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With its Public Discussion Note series the Swiss Finance 
Institute (SFI) is actively promoting a well-founded 
discussion of topics relevant to the financial industry, 
politics, and academia. Furthermore, SFI disseminates its 
findings through research, publications, Master Classes, 
and conferences.

0. Introduction

After unprecedented growth in Environmental, Social, and 
Governance (ESG) investing, as well as sustainable finance 
more broadly, recent participation has notably cooled. Some 
observers have gone so far as to declare ESG as "dead" 
(Edmans, 2023), while others characterize this development as 
a backlash or reversal. The concepts of ESG and sustainable 
finance first gained prominence in 2004, following an influential 
letter by UN Secretary-General Kofi Annan urging major 
financial institutions to better incorporate ESG considerations 
into their decision-making (Global Compact, 2004). Initially, 
the primary objective of sustainable finance was to manage 
ESG-related financial risks that could materially affect companies, 
investments, and economic growth. Over time, this concept 
has expanded to explicitly include the generation of positive 
environmental and social outcomes (or impact). Even those 
skeptical or indifferent to ESG from a purely values-based 
perspective have reasons to be concerned about these frameworks 
becoming obsolete. Without sustainable finance, financial 
markets could become increasingly vulnerable to climate-
related disruptions, biodiversity loss, and escalating social 
inequalities—risks that could ultimately threaten broader 
economic growth and stability as well as trigger social unrest.

In this SFI Public Discussion Note, we introduce and discuss 
the concept of sustainable finance fatigue—substantially lower 
interest and participation in sustainable finance and ESG 
investing. Section 1 uses various metrics and indicators to 
present evidence of sustainable finance fatigue. Section 2 
analyzes possible factors contributing to it. Section 3 assesses 
whether sustainable finance fatigue represents a lasting and 
permanent shift or if it is more likely to be a transitory and 
temporary phenomenon. Section 4 proposes potential responses 
and strategies to address and mitigate sustainable finance 
fatigue. Finally, Section 5 concludes.
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The evolution of total assets under management (AUM) in ESG 
mutual funds during the past few years has been remarkable. 
According to Morningstar (2024, 2025), which tracks investment 
in open-end funds and exchange-traded funds (ETFs) that 
claim a sustainability objective or apply binding ESG criteria, 
ESG fund assets grew approximately sixfold—from around 
USD 0.5 trillion in 2018 to nearly USD 3 trillion in 2021 (see 
Figure 1, Panel A). After a decline between 2021 and 2022, ESG 
fund assets began rising again in 2023, reaching a level 
slightly above the previous peak by 2024. Annual flows of funds 
exhibited a consistent increase until 2021 and subsequently 
experienced a notable decline (see Figure 1, Panel B). 

Data at the quarterly level reflects a similar trend, with inflows 
peaking in the first quarter of 2022 and decreasing thereafter 
(see Figure 2, Panel A). Despite significantly lower inflows 
post-Q1 2022, notable regional differences exist. For example, 
quarterly flows have stayed negative in the United States since 
Q4 2022 (see Figure 2, Panel B). Until Q1 2025, however, flows 
remained largely positive—though reduced—in other regions, 
particularly Europe, where the retreat from sustainable finance 
has been less pronounced (see Figure 2, Panel A).

1. Evidence of Sustainable Finance Fatigue
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Figure 1: Annual Global ESG Fund Assets and Fund Flows
Panel A: Annual Global ESG Fund Assets
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Panel B: Annual Global ESG Fund Flows
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Note: Panel A shows annual global ESG fund assets between 2018 and 2024 in 
USD billions; Panel B shows annual global ESG fund flows between 2018 and 
2024 in USD billions. Data as of December 2024.

Source: Morningstar Direct
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Figure 2: Quarterly Sustainable Fund Flows
Panel A: Quarterly Global Sustainable Fund Flows
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Note: Panel A shows quarterly global sustainable fund flows between Q1 2022 
and Q1 2025 in USD billions; Panel B shows quarterly U.S. sustainable fund 
flows between Q1 2022 and Q1 2025 in USD billions. Data as of March 2025.

Source: Morningstar Direct
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Beyond ESG mutual fund assets, sustainable finance fatigue is 
also evident in other areas, notably among institutional investors. 
While the 2000s and 2010s saw rapid growth in private-sector 
ESG investor initiatives, this momentum appears to have slowed 
recently. A prominent example is the Principles for Responsible 
Investment (PRI), the largest investor initiative of its kind 
(Gibson Brandon et al., 2022). After consistent membership 
growth from its inception in 2006 until 2023, the PRI has 
experienced a slight decline in membership since 2023, as 
illustrated by recent data (see Figure 3). Similar trends of initial 
growth followed by declining investor engagement can be 
observed in other investor-led initiatives, such as, for instance, 
Climate Action 100+ (Atta-Darkua et al., 2025).

Additional indicators of diminishing interest in sustainable 
finance are also visible within the labor market. For instance, 
recent evidence reported in the Wall Street Journal (Maurer, 
2024) points to increasing departures and decreasing arrivals 
in ESG-related positions (see Figure 4, Panel A). Similarly, 
news stories discussing redundancies and layoffs of ESG teams 
and positions have also risen between 2018 and 2024 (see 
Figure 4, Panel B). 
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Figure 3: Total Principles for Responsible Investing 
Signatories

Note: This figure shows the number of signatories to the Principles for 
Responsible Investment (PRI) between 2006 and 2024.

