMACHAL FUTURISTIC COMMUNICATIONS [HIFCY]  54.69  

MAHANAGAR TELEPHONE NIGAM [MTE]  48.44  

RELIANCE COMMUNICATION LTD [RLCMZ]  34.13  

AXIS BANK LTD [AXB]  33.62  ̧

AMBUJA CEMENTS LTD [GUJTF]  22.03  ̧

GITANJALI GEMS LTD [GITG]  20.48  

RANBAXY LABORATORIES LTD [RBXZF]  16.86  

AMBUJA CEMENTS LTD [AMBUY]  14.97  ̧

CIPLA LTD [CIPLG]  13.67  

TOTAL (top 25) 11,167.48  

Source: adr.com (data as of March 16, 2009)   
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Table 9: Key investors in Indian ADRs (source: adr.com) 

TOP 10 HOLDERS OF INDIAN ADRs 
Value 

 (US$ m) 
% of 

portfolio  
Filing 
date 

PRI 

Barclays Global Investors, N.A. US 1,424.22 0.29 Jan-31-2009  

Modi (Yogendra Kumar ) UK 1,332.83 100.00 Oct-07-2008  

L P Jaiswal & Sons Pvt. Ltd. India 301.86 97.13 Mar-31-2008  

J.P. Morgan Investment Management Inc.  US 271.76 0.34 Dec-31-2008  ̧

Fidelity Management & Research US 239.87 0.06 Jan-31-2009  

Jennison Associates LLC US 219.61 0.57 Jan-31-2009  

LIC Mutual Fund Asset Management Company India 201.15 1.02 Mar-31-2008  

Tata Sons, Ltd. India 200.5 25.43 Mar-31-2008  

China International Fund Management Co., Ltd. China 185.78 2.93 Jun-30-2008  

OppenheimerFunds, Inc. US 182.85 0.28 Dec-31-2008  

TOTAL  4,560.43    

TOP 10 US MUTUAL FUND HOLDERS OF INDIAN ADRs 
Value 

(US$ m) 
% of 

portfolio  
Filing 
date 

PRI 

iShares MSCI Emerging Markets Index Fund US 1,131.24 6.38 Jan-31-2009  

Oppenheimer Developing Markets Fund US 109.53 2.41 Nov-30-2008  

Dodge & Cox International Stock Fund US 82.78 0.34 Dec-31-2008  

Artisan International Fund US 58.76 0.76 Dec-31-2008  

Harbor Capital Appreciation Fund US 56.43 1.00 Dec-31-2008  

Fidelity Diversified International Fund US 46.48 0.19 Jan-31-2009  

iShares MSCI All Country Asia Ex Japan Ind Fund  US 46.09 9.92 Dec-31-2008  

Janus Contrarian Fund US 42.11 1.14 Oct-31-2008  

Vanguard Emerging Markets Stock Index Fund US 40.84 0.33 Oct-31-2008  

DFA Emerging Markets Value Fund Inc. US 40.83 1.05 Oct-31-2008  

TOTAL  1,655.09    

TOP 10 NON-US MUTUAL FUND HOLDERS OF INDIAN ADRs 
Value 

(US$ m) 
% of 

portfolio  
Filing 
date 

PRI 

China International Asia Pacific Advantage Stock F China 185.78 7.62 Jun-30-2008  

JPMorgan Funds - JF India Fund Hong Kong  150.84 6.49 Jun-30-2008  ̧

Raiffeisen Euroasien Aktien Austria 141.31 13.44 Jul-31-2008  

HSBC Global Investment Fund Indian Equity Fund Singapore 132.47 3.64 Sep-30-2008  ̧

DIT Fonds EEE Germany 93.25 5.20 May-31-2008  

iShares MSCI Emerging Markets UK 88.00 6.65 Feb-29-2008  

JPMorgan Investment Fd JF Asia ex-Japan Fund Singapore 83.89 8.01 Jun-30-2008  ̧

Blackrock India Stock Fund Japan 79.71 7.16 Dec-10-2007  ̧

JPMorgan Funds - Emerging Markets Equity Fund UK 69.21 1.06 Jun-30-2008  ̧

ING J.P. Morgan Emerging Markets Equity  UK 69.04 10.60 Dec-31-2008  ̧

TOTAL  1,093.5    
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Sustainable investment 
 
There are insufficient data to make a reliable estimate of the proportion of FII assets in India that are 
ƳŀƴŀƎŜŘ ǳƴŘŜǊ ΨǎǳǎǘŀƛƴŀōƭŜΩ ƻǊ ΨǎƻŎƛŀƭƭȅ ǊŜǎǇƻƴǎƛōƭŜΩ ƳŀƴŘŀǘŜǎΦ   
 
