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ABSTRACT  

_______________________________________________________________ 
 
The leaders of all countries of each sector and level of society are compelled to work 
together to address [social and environmental] challenges by maintaining sustainable 
human development and ensuring that the benefits of globalization are shared more widely. 
It is in the interests of businesses that these benefits continue both for companies and for 
others in society.  
 
The Venture Capital is a financial capital provided to the startup firms in their early stages 
which has a high potential for growth but also entail high risk. The Venture capital firms 
typically look for new and small businesses with a perceived long term growth potential 
that will result in a high payout for investors. Venture capital is a subset of private equity of 
the firms. On other hand, Private equity is an asset class consisting of equity securities, 
which are not quoted in the stock market. An investment in private equity most often 
involves either an investment of capital in a mature firms as well as buyout firms.  
  
The purpose of this study is to explore the gap between UK and U.S venture capital and 
private equity firms on the base of ESG criteria into investment decision making process. 
To find a relationship between venture capital and private equity firms mainstream 
investment with ESG criteria and also highlight new trends and the issues, which are 
potential barrier of ESG criteria implementation in UK and US firms. The authors used 
different academic literature, previous studies to find a gap and a relationship of ESG 
criteria into mainstream investment decision making process in UK and U.S firms. 
 
The research is based on both primary & secondary data under descriptive nature of study. 
A technique with the name of content analysis was used to collect the quantitative data 
from the U.K and U.S Venture Capital and Private Equity firms. These firms are further 
categorized in the sample size under the umbrella of clean tech and non-clean tech. Total 
sample size is 120 firms (60 VC & 60 PE), where 56 are clean tech and 64 are Non-clean 
tech firms. The find a relationship between variables regression analysis technique is used 
through SPSS for verifying the validity and variability of collected Data.  
 
We found that, an ESG criterion is on development stage, and there is no such technique 
and standards that are developed by the venture capital and private equity firms. We found, 
that firms are mostly focusing on responsible investment strategy; it is somehow same like 
whole ESG for purpose of their investment screening process. We found that ESG 
consideration in some UK and U.S venture capital and private equity firms exist, but vary 
from firms to firms. Some firms are considering just one factor while some other firms 
consider more than one.  Large firms have more focus on ESG as compared to small firms; 
due to the nature of business and size, and number of employees, focus is only limited 
towards investment options and development of strategies for the firm. The result of this 
study interpret that the U.S firms are focusing more on investment returns, and pay less 
attention towards ESG as compared to U.K firms, Where UK Venture capital and private 
equity firms results shows that, they are more focused towards ESG and feel free to 
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incorporate ESG criteria into their investment strategies without incurring any cost in terms 
of risk and returns.  
 
Key words: ESG (Environmental, Social and Governance), Venture capital, Private Equity, 
Social Responsible Investment, Screening process, Triple Bottom line etc, British Venture 
Capital Association, National Venture Capital Association, European Venture Capital 
Association, Swedish Venture Capital Association. 
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Chapter 1: INTRODUCTION 

  

The motive of the introductory chapter is to acquaint the reader about the research 

topic. The chapter highlights the current and latest developments about the area of 

research and its importance as a research thesis. The chapter will describe the study 

background, problem definition and research question. Furthermore, the purpose, 

delimitation, overview of the study and phases of the thesis are also identified. 
 
 
1.1 Introduction and Background of the Study: 
 
The sustainability concept is traced by the researcher from the sector of forestry, where 
long term, inter-generational planning is needed to plant and cut trees in continuous 
patterns, hence the future generation can do the task on the same lines. The maintenance of 
such a sustainable and equilibrium status needs sustainable discipline. This makes it 
imperative not to ignore long terms sustainable means of living for the sake of immediate 
short term gains. (Gassner, 2008, p.4). From a conservative point of view, sustainability 
envisages the achievement of a certain level of economic growth that attracts the investors 
for future continuous investment. This type of thinking dominates the economic 
consideration of social and environmental issues of sustainable development. These 
economic benefits should be viewed in the face of large quantity of environmental 
resources that are consumed and wasted continuously by the society (Kronsinsky, and 
Robins, 2008, p. 31).  Aside from operational and financial criteria, social and 
environmental considerations also play a role in developing the concept of sustainability. 
(Gassner, 2008, p.4). 
 