Source: Principles for Responsible Investment (PRI)
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companies, based on a dataset of over 360'000 professionals who have held 
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Finally, another indication of sustainable finance fatigue is that 
support for ESG-related shareholder proposals has declined 
notably among institutional investors (see Figure 5, Panels A 
and B), further reflecting reduced investor enthusiasm for ESG 
initiatives. 
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Figure 5: Shareholder Engagement with ESG Proposals
Panel A: Shareholder Support to E&S Proposals
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Note: Panel A shows shareholder support to E&S shareholder proposals based 
on the voting activity of 1'000+ U.S. based broker-dealers and custodian 
banks between 2019 and 2024; Panel B shows shareholder support and 
frequency of E&S and G proposals based on the voting data from Canada, 
Denmark, Poland, South Africa, the United Kingdom, and the United States 
between 2022 and 2024.

Sources: Broadridge and Principles for Responsible Investment (PRI)
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We believe several factors explain the reduced participation in 
sustainable finance. The following section discusses some of 
the key drivers behind sustainable finance fatigue.

Political Climate

A development clearly coinciding with the rise and subsequent 
slowdown of sustainable finance is the shifting political attitude 
toward environmental and, possibly, broader ESG issues. For 
instance, support for green parties in Swiss and European 
elections has exhibited a pattern strikingly similar to the 
trajectory of ESG fund assets. Survey-based voting intentions 
for the two Swiss green parties increased steadily between 2015 
and 2021, but declined notably since (see Figure 6, Panel A).1) 
Actual election results for the Swiss federal elections show a 
comparable hump-shaped pattern, with the green parties' vote 
share rising from 2015 to 2019, but decreasing thereafter (see 
Figure 6, Panel B). Similar trends have also been observed in 
recent European Parliament elections in France and Germany 
(see Figure 6, Panel C).

Political attitudes toward ESG in the United States have 
followed a similar, if not more radical, pattern. The United States 
has experienced a legislative backlash against sustainable 
finance and ESG investment, driven primarily by Republican-
led state governments and lawmakers who have introduced 
legislation restricting or outright prohibiting ESG-focused 
investing and sustainable finance decision-making by financial 
institutions. This backlash has led to new laws and policies 
restricting pension funds, investment managers, and banks 
from taking ESG into consideration in their investment and 
lending decisions. Since 2020, there has been a notable surge 
in proposed and enacted anti-ESG legislation at both state 
and federal levels, a trend that likely influences overall 
sentiment toward ESG in the United States (see Figure 7).

1) Switzerland has two distinct green parties, each with its own approach to 
environmental and economic issues. The Green Party focuses on 
environmental protection, social justice, and sustainable development, 
promoting strong governmental intervention to achieve these goals. The 
Green Liberal Party combines ecological sustainability with liberal economic 
policies, advocating market-based solutions and individual responsibility. The 
key difference is that the Green Party supports extensive government action, 
whereas the Green Liberal Party prefers market-driven, economically liberal 
approaches.

2. The Drivers of Sustainable Finance Fatigue
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Figure 6: Support for Green Parties
Panel A: Voting Intentions for Green Parties in Switzerland
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shows European Parliament election results for green parties in France and 
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Sources: gfs.bern, the Federal Council, and the European Parliament 
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Financial Performance of ESG and Sustainable Finance

A widely held belief within the financial sector is that investors 
can "do good," that is promote sustainability, while they 
simultaneously "do well," that is, achieve strong financial returns. 
Indeed, the period from 2015 to 2021 was characterized by 
strong realized returns on ESG assets. Since then, however, the 
performance of these strategies has become more muted, 
suggesting that another key driver of ESG and sustainable 
finance fatigue is the realization that the financial performance 
of ESG strategies cannot consistently remain high. In other 
words, there are periods when investors can simultaneously 
achieve financial returns and positive societal impacts, but such 
periods will not persist indefinitely. In other words, investors 
cannot "do well" and "do good" all the time.

While many ESG strategies outperformed traditional investment 
approaches between 2015 and 2021, their relative performance 
has declined significantly in recent years. The underperformance 
of ESG strategies is likely an important factor contributing to 
sustainable finance fatigue. Academic research highlights two 
important factors behind the earlier period of ESG outperformance. 

First, van der Beck (2024) demonstrates that much of the ESG 
equity outperformance was driven by price pressure resulting 
from substantial inflows into sustainable funds. These inflows 
temporarily inflated realized returns, which did not reflect 
higher expected returns. The study argues that, in the absence 
of these strong inflows, sustainable funds would have 
underperformed the broader market even between 2015 and 2021.

Second, Pástor et al. (2022) document that green stocks 
delivered high realized returns until the end of 2020 primarily 
due to unexpectedly strong increases in environmental concerns 
rather than by inherently exhibiting higher expected returns. 
After adjusting for these unexpected increases in concerns for 
the environment, the authors estimate lower expected returns 
for green stocks than for their brown counterparts, consistent 
with economic theory.

Thus, while strong financial performance initially supported 
the adoption of sustainable finance and ESG investing between 
2015 and 2021, weaker recent performance has acted as a 
headwind, contributing significantly to sustainable finance fatigue.