Of the 1,500 or so FIIs registered in India, brokers estimate that no more than 100 are active.    
Deutsche Bank and HSBC are both signatories to the UNPRI; their combined holdings are estimated at 
US$5.5 billion, or about 6 per cent of the total stock of FII in India.  However, there is little 
ƛƴŦƻǊƳŀǘƛƻƴ ƻƴ ǘƘŜ ŜȄǘŜƴǘ ǘƻ ǿƘƛŎƘ twL ƛǎ ōŜƛƴƎ ƛƳǇƭŜƳŜƴǘŜŘ ƛƴ ǘƘŜ ǎǇŜŎƛŦƛŎ ŎŀǎŜ ƻŦ ǘƘŜǎŜ ŦƛǊƳǎΩ LƴŘƛŀƴ 
holdings.   It is not currently possible to comment on the ESG approaches used by the other 98 firms. 
 
In the absence of hard data, it may therefore be legitimate to make a conservative educated guess 
that FIIs who take environmental, social and/or governance (ESG) issues into account in a formal way 
represent about 1 per cent of the US$94 billion corpus of FII assets, i.e. about US$1 billion.  
 
With respect to ADRs, only four of these fund managers listed in Table 9 (JP Morgan, ING, HSBC and 
BlackRock) are signatories to the UNPRI.   Again, using a 1 per cent estimate in the absence of hard 
data suggests that ESG investment in Indian ADRs could be about US$130 million. 

ESG engagement 
 
bƻǊǿŀȅΩǎ ¦{Ϸотп ōƛƭƭƛƻƴ DƻǾŜǊƴƳŜƴǘ tŜƴǎƛƻƴ CǳƴŘ όŀ ¦btwL ǎƛƎƴŀǘƻǊȅύ ǇǊƻǾƛŘŜǎ ǘǿƻ ŜȄŀƳǇƭŜǎ ƻŦ 
shareholder engagement by FIIs in India: 
 
Á In November 2007, the Fund announced that it had sold off about US$13 million in shares of 

the London-listed metals and mining group Vedanta, due to unresolved concerns about 
environmental, human rights and labor practices of four of its subsidiaries in India. 

 
Á The Fund has an investment of about US$100 million in Monsanto and has been lobbying the 

company to address the problem of ŎƘƛƭŘ ƭŀōƻǳǊ ŀǘ aƻƴǎŀƴǘƻΩǎ ƘȅōǊƛŘ ŎƻǘǘƻƴǎŜŜŘ ƻǇŜǊŀǘƛƻƴǎ 
in India. 

 
FIIs wishing to engage with portfolio companies on issues related to human rights often experience 
difficulties when dealing with Indian companies, who (along with Chinese firms) are frequently 
unresponsive.  This is particularly the case in relation to companies with operations in countries such 
as Burma and Sudan.    
 
For example, Amnesty International, Genocide Intervention Network (GIN) and Investors Against 
Genocide have called for US ƛƴǾŜǎǘƻǊǎ ǘƻ ōƻȅŎƻǘǘ LƴŘƛŀΩǎ hƛƭ ŀƴŘ bŀǘǳǊŀƭ Dŀǎ /ƻǊǇ όhbD/ύ ƻǾŜǊ ƛǘǎ 
operations in Sudan following similar campaigns against Chinese and Malaysian oil firms.  ONGC has 
invested nearly US$1bn in Sudanese oilfields and is one of the top three players in the oil sector in 
that country.   

PRI pension fund investment in Infrastructure and Private Equity  
 
It is also important to note that some international investors with a strong focus on ESG issues are 
preparing to increase their exposure to infrastructure and private equity investments in India.  
Predominant amongst such investors are the two Dutch pension funds, APG and PGGM, both of 
which are signatories and active members of the UNPRI.  The strategy of both pension funds appears 
to be to invest directly in these assets classes in India, rather invest as Limited Partners in a third-
party private equity or infrastructure funds. 
 
Although this trend is at an early stage (particularly given current market conditions), implementation 
of such strategies will involve significant ESG management challenges and sustainability-related 
investment barriers. 
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Domestic institutional investors 
 

Pension Funds 
 
In sharp contrast to other BRIC markets such as Brazil, in practical terms, pension funds are largely 
absent from the DII landscape in India and are of little or no immediate relevance to the development 
of a domestic sustainable investment market.  There are two main reasons for this.  
 