In 1987, The World Commission on Environmental and Development (Bruntland 
Commission) presented their report named “Our Common Future”, they explained and 
discussed the phenomena that arose between the conflicting of environmental and 
developmental objectives. Hence Sustainable Development was precisely defined as: 
 

“Development that meets the needs of the present without compromising the ability of 
future generations to meet their own needs” (WCED, 1987). 

 
After this definition we need to understand the term sustainable investment: 
 
According to (Eurosif, 2008, p. 7) Sustainable investment is basically a philosophy that 
combines the investor’s investment objectives and Environmental, Social and Governance 
(ESG) issues. The investors want to ensure the short and long term recurring returns on 
their investments. From them ESG issues have become important indicators for 
determining long term performance of their investment. The report shows that European 
Institutional Financial Market 15% of sustainable investment has the ability to attract the 
investment by both large public/private and multinational companies. 
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For the last two decades considerable efforts have been made to inculcate Corporate 
Responsibility, which raise questions about the extent to which mainstream investors views 
these activities. A company’s financial position can be effected by such efforts. On the 
other hand, the responsible investment community has been giving importance to the 
factors, which have now been envisaged in ESG criteria. The enlightened investors desired 
that their financial activities were compatible with social and environmental objectives, 
values and beliefs. Recent discussions and table talks have been arranged to make the 
investors aware of ESG integration, and as to how ESG criteria could be incorporated in the 
investing decision making. Investor’s belief that integrating ESG criteria with investment 
decision making could make more financial returns for the firms, which is the positive sign 
for the firm performance. Investors think that ESG criteria play the role of a strong 
management proxy for the company. Through long term planning, ESG criteria make a 
business strong in order to indentify risks and strategic growth. It has been noted that the 
clients have shown considerable interest in the ESG integration, specifically from pension 
funds. Some investors consider ESG as a factor that differentiates one firm from another 
and give competitive edge over the rival firm (Gitman, Chorn, & Fargo, 2009, p. 4). 
 
We need to differentiate between Venture Capital and Private Equity investments. 
According to EVCA (2007, p.6) “Venture capital is, strictly speaking, a subset of private 
equity”. The term Equity relates to financing an enterprise, not quoted in the stock market. 
However there is variation among different countries about the two concepts venture capital 
and private equity (Bygrave, & Timmons, 1992, p.73). Venture capital is a specific type of 
finance, which is more a part of and based on private equity market, this kind of investment 
are made by institutional investors, firms, and wealthy individuals in, an early stage, 
expansion stage or somewhat established firms. Term private Equity also covers some other 
stages of investment such as Bridge financing, Replacement capital, Rescue and turnaround 
capital etc (Isaksson, 2006, p.25). 
 
The UK and U.S both countries have a big financial hub in the financial world and the 
market of venture capital is well developed in both the countries. But the ESG criterion is 
gaining ground both countries have the same language but they have some cultural 
difference in their society, people’s working style, policies and state regulation as well as 
their institution development. According to Westwood and Everett (1987, p.5) the 
difference of the culture effects the society, the people’s thinking  as well as organization 
setting and thus differentiate to the a state from the rest of world.  The author’s feels that 
the cultural differences, working style and the state police have an effect the EGS 
consideration of the venture capital firm of the both countries.   
  

1.2 Problem Definition & Research Question: 
 
Sustainability and sustainable investing is the method of investment, which used to 
integrate ESG criteria in decision making process with the motive of getting better financial 
returns with a minimum level of risk. It is noted that better sustainable investing approach 
could lead to better financial return with a low level of risk. Still some studies interpret that 
investment firms and investors are facing key hurdles during inhibiting investing transition 
towards sustainable investment approach. Sustainable development is one of the 
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complicated concepts that faces the challenges from the different conventional schools of  
thought and recognize the current set of natural realities that the quality of life depend on  
economic, social and environmental improvements at the same time not at the expense of 
each other (Leeds, 2007, p.2). 
 