Economic Conditions and Geopolitical Tensions

Changing economic conditions have also likely contributed to 
sustainable finance fatigue. For example, the recent sharp 
increases in inflation and cost-of-living pressures may have 
reduced the appeal of sustainable finance. Since many 
environmental externalities remain inaccurately priced, and 
fossil fuels continue to receive subsidies in some geographic 
regions, sustainable solutions often remain more expensive than 
less sustainable alternatives. In periods of economic hardship, 
consumers typically prioritize more affordable options, at least 
in the short term.

Additionally, recent increases in interest rates to combat 
inflation may have negatively affected ESG investing and 
investments in green projects. ESG assets and green projects 
generally exhibit a longer duration than traditional brown 
assets, due to their inherently long-term nature, higher upfront 
costs, and benefits realized predominantly in the distant future. 
Consequently, higher interest rates reduce the net present 
value of green projects, making them relatively less attractive 
compared to brown alternatives. 
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Figure 7: Proposed and Enacted State and Federal Anti-
ESG Legislation in the United States
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Note: This figure shows the number of newly introduced and cumulative 
anti-ESG legislative initiatives at the state and federal levels between 2020 
and 2025 in the United States Values for 2025 include presidential executive 
orders containing anti-ESG provisions. Data as of May 2025.

Sources: U.S. Congress, Federal Register, the White House, National 
Conference of State Legislatures, and individual state legislature websites.
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Finally, rising geopolitical tensions, such as the invasion of 
Ukraine, have increased the relative profitability of fossil fuel 
assets compared to carbon-efficient alternatives, further 
contributing to sustainable finance fatigue. The Ukraine invasion 
and subsequent shifting attitudes toward public military 
spending have generated strong performance in defense stocks, 
a sector traditionally shunned by ESG investors. 

In sum, recent economic conditions and geopolitical events 
have shifted investors and consumers away from ESG 
investing.

Regulatory Overload

The past two decades have witnessed substantial growth in 
the regulations governing ESG investing and sustainable 
finance worldwide. For example, the European Union now 
requires financial institutions to disclose their ESG activities 
under the European Union's Sustainable Finance Disclosure 
Regulation (SFDR). Additionally, many firms are required to 
report on an extensive array of sustainability Key Performance 
Indicators (KPIs), due to the European Union's Corporate 
Sustainability Reporting Directive (CSRD). Although the 
European Union's Omnibus package aims to streamline 
sustainability regulations by reducing compliance burdens, 
firms and investors still face a greater sustainability regulatory 
burden today than in earlier periods.

The annual and cumulative number of ESG and sustainable 
finance policy interventions has grown significantly from 2000 
to 2024, with hundreds of such measures introduced in recent 
years (see Figure 8). While some of these regulations have 
undoubtedly been beneficial, their sheer volume suggests that 
regulatory demands have significantly burdened firms and 
investors. Notably, the increase in ESG-related regulations 
accelerated sharply between 2014 and 2021. These regulations 
include disclosure mandates, sustainable investment 
frameworks, climate-risk guidelines, and various policies 
aimed at promoting sustainable finance. Such regulatory 
overload has likely contributed significantly to sustainable 
finance fatigue among firms, investors, and other market 
participants.

Moreover, the sustainable finance regulatory landscape is not 
only extensive but also complex and fragmented, with different 
jurisdictions adopting varied approaches. Financial 
institutions must navigate a patchwork of frameworks that 
often conflict and that evolve rapidly, further increasing the 
burden of compliance. This rapidly changing and non-uniform 
regulatory environment has likely amplified sustainable finance 
fatigue, driven by information and reporting overload, lack of 
standardization, continuous regulatory changes, rising 
compliance costs, and global inconsistencies that undermine 
effectiveness.

Overall, we believe that the overwhelming wave of policy 
interventions has led the financial sector to approach 
sustainable finance predominantly from a compliance 
perspective, rather than focusing on the much more important 
commercial opportunities related to sustainability-related 
products and services.

0

50

100

150

200

250

300

350

400

20
0
0

20
0
1

20
0
2

20
0
3

20
0
4

20
0
5

20
0
6

20
0
7

20
0
8

20
0
9

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

20
18

20
19

20
20

20
21

20
22

20
23

20
24

Figure 8: Growth in Sustainable Finance Policy Measures

 New   Cumulative
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ESG legislative initiatives between 2000 and 2024.

Source: Principles for Responsible Investment (PRI)
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Legal Risks and Political Retaliation

Increasing legal risks and fear of political retaliation have also 
contributed to sustainable finance fatigue, pushing firms and 
investors toward a more cautious approach. Tighter regulatory 
scrutiny, such as the Securities and Exchange Commission's 
(SEC) stricter enforcement of the "Names Rule," which mandates 
that funds labeled as ESG maintain at least 80% aligned 
investments, has led asset managers to remove ESG terminology 
from fund names and prospectuses to mitigate the compliance 
and legal risks. Similarly, in Europe, guidelines from the European 
Securities and Markets Authority (ESMA) impose precise 
investment criteria for ESG-labeled funds, further discouraging 
their explicit use. Concerns over legal risks and accusations of 
greenwashing have led investors to increasingly remove ESG-
related terms from their names—a trend that intensified in Q4 
2024 and even more so in Q1 2025 (see Figure 9).