Firstly, India does not have a comprehensive old age income security systemΦ  LƴŘƛŀΩǎ ǿƻǊƪŦƻǊŎŜ 
consists of two groups: organized (or formal sector) and unorganized (informal sector).  About 10 per 
ŎŜƴǘ ƻŦ LƴŘƛŀΩǎ ǿƻǊƪŦƻǊŎŜ are organized workers, and as such, are covered by state provident funds or 
private pension schemes.  The remaining 90 percent of workers fall into the unorganized sector, with 
only minimal benefits.  Secondly, the regulations that apply to provident funds and other retirement 
schemes have historically been based solely on investment in government-run saving plans and fixed 
income instruments.  The idea that such schemes might invest in equities is relatively new and 
politically controversial.  It is only in the last year or two that the Government has been prepared to 
introduce a small degree of flexibility in terms of asset allocation, and even this has not yet been fully 
rolled out. 
 
The overall pensions fund system in India is varied, very complex and in a state of significant change.  
To simplify matters, the key points relevant to this report are as follows: 
 
Public sector pensions 
 
Existing government-run and government-mandated retirement schemes are essentially defined-
benefit (DB) provident funds.  These schemes have combined assets of about US$35 billion but are 
required to invest solely in government bonds and government-run fixed income plans.  These DB 
provident fund schemes have large deficits.  Consequently, the Government is currently introducing 
the New Pension System (NPS), a defined contributions (DC) scheme for civil servants recruited after 
January 2004.  The old DB pension schemes will continue to operate for civil servants recruited before 
the cut-off date. 
 
The Government has created a Pension Fund Regulatory and Development Authority (PFRDA) to 
implement the NPS.  The new system is currently being rolled out.  It is expected that 2.6 million 
people will be enrolled in the plan within two years, paying 20% of their wages into a fund that will 
then have assets of about US$4 billion.  The PFRDA has appointed three asset management firms to 
manage the NPS corpus:  State Bank of India (SBI), UTI Asset Management Company (UTI-AMC), and 
Life Insurance Corporation (LIC).  The NPS offers investors only two investments options.  Subscribers 
have the option of having their pension contributions invested fully in Government bonds and 
securities.  Alternatively, subscribers can choose to have their contributions invested in accordance 
with the investment guidelines for non-Government Provident Funds issued by Government of India 
in January 2005.  These guidelines specify that investment in equities cannot exceed 5 per cent of 
total assets and investment into equity-linked mutual funds cannot exceed a further 10 per cent.   
 
Furthermore, it appears that initially at least, equity investments up to this 15 per cent cap will be 
passive-only, tracking the Nifty 50 index.  The possibility of incorporating actively managed equity 
portfolios at a future date has not been ruled out.  However, one of the key features of the NPS is that 
management fees are very low (an investment management fee of three to five basis points and 
transaction costs of up to 10 basis points) and are unlikely to support the costs of active management. 
 
ESG factors are absent from the investment guidelines set by the PFRDA and for a range of reasons ς 
including the strong emphasis on fixed income, very low management fees, relatively small fund size, 
poor equity market conditions, political resistance and institutional inertia ς we believe it would be 
unrealistic to expect to get sustainable investment onto the NPS agenda in next few years.  In the 
longer term, the S&P ESG India Index could have a good fit with the NPS given that the schŜƳŜΩǎ ƭƻǿ 
management fees mean that a passive sustainable investment style would be more practical. 
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Statutory pension schemes for private sector workers 
 
The Employees' Provident Fund (EPF) scheme is a state-sponsored compulsory contributory pension 
and insurance scheme introduced in 1952.  Membership in the EPF fund is mandatory for entities 
employing 20 or more people and is compulsory for all employees with earnings of Rs 6,500 or less 
per month.  Participation is optional for employees earning above this amount, but most 
multinational corporations provide the provident fund benefit to all employees. The EPF is a defined 
contribution (DC) scheme.  Employers contribute 12 percent of eligible earnings up to Rs 6,500 a 
month. Employees must make a matching contribution of 12 percent of eligible salary.   
 
Again, the key point to note is that all assets are invested in interest-bearing government-run special 
deposit plans (a 2008 proposal to allow the scheme to invest up to 5 per cent of its funds in the stock 
market was rejected by the EPFO board following opposition from trade unions).  EPF assets are 
ǘƘŜǊŜŦƻǊŜ ƛǊǊŜƭŜǾŀƴǘ ǘƻ ǘƘƛǎ ǊŜǇƻǊǘΩǎ ŀƴŀƭȅǎƛǎ ƻŦ ǎǳǎǘŀƛƴŀōƭŜ ƛƴǾŜǎǘƳŜƴǘ ƛƴ LƴŘƛŀƴ ŜǉǳƛǘƛŜǎΦ 
 
Voluntary pension plans 
 
Private pension funds and retirement investment products are still relatively new to India, although 
many firms have entered this growing and competitive market.   These products fall into two main 
categories: products offered by insurance firms (unit linked investment plans and annuities); and 
mutual funds.  These pension fund products are discussed below and are typically hybrid schemes 
with a strong orientation towards debt.  In addition, from April 2009, the NPS scheme for civil 
servants will be opened up to all Indian citizens. 