The investment firms normally face problem during sustainable investment transition 
regarding ESG implementations, such as shortage of ESG expertise, lack of ESG awareness 
and difficulties as to how sustainability factors could be integrated into core business 
policies and strategies, communication gap between how to link ESG and corporate 
financial performance with each other (Sikken, 2011, p.6).There is still no opinion available 
about the effectiveness of the ESG criteria in investment decision making process. Such as 
consideration of ESG criteria will increase firm share prices, attract more investors, 
increase investment effectiveness in term of firm long term performance. There is 
insufficient empirical evidence, which mentioned about ESG criteria consideration will act 
as better performance and returns of venture overtime, but it will take some more years to 
convince this case to investors (Yegnasubramania, 2008, p. 5).  
 
The Integration of ESG criteria in mainstream investment there is no standard approach 
develop by the investors. Observing mainstream financial institutions on the basis of 
publicly stated policies, they interpret that ESG concepts and practices are so much 
important for them during investment process but in reality none of the mainstream 
investors would adopt ESG criteria in investment process. (Yegnasubramanian, 2008, p.4).  
For the assessment of ESG criteria, most companies developed protocols but have not yet 
integrated these protocols into their routine evaluation processes. Hence mainstream 
investors are waiting for some sort of proof of their long term materiality 
(Yegnasubramanian. A. (2008).p.5).Still professional investors are not yet convinced about 
the ESG criteria that it should play the role of better monetary success predictors, but still 
this concept require several years of work and research to make this case more convincing 
(Yegnasubramanian, 2008, p.5). 
 
The importance of ESG issue need to be increased gradually in Venture capital and private 
equity firms in USA and UK financial markets. Due to different factors in USA “venture 
capital under management” at the end of 2009 decreased by 11.9% from 2008 and it 
decreased more than 35% from 2006. At the end of 2009, the size of Industry managed 
funds was $179.4 billion as compared to $203.7 billion in 2008. This decrease to us is not 
unexpected, if technology bubble burst was also considered. At the end of 2009, Private 
equity investment from outside USA reached $46.0 billion in last year, which was less than 
21% from previous year (NVCA, 2010, p.111). Large amount of investment is involved in 
buyout investment stages. In UK 48 % of total investments were in buyout stages. In UK, 
Buyout investment in 2009 increased by 27% from 2008. There is a  (NVCA, 2010, p.112).  
 
Decision making process is much complex and unclear, and is just like a challenge for the 
investment firms. Different factors such as personal contacts, previous experiences etc, 
which shrink the venture capital market in further growth.  The decision making process 
can vary from firm to firm and person to person; it could be based on the firm’s previous 
performance trends, product line, investment time period and social, economic, 
environment and culture factors. Even though the financial markets of the developed 
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countries are well established but their venture capital and private equity market are still in 
the growing stage. The method of this study is quantitative. For the data gathering author of 
the study adopt Content Analysis technique to find the gap of ESG criteria on the basis of 
firm investment strategy. The total sample size of this research is 120 Venture capital & 
Private equity firm, where 56 are clean tech and 64 are Non-clean tech firms. 
 

1.3 Research Question 
 
On the basis of above necessary ESG criteria discussion by most of the authors and 
research gap and problem definition, the following research question will guide us in the 
research process. 
 

HOW DO VENTUER CAPITAL FIRMS INCORPORATE ESG CRITERIA INTO 

INVESTMENT DECISION MAKING? 
 
Even though U.K and U.S venture capital markets are well developed, but ESG criteria 
consideration is on initial stages. Without ESG criteria, the venture capital investment may 
have hampering effect on the firm’s operations. Therefore, they need to investigate the 
effectiveness of the ESG criteria into firm investment decision making. 

 

1.4 Purpose of the Study 
 
The purpose of the study is to find a gap between UK and U.S venture capital and private 
equity firms on the bases of ESG criteria and how ESG criteria affects their investment 
decision making process. We believe that it is very important to develop and establish new 
procedures and solutions for the environmental problems and strictly consider the moral 
and social consequences faced through governance failure. In this situation, Venture capital 
plays the role of catalyst for these new innovations and ideas. We think that, through this 
research work more areas of research will open for the researcher in this fascinating area of 
venture capital, which rigorously contributes towards sustainability. 
 