Similarly, many companies have adopted "greenhushing," 
deliberately minimizing their communication about ESG 
initiatives. A recent survey by South Pole (2024) found that 
many firms have scaled back public disclosure of their climate 
actions, due to regulatory complexities and fears of increased 
scrutiny from politicians, regulators, investors, and the public. 
Similar effects have been observed in a recent Bloomberg 
study, which found that climate talk in S&P 500 earnings talks 
has fallen by more than 75% (Raimonde, 2025). This quieter 
stance reflects an underlying apprehension that transparency 
could lead to reputational or legal repercussions, reducing 
proactive ESG commitment.

These legal and political pressures have created a more cautious 
approach to ESG investing and sustainable finance, limiting 
firms' and investors' willingness to openly pursue or communicate 
about their sustainability goals. This hesitancy potentially 
slows progress toward meaningful ESG, sustainable finance 
achievements, and broader sustainable development objectives.

Greenwashing and Impact Washing Concerns

Rising concerns about greenwashing and impact washing have 
also likely reduced the attraction of sustainable finance. 
Instances of misleading claims about environmental and social 
impacts have increased skepticism among investors and other 
stakeholders. A key factor underpinning this issue is the 
erosion of trust caused by firms and investors overstating or 
misrepresenting their sustainability achievements to attract 
investments. Recent regulatory interventions addressing such 
deceptive practices through heightened scrutiny and stricter 
oversight have further intensified investor caution and 
mistrust.

Investor skepticism regarding the real-world impact of ESG 
investments has also contributed to growing sustainable 
finance fatigue. Initially, optimistic investors became 
disillusioned upon realizing that ESG investing has generated 
limited measurable progress toward resolving global 
sustainability challenges. For instance, Atta-Darkua et al. 
(2025) find that most of the portfolio decarbonization by 
institutional investors has been achieved via re-weighting, 
essentially leaving real-world carbon emissions unchanged. 
The gap between anticipated and actual environmental and 
social outcomes has led to significant disappointment and 
disillusionment.

0

50

100

150

200

250

300

350

400

Q1
2022

Q2
2022

Q3
2022

Q4
2022

Q1
2023

Q2
2023

Q3
2023

Q4
2023

Q1
2024

Q2
2024

Q3
2024

Q4
2024

Q1
2025

Figure 9: Evidence of Green Hushing in Sustainable Fund 
Terminology
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Note: This figure shows the adding, changing, and dropping of sustainability-
related terms in Europe between Q1 2022 and Q1 2025. Data as of March 2025.

Source: Morningstar Direct
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Summary

Perhaps initial expectations about the role of ESG and 
sustainable finance were too ambitious. Indeed, there might 
have been a misplaced expectation that financial markets and 
investors could be the primary instrument to address market 
failures related to environmental externalities. Drawing on 
economic theory, it is evident that financial market mechanisms 
alone can never be sufficient for correcting negative externalities 
without the support of explicit regulatory interventions in the 
real economy, including environmental regulations or targeted 
taxation (Daubanes et al., 2022).

Methodological shortcomings within sustainable finance, such 
as the excessive focus on data capturing firms' compliance 
with ESG criteria, rather than on green product opportunities, 
might also have contributed to sustainable finance fatigue 
(Klausman et al., 2025).

These interconnected issues—greenwashing, unwarranted 
expectations regarding the impact of sustainable finance, and 
methodological inconsistencies—are likely to have contributed 
significantly to sustainable finance fatigue. 
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An important yet challenging question is whether sustainable 
finance fatigue is transitory or permanent. Given the extraordinary 
expansion in sustainable finance and ESG investing leading up 
to 2021, achieving similarly high growth rates in the future 
appears unlikely. Several factors support this assessment. First, 
the standards defining sustainable finance have become 
significantly stricter: Strategies and approaches previously 
considered sustainable, such as negative screening, may no 
longer qualify under current regulatory criteria, at least in the 
European Union. This shift is evidenced by widespread 
reclassification and, thus, a decline in sustainable fund assets 
globally, especially in Europe (Global Sustainable Investment 
Alliance, 2021, 2023). Second, past growth rates were high due 
to a combination of exceptional factors, for instance, the 
unusually strong financial performance of ESG assets and a 
global paradigm shift toward higher environmental awareness 
triggered by the Paris Agreement (Klausman et al., 2025). 
Additional contributing factors include historically low interest 
rates that disproportionately benefited longer-duration 
sustainable investments, and a wave of regulatory initiatives, 
such as the European Union's Action Plan on Sustainable 
Finance, that significantly enhanced investor awareness and 
demand. Taken together, these conditions created a temporary 
period of extremely high enthusiasm for sustainable finance, 
suggesting that the current trajectory shows a natural 
moderation rather than a permanent reversal. We believe that 
the broader trend toward ESG and sustainable finance is 
unlikely to reverse. Although there has been a notable and 
healthy slowdown in sustainable finance and ESG growth, fund 
assets related to sustainable finance and ESG have generally 
continued to increase in most regions, though at a more 
moderate and possibly more sustainable pace. Notably, net 
fund flows in Europe have mostly remained positive, except in 
the most recent quarters of 2025. 

Furthermore, sustainable finance in other asset classes, 
particularly fixed income, continues to exhibit robust activity (see 
Figure 10, Panel A). ESG bonds encompass instruments such as 
green bonds (Flammer, 2021), social bonds, sustainability bonds, 
and sustainability-linked bonds (Berrada et al., 2024). ESG 
bond issuance peaked in 2021 at approximately USD 1.2 trillion, 
followed by a noticeable decline in 2022 and 2023. However, 
issuance rose again in 2024, reaching about USD 1 trillion in 
new ESG debt issued. This recovery is impressive, particularly 
given the backdrop of rising interest rates during this period. 