Mutual Funds 
 
According to the Association of Mutual Funds in India (AMFI), there are almost a thousand mutual 
fund products on the market at the current time with combined value of about US$105 billion (Table 
10).   In terms of assets under management, equity-based mutual funds make up about 18 per cent of 
the market.  Table 11 lists the top 35 mutual fund managers by assets under management.  Table 11 
also identifies those firms that are signatories to the UNPRI or have an international parent group that 
is a UNPRI signatory.   There are 7 such firms, all of which are the Indian arms of international asset 
managers.  These 7 signatories represent about 10 per cent of total assets under management by the 
top 35 firms.  Due to lack of information, it is not possible to comment on the extent to which the 
Indian arms of these 7 UNPRI signatories are implementing the Principles.  Only one asset manager ς 
Fortis ς currently offers a retail SRI mutual fund product.   
 
Table 10:  Indian mutual funds as of February 2009 

Type 
Total no. of schemes 

(open, closed and 
interval funds) 

Assets under 
management 

Rs cr 

Assets under 
management 

USD million 
Percentage 

Income  503 259,517.00 53,277.97 51.02% 

Equity  292 89,874.00 18,450.83 17.67% 

Balanced  35 10,293.00 2,113.12 2.02% 

Liquid/Money Market  58 127,591.00 26,194.01 25.08% 

Gilt  34 6,135.00 1,259.49 1.21% 

ELSS - EQUITY  46 11,130.00 2,284.95 2.19% 

Gold ETF  5 781.00 160.34 0.15% 

Other ETFs  11 808.00 165.88 0.16% 

Fund of Funds Investing 
Overseas 

10 2,541.00 
521.66 

0.50% 

Total  994 508,670.00 104,428.25 100.00% 

Source: AMFI (data as of end February 2009) 
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Table 11:  Top 35 Indian mutual fund managers by AUM 

Rank Asset manager 
Total assets under management Signatory 

to UNPRI Rs cr USD m 

1 Reliance Mutual Fund   81,627.08   16,757.77   

2 HDFC Mutual Fund   56,864.39   11,674.07   

3 ICICI Prudential Mutual Fund   53,538.20   10,991.21   

4 UTI Mutual Fund   49,224.94   10,105.71   

5 Birla Sun Life Mutual Fund   48,571.02   9,971.47   

6 SBI Mutual Fund   27,626.81   5,671.69   

7 LIC Mutual Fund   24,268.43   4,982.23   

8 Franklin Templeton Mutual Fund   19,571.97   4,018.06   

9 Tata Mutual Fund   19,299.74   3,962.17   

10 Kotak Mahindra Mutual Fund   17,432.24   3,578.78   

11 DSP BlackRock Mutual Fund   14,116.86   2,898.14   ̧

12 IDFC Mutual Fund   13,616.17   2,795.35   

13 Sundaram BNP Paribas Mutual Fund   9,702.10   1,991.81   

14 Deutsche Mutual Fund   9,606.87   1,972.26   ̧

15 HSBC Mutual Fund   9,550.71   1,960.73   ̧

16 PRINCIPAL Mutual Fund   6,960.04   1,428.87   

17 Fidelity Mutual Fund   6,267.83   1,286.76   

18 Fortis Mutual Fund   5,603.18   1,150.31   ̧

19 JM Financial Mutual Fund   5,425.59   1,113.86   

20 Religare Mutual Fund   5,423.70   1,113.47   

21 Canara Robeco Mutual Fund   4,926.80   1,011.46   ̧

22 ING Mutual Fund   2,838.00   582.63   ̧

23 JPMorgan Mutual Fund   2,422.26   497.28   ̧

24 Benchmark Mutual Fund   1,475.68   302.95   

25 AIG Global Investment Group Mutual Fund  1468.56  301.49   

26 Morgan Stanley Mutual Fund   1,423.75   292.29   

27 DBS Chola Mutual Fund   977.87   200.75   

28 Baroda Pioneer Mutual Fund   864.79   177.54   

29 Taurus Mutual Fund   220.69   45.31   

30 Bharti AXA Mutual Fund   186.77   38.34   

31 Escorts Mutual Fund   186.10   38.21   

32 Mirae Asset Mutual Fund   167.56   34.40   

33 Sahara Mutual Fund   141.70   29.09   

34 Quantum Mutual Fund   58.32   11.97   

35 Edelweiss Mutual Fund   30.67   6.30   

 Total  501,687.36   102,994.74  
 

Source: AMFI, UNPRI (data as of end February 2009) 
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Fortis Sustainable Development Fund 
 