Another encouraging area is green loan issuance, which 
experienced remarkable and consistent growth between 2016 
and 2024, continuing robustly even beyond the peak year of 
2021: Green loan issuance nearly tripled between 2021 and 2024 
(see Figure 10, Panel B). Overall, this resilience in ESG fixed-
income markets is encouraging and suggests that sustainable 
finance fatigue is unlikely to be permanent. 

3.	Is Sustainable Finance Fatigue Transitory or 
Permanent?
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Figure 10: Sustainable Finance in Fixed Income
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Sustainable lending and bond markets are critical in providing 
incremental funding for projects such as renewable energy 
infrastructure developments. It is important to distinguish the 
effectiveness of fixed income/lending and public equity in 
promoting sustainability. Increased AUM in sustainable equity 
funds that invest in listed company stocks does not, in principle, 
provide additional capital for sustainable projects, as trading 
occurs in secondary markets. Consequently, higher fund 
inflows merely shift share ownership without supplying new 
financial resources for sustainable projects. In contrast, much 
of the green lending and ESG bond market directs additional 
capital toward firms that invest in projects delivering tangible, 
long-term sustainability impacts. Although considerable 
attention has been given to ESG investing in public equity 
markets, this focus is somewhat misguided, as these strategies 
are unlikely to impact sustainability significantly. Thus, the 
solid growth observed in ESG bonds and green loans is 
particularly commendable, as these financing instruments will 
likely achieve better real-world sustainability outcomes.

However, even in equities there are pockets where the focus on 
sustainability remains intact. Among all thematic strategies—
including those unrelated to ESG, such as AI—funds focused 
on the energy transition stood out, with USD 67 billion in 
assets, making them the second-most-popular theme globally, 
as of the end of June 2024 (see Figure 11, Panel A). In a similar 
spirit, resource management, which is arguably related to 
sustainability, was the leading thematic investment category 
in the United States (see Figure 11, Panel B), and many other 
thematic strategies have a natural link to sustainability (e.g., 
health and wellbeing, food and agriculture, future of transport, 
ageing, etc.). Thematic approaches are likely more relevant for 
creating sustainability impact than are general ESG strategies 
focusing on exclusion or broad ESG metrics. Continued growth 
in these thematic areas could signal continued support for 
ESG, revealing the current state of sustainable finance fatigue 
to be only temporary. It is probably a healthy development that 
investment strategies that focus on investing in environmental 
solution providers remain popular.
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Figure 11: Thematic Investments
Panel A: Global Thematic Assets Under Management by Theme
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Source: Morningstar Direct



SFI Public Discussion Note :: 

13

The resilience of sustainability-themed investment strategies 
is further exemplified in Klausman et al. (2025), who present 
evidence indicating that stock portfolios comprised of firms 
with substantial green revenues—revenues derived from products 
and services that confer environmental benefits—showed 
value losses in 2022. However, by the conclusion of 2023, these 
portfolios had largely recuperated their equity valuations from 
2020 and 2021 (see Figure 12, Panel A). Furthermore, according 
to the same paper, green revenues experienced a compound 
annual growth rate of 9% between 2015 and 2024, which is 
over twice the growth rate of general revenues, suggesting 
persistent strength in this area. An analysis of I/B/E/S data, 
which compares analyst forecasts concerning long-term 
earnings growth expectations for firms with the lowest versus the 
highest proportion of green revenues, presents a corroborating 
narrative regarding the resilience of sustainability-themed 
investments against the backdrop of temporary sustainable 
finance fatigue. As of 2025, analysts anticipated that firms 
exhibiting the highest green revenues would achieve long-term 
earnings growth rates approximately five percentage points 
greater than the firms with the lowest green revenues—15.8%, 
in contrast to 10.8% (see Figure 12, Panel B).
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Another compelling argument supporting the notion of the 
continued relevance of sustainable finance is the high level of 
carbon prices (see Figure 13). Persistently elevated carbon 
prices indicate that the markets anticipate stronger, not weaker, 
regulatory actions and more stringent policies to curb carbon 
emissions. Consequently, this expectation reinforces incentives 
for firms and investors to integrate sustainability considerations 
into their strategies, underscoring sustainable finance's long-
term viability and necessity. When the regulatory climate risk 
ultimately realizes, it can be expected that firms with better 
climate risk management policies will outperform.

Consistent with the idea of an intact energy transition, evidence 
suggests that the European Union is almost on track to meet 
its 2030 climate targets (Hancock, 2025), even though this 
achievement could be, at least partially, due to continued 
economic weakness in some European Union member states. 
More encouragingly, and consistent with the continued shift 
toward a more climate-friendly energy supply and broader 
decarbonization, global data show steady growth in total and 
newly installed solar power capacity between 2015 and 2024. 
New capacity additions reached record highs in both 2023 and 
2024, with 353 gigawatts and 451 gigawatts installed (see Figure 
14, Panel A). These numbers suggest a continued trend toward 
renewable energy. Most of this growth has come from China—a 
welcome development given the country's continued reliance on 
coal-based energy and urgent need to transition away from fossil 
fuels and accelerate decarbonization (see Figure 14, Panel B). 
However, the United States represents a major unknown in the 
future expansion of renewable energy. The current U.S. government 
exhibits skepticism or outright hostility toward renewable 
energy sources, signaling its intention to cut subsidies, scale 
back tax credits, and dismantle parts of the Inflation Reduction 
Act. Despite this policy stance, the demand for electricity is 
ever-increasing, driven notably by the growth of generative AI, 
necessitating rapid expansion in energy supply. Among the 
most available energy sources, that is, nuclear, natural gas, and 
renewables, solar energy stands out as the quickest and simplest 
to deploy. Unlike nuclear projects (which face long planning and 
construction periods, as well as significant cost uncertainty) or 
gas plants (which require substantial infrastructure and 
permitting), solar installations can be set up quickly, offering 
immediate scalability to meet pressing energy demands. 
Consequently, even in the face of political opposition toward 
renewables, the urgent need for additional electricity generation 
is likely to result in continued growth of photovoltaic capacity, 
even in the United States. It should also be noted that the 
recent renaissance of nuclear power in the United States is 
positive from a climate perspective, even though the overall 
environmental benefits of nuclear energy are more ambiguous 
(e.g., because of issues with nuclear waste).
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Figure 13: European Union Carbon Permits

Note: This figure shows the price, in EUR, of emitting one ton of CO2 based on 
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In addition, several other arguments suggest that sustainable 
finance fatigue may be transitory rather than permanent. First, 
ESG investment preferences appear to be cyclical and are likely 
to rebound as market conditions improve, economic conditions 
improve, inflation adjusts, and interest rates decline. Second, 
Millennials and members of Generation Z exhibit stronger 
preferences for sustainability and ESG investing than prior 
generations. The substantial generational wealth transfers to 
younger generations that are likely to occur over the following 
decades could spur considerable growth in ESG-focused 
strategies, particularly those that generate measurable impact, 
a dimension the younger generations are particularly concerned 
with. Third, given that the past five years have been the hottest 
on record, climate change mitigation and adaptation investments 

remain as important as ever, suggesting continued support for 
sustainable finance. Finally, regulatory frameworks such as the 
European Union's SFDR or Taxonomy Regulation could rebuild 
trust by enhancing transparency and reducing concerns over 
greenwashing. An increased focus on documenting real-world 
impact will likely lead to persistent flows into sustainable finance. 
Overall, we expect structural factors, including climate-related 
risks, the energy transition, concerns about biodiversity loss, 
robust generational support from Millennials and members of 
Generation Z, and emerging opportunities in clean technologies, 
to underpin continued support for ESG investing and 
sustainable finance.

However, several arguments also suggest that sustainable 
finance fatigue could represent a permanent shift, rather than 
a temporary slowdown. First, continued political polarization 
around ESG, especially pronounced in, but not limited to, the 
United States, may cement legal barriers and entrenched 
opposition, resulting in lasting regulatory uncertainty and 
reduced investor confidence. Additionally, continued low 
economic growth in Europe and geopolitical uncertainties and 
tensions, notably the energy security concerns that have been 
heightened by events such as the Ukraine conflict, have 
underscored the persistent attractiveness and strategic 
importance of investments in fossil fuels. These traditional energy 
assets may continue to draw significant capital, competing 
directly with cleaner alternatives. Investors who have recalibrated 
their expectations about sustainable finance after experiencing 
limited real-world impacts might continue to remain cautious 
about ESG, reducing their enthusiasm permanently. 

While there are clear indications of a slowdown in ESG 
momentum, it would be premature to conclude that 
sustainable finance will disappear. Instead, ESG will likely 
evolve into a more targeted and pragmatic investment 
approach. Despite the recent fatigue, several segments of 
sustainable finance remain robust. Thematic investments or 
ESG fixed income, such as green lending and ESG bonds, 
continue to be seen as attractive, demonstrating a continued 
demand for sustainable investments. Additionally, persistently 
high carbon prices, driven by regulatory initiatives like the 
European Union's Emissions Trading System, indicate ongoing 
structural support for low-carbon investments, encouraging 
continued market participation in sustainability themes.
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Rather than vanishing, ESG frameworks can be expected to 
become narrower and more pragmatic, focusing primarily on 
high-impact issues, such as climate change adaptation and 
mitigation, as well as the energy transition, rather than on 
broader, less clearly defined ESG criteria, such as diversity, 
equity, and inclusion (DEI). Investors and financial institutions 
are likely to adopt more cautious ESG strategies, emphasizing 

measurable impacts and possibly financial materiality. This 
evolution may result in a more credible and resilient form of 
ESG investing, characterized by realistic expectations and 
well-articulated goals. Thus, sustainable finance is not poised 
for disappearance, but for a thoughtful recalibration toward 
long-term viability and effectiveness. 
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4.	What Can Be Done About Sustainable Finance 
Fatigue?

Significant progress has been made in the adoption of sustainable 
finance since Kofi Annan's influential 2004 letter—widely 
viewed as marking the birth of the ESG concept—urged major 
financial institutions to integrate environmental, social, and 
governance considerations into investment decisions (Global 
Compact, 2004). Yet, despite growing skepticism toward 
sustainable finance and ESG, abandoning these frameworks 
now would risk neglecting persistent environmental and social 
challenges. Addressing sustainable finance fatigue requires 
action from policymakers, financial institutions, investors, and 
corporations alike. We now outline some concrete strategies 
that each group can pursue to mitigate fatigue.