The Sustainable Development Fund was launched in March 2007 by ABN AMRO India and was taken 
over by Fortis in ƭŀǘŜ нллу ŦƻƭƭƻǿƛƴƎ ǘƘŜ ǎŀƭŜ ƻŦ !.b !awhΩǎ Ǝƭƻōŀƭ ōǳǎƛƴŜǎǎ ǘƻ wƻȅŀƭ .ŀƴƪ ƻŦ 
Scotland, Santander and Fortis. 
 
¢ƘŜ ŦǳƴŘΩǎ ƛƴǾŜǎǘƳŜƴǘ ƻōƧŜŎǘƛǾŜ ƛǎ ǘƻ ƎŜƴŜǊŀǘŜ ƭƻƴƎ-term capital growth from an actively managed 
portfolio of equity and equity-related securities ƛǎǎǳŜŘ ōȅ ΨǎƻŎƛŀƭƭȅ ǊŜǎǇƻƴǎƛōƭŜΩ ŎƻƳǇŀƴƛŜǎΦ  ¢ƘŜ ŦǳƴŘ 
is a closed-end product benchmarked to the BSE 200. 
 
¢ƘŜ ŦǳƴŘΩǎ 9{D ŀƴŀƭȅǎƛǎ ƛǎ ǇǊƻǾƛŘŜŘ ōȅ /wL{L[ ŀƴŘ ŘǊŀǿǎ ƘŜŀǾƛƭȅ ƻƴ ǘƘŜ ƳŜǘƘƻŘƻƭƻƎȅ ƻŦ ǘƘŜ {ϧt 9{D 
India Index.  As with the index, the ESG analysis iǎ ōŀǎŜŘ ƻƴ ƳŜŀǎǳǊŜƳŜƴǘ ƻŦ ŎƻƳǇŀƴƛŜǎΩ ǘǊŀƴǎǇŀǊŜƴŎȅ 
and disclosure on ESG issues and other information in the public domain.  The investment process is 
summarised in Figure 14 below.   
 
¢ƘŜ ŦǳƴŘΩǎ ŎǳǊǊŜƴǘ ǇƻǊǘŦƻƭƛƻ ƛǎ ǎǳƳƳŀǊƛǎŜŘ ƛƴ ¢ŀōƭŜ мнΦ  ¢ƘŜ ǎŜŎǘƻǊ ōǊŜŀkdown is shown in Figure 15.  
Lǘ ƛǎ ƴƻǘŜǿƻǊǘƘȅ ǘƘŀǘ ŎƻƳǇŀƴƛŜǎ ƛƴ ǘƘŜ {ϧt 9{D LƴŘƛŀ LƴŘŜȄ ŦƻǊƳ ƭŜǎǎ ǘƘŀƴ пл ǇŜǊ ŎŜƴǘ ƻŦ ǘƘŜ ŦǳƴŘΩǎ 
ŎǳǊǊŜƴǘ ǇƻǊǘŦƻƭƛƻΦ  IŀƭŦ ƻŦ ǘƘŜ ŦǳƴŘΩǎ ǘƻǇ мл ƘƻƭŘƛƴƎǎ ŀǊŜ ƴƻǘ ƛƴ ǘƘŜ 9{D ƛƴŘŜȄΦ 
 
The fund raised approximately Rs 60 crore on its launch in March 2007 (equivalent to US$12.32 
Ƴƛƭƭƛƻƴ ŀǘ ǘƻŘŀȅΩǎ ŜȄŎƘŀƴƎŜ ǊŀǘŜύΤ ŀǎ ƻŦ CŜōǊǳŀǊȅ нллфΣ ǘƘƛǎ ŦƛƎǳǊŜ ƘŀŘ ŦŀƭƭŜƴ ǘƻ Ƨǳǎǘ ǳƴŘŜǊ wǎ мо ŎǊƻǊŜ 
(US$2.63 million) due to redemptions as well as falling stock prices.  Performance since inception 
closely matches the BSE 200, delivering an absolute return of -34 per cent.   Over 6 months and 1 
year, however, the fund has outperformed its benchmark (Table 13).   
 
 
 
Figure 14:  Fortis Sustainable Development Fund - methodology 

 
 
 
 
 
 
 
 
 
 
 