Policymakers

Policymakers can play a pivotal role in countering sustainable 
finance fatigue by reducing the complexity and enhancing the 
clarity of regulations, by providing financial incentives for 
genuine sustainability projects, and by taking an overall more 
measured and pragmatic approach to sustainable finance 
regulation. Harmonizing global ESG reporting standards, such 
as the International Sustainability Standards Board (ISSB), the 
European Union's SFDR, Taxonomy Regulation, and CSRD, 
could significantly simplify compliance and reduce reporting-
induced sustainable finance fatigue. Furthermore, policymakers 
should streamline existing disclosure requirements, as 
exemplified by the European Union's Omnibus package, to 
avoid overwhelming companies with duplicative and clearly 
excessive reporting obligations.

Shifting policy approaches from punitive methods toward 
incentivizing ones is critical. The policy approach should balance 
"carrots"—incentives for green projects—and "sticks"—requiring 
excessive disclosure. By offering targeted incentives such as 
tax credits and subsidies for clean energy and sustainable 
energy transition projects, governments can motivate genuine 
corporate commitments, rather than focusing on mere compliance 
with disclosure requirements. The Biden-era Inflation Reduction 
Act and Bipartisan Infrastructure Law, also known as the 
Infrastructure Investment and Jobs Act, effectively promoted 
investments in green infrastructure and technology. Furthermore, 
strengthening anti-greenwashing measures through audits, 
more explicit ESG labeling, and strict enforcement will enhance 
transparency and rebuild investor trust. Ultimately, policymakers 
must aim for regulatory stability to ensure long-term clarity for 
investors and firms.

Financial Institutions

Financial institutions can counteract fatigue by pivoting from 
broad ESG labels toward more clearly defined thematic and 
impact-oriented investment products. Documenting the real-
world impact of ESG strategies is key to the future success of 
sustainable finance. In a sense, most ESG investments lack 
documentation of "treatment effects," such as measurable 
changes caused by the investment. 

In addition, it is important that the financial sector move away 
from the "doing well by doing good" narrative, which has little 
theoretical and scientific support. Institutions can set realistic 
investor expectations by recognizing and communicating the 
economic trade-offs inherent in ESG investing. It seems important 
to acknowledge that consistent financial outperformance 
alongside positive ESG impact —"win-win" scenarios—may no 
longer be achievable. 

It could also be beneficial to move away from general ESG 
terminology, which may now be permanently tarnished, and 
instead emphasize specific underlying subtopics, such as 
environmental risk management, biodiversity, climate, health 
and safety, customer relations, and green revenues. These 
subtopics clearly remain relevant from a risk-management 
standpoint, especially when their significance is articulated in 
a nuanced manner that highlights their potential impact on 
performance within specific sectors and contexts.

Additionally, financial institutions should actively seek tangible 
ESG opportunities, such as investments aimed at green 
revenues and sustainable innovations. Such institutions must 
also significantly enhance their measurement and reporting 
practices, rigorously documenting tangible ESG outcomes and 
clearly demonstrating real-world impact. Prioritizing active 
engagement with portfolio companies, rather than relying 
solely on exclusion strategies, will also likely enhance ESG 
effectiveness. Adopting pragmatic approaches, acknowledging 
limitations, transparently reporting outcomes, and focusing on 
realistic ESG targets will help rebuild investor confidence.
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Investors and Asset Owners

Investors and asset owners can address sustainable finance 
fatigue by demanding greater transparency and accountability 
from ESG fund managers, especially regarding measurable 
sustainability impacts. They should also diversify their ESG 
approaches, focusing on engagement and thematic investing 
instead of on simple exclusion criteria. They should optimize 
outcomes, avoiding overly simplistic reliance on single ESG 
frameworks. Recognizing that "doing well by doing good" may 
no longer be available, at least not all of the time, is also 
important. After all, pursuing sustainable finance can be in the 
interest of asset owners and investors even if it generates 
sub-market or concessionary returns. 

Moreover, asset owners and investors need to recognize by their 
actions that negative externalities go beyond their portfolios. 
Portfolio decarbonization is not equal to real-world 
decarbonization and often pushes assets to owners who care 
less about emissions. Actively engaging corporations directly 
on ESG issues should be the favored approach. Re-weighting 
away from low ESG assets is clearly the least effective approach 
to sustainable finance, as there is no clear evidence that 
divestment by ESG capital can cause measurable cost-of-
capital effects. In addition, recent research by Hartzmark and 
Shue (2023) suggests there are counterproductive consequences 
of such cost-of-capital effects, since an increase in the cost of 
capital can make a firm's brown projects more attractive, 
compared to its green ones, ultimately resulting in increased 
GHG emissions, rather than the desired reduction. Robust 
corporate engagement would increase the credibility and 
effectiveness of ESG investing and sustainable finance. When 
clearly targeted and consistently executed, investor activism 
can significantly enhance both financial performance and 
sustainability outcomes.

The recent backlash against ESG, likely driven at least partly 
by the rapid and unprecedented growth and initial success of 
ESG, presents an opportunity for asset owners to reassess their 
ESG investment mandates. Rather than viewing this backlash 
solely as a setback, asset owners can leverage it as a chance to 
critically evaluate the true quality and impact of their investment 
managers. By differentiating between managers who have truly 
integrated ESG considerations into high-quality, impactful 
products and those who have merely used ESG as a marketing 
tool with limited impact, asset owners can now use the 
backlash as a unique opportunity to strategically redirect their 
capital toward genuinely effective ESG strategies.

Corporations

Corporations, now more than ever, need to demonstrate that 
their management of ESG factors directly supports their firm's 
valuation by addressing material risks and opportunities, 
ensuring ESG activities are viewed as strategic investments 
rather than wasteful spending. For example, effective climate 
risk management can reduce a firm's vulnerability to regulatory 
changes and extreme weather events, safeguarding its future 
profitability. Similarly, proactive human capital management, 
such as investing in employee wellbeing and talent retention, 
can enhance productivity, lower turnover, and ultimately improve 
financial performance (see Krueger et al., 2024). Clearly 
articulating these material ESG connections can strengthen 
investor confidence by highlighting ESG as integral to long-
term value creation.

Providing robust, decision-useful, third-party verified ESG 
disclosures can enhance trust and credibility with investors. 
Companies should also focus on issuing ESG fixed-income 
instruments and relying on green and sustainable bonds. 
Companies need to move beyond superficial sustainability 
initiatives and fully integrate ESG aspects into their core 
business strategies. This comprehensive integration involves 
addressing operational risks and actively identifying 
opportunities to develop products that aid the transition to a 
more environmentally and socially sustainable economy.
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Furthermore, transparent reporting of both their ESG successes 
and setbacks would foster credibility and enhance investor 
confidence. Companies that openly communicate their ESG 
challenges and limitations will likely be better positioned to 
manage stakeholder expectations realistically, demonstrating 
genuine commitment rather than superficial compliance.

Corporations should heed this advice because neglecting ESG 
issues may ultimately compromise their competitiveness, 
resilience, and reputation in an increasingly sustainability-
conscious marketplace. Despite sustainable finance fatigue, 
many investors, regulators, and consumers continue to place 
importance on ESG issues, rewarding firms that transparently 
address these concerns with access to capital, regulatory 
advantages, and brand loyalty. Conversely, companies viewed 
as lagging on ESG integration risk potential divestment, 
regulatory scrutiny, and reputational harm, all of which could 
significantly erode their market value and stakeholder trust. 
While this may not seem obvious in today's (geo)political 

context, genuinely embedding ESG considerations into core 
business strategy is not just a moral imperative—it is a crucial 
strategic choice for long-term profitability, resilience, and growth.

Summary

Countering sustainable finance fatigue will require actions 
across multiple stakeholder groups. Policymakers can ease 
regulatory burdens and incentivize sustainability; financial 
institutions can focus on sustainable impact generation and 
clearly communicate on ESG; investors can prioritize active 
ownership, demand transparency, and diversify their approaches; 
corporations can integrate ESG authentically and transparently 
into their strategic core and rely on issuing sustainable fixed 
income securities and green loans. These measures could 
potentially restore enthusiasm for sustainable finance and ESG 
investing, rebuild trust, and help sustainable finance evolve 
toward a more pragmatic and impactful future.
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Sustainable finance fatigue is undeniably real. However, it may 
reflect a necessary phase of reflection, consolidation, and 
maturation rather than a permanent retreat. After all, the 
achievements of ESG and sustainable finance over the last two 
decades have been remarkable, and the recent criticism is at 
least partly due to its unprecedented growth and initial success. 
Despite greenwashing concerns, it is difficult to argue that the 
sustainability awareness that exists today in the financial sector, 
relative to two decades ago, represents a step backward. Over 
the last two decades, sustainable finance has moved from being 
a niche market characterized by rudimentary and fragmented 
approaches to becoming mainstream, supported by more 
robust methodologies, widespread regulatory frameworks, and 
heightened scrutiny from investors and regulators alike. Even 
accounting for current challenges and imperfections, today's 
landscape demonstrates significant progress through clearer 
standards, greater investor engagement, and much improved 
methodological capabilities in the financial sector, underscoring 
how far the field has advanced from its modest origins. However, 
the job is not yet completed. In a sense, the recent slowdown 
represents a market correction after a period of unusually high 
growth and possibly inflated expectations. Still, sustainable 
finance's fundamental rationale—reducing negative externalities 

through finance—remains robust. Similar development patterns 
have been observed historically in other innovations, often 
characterized by Gartner's well-known hype cycle: Initial 
exuberance is followed by moderation and eventual stabilization 
at balanced levels of adoption and growth (Edwards, 2015).

The future success of sustainable finance and ESG depends on 
focusing on the opportunities related to sustainability, 
demonstrating measurable impact, and having a nuanced 
discussion of when ESG matters for value. ESG practices are 
likely to evolve into what might be termed "Sustainable 
Finance 2.0"—more targeted, pragmatic, and less susceptible 
to hype, yet more effective in achieving tangible outcomes. 
This evolution means ESG will become better integrated into 
mainstream financial practices, guided by clearly articulated 
and credible goals and by consistently verifiable methodologies 
and results. Continued academic research and the integration 
of sustainability into teaching curricula, along with regulatory 
refinement will be essential to restoring investor confidence 
and supporting meaningful ESG momentum. Ultimately, 
sustainable finance and ESG investing are likely to emerge 
stronger, more focused, and better equipped to have genuine, 
positive impacts over the long term.

5. Conclusion
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