The following are some of the objectives; we wish to opt for the research work: 
 

� To explorer the gap of ESG criteria between UK and U.S Venture capital and 
private equity firms during their investment decision making process. 
 

� To explore the relationship between ESG criteria into venture capital and private 
equity firm’s mainstream investment in UK and US.  

 
� To understand, the current trends of the ESG consideration in the Venture capital 

and private equity firms. 
 

� To locate challenges venture capital and private equity firms faces during ESG 
criteria implementation. 
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1.5 Delimitation 

 
The overall thesis results could not be generalized because of the limited nature of our 
thesis. The main focus of this study is to analyze U.K and U.S venture capital and private 
equity market and the final result and recommendation of this study is generalized and 
could be implement outside the geographical location of the study as a guide line. This is 
due to, U.K and U.S Government legal frame work and policies about the venture capital 
and buyout firms are different from other venture capital markets but the bases of 
investment decision is almost the same. Therefore it is discrete that not to copy ideas and 
views required by the analyst for the case study elsewhere. Precise and relevant information 
about the topic concerned is not available in the academic work of the majority of the 
authors. This is also an important limitation in the information gathering. None of the 
research was done by the people on the same issues by using content analysis, therefore, 
access to the data is not that much easy for us. 

1.6 Definitions: 
 
ESG stand for Environmental, Social and Governance. It normally refers to financial and 
non-financial information that organizations consider for self as a key challenge and 
required by the stakeholders and investors as one of the important duty to invest in long 
term interest of society at large. (Bassen & Kovacs, 2008, p. 184). 
 
Environmental (E): refers to the issues related to the area of management and investment 
policies that positive environmental effect not only on the firm regulations but stakeholders 
as well such as climate change and related risks, need to reduce toxic releases & waste. In. 
short the Environmental challenges which are faced by the management (BSR, 2008, P.3). 
 
Social (S): relates to the firms socially responsible activities in regard to their employees 
and society at large. Such as, workplace health and safety, community relations, human 
rights issues at company and supplier/contractor premises, product quality and safety, 
Government and community relations with firms (BSR, 2008, P.3). 
 
Governance (G):  highlight the relationship between the firm and investors under the 
umbrella of board structure and accountability, accounting and disclosure practices, audit 
committee structure and independence of auditors, Executive compensations, ethics (BSR, 
2008, P.3). 
 
SRI: stand for Social Responsible Investment and defined as “A generic term covering any 
type of investment process that combines investors’ financial objectives with their concerns 
about Environmental, Social and Governance (ESG) issues” (Eurosif, 2010, p.1). 
 
CSR: stand for Corporate Social Responsibility and defined as a framework used for 
measuring an organization performance against economic, social and environmental 
parameters. To build a sustainable business is one of the important essences of the CSR 
(ASOCIO, 2004, p.2). 
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1.7 Overview of the Thesis 
 
The thesis consists of seven different chapters. The main purpose of this outline is to 
provide proper guide to the reader to understand the entire concept behind our research 
question.  
 
Chapter 1: This chapter explains the basic fundamental concepts as well as basic purpose 
of this research. It’s explained about the sustainability, why it’s important in firm 
investment and the basic of ESG criteria.  Its shows that, lack of research is link ESG issue 
consideration during firm investment. This chapter also addresses the problem definition as 
well as research question.  
 
Chapter 2: This chapter describes the research methodology that is used. It also explains 
the way by approaching the research problems as well as, the undertaken procedure. This 
chapter explains the research sample, target firms, why those firms are targeting, and what 
is most important when the data is analyzed.    
 
Chapter 3: This chapter explains the U.K and U.S based Private Equity/Venture Capital 
firms. It provides the base concept about Private equity as well as Venture capital 
financing.  It does also explain how Private equity/venture capital firms link ESG criteria 
with their investment decision.  
 
Chapter 4: This chapter helps to understand the concept of ESG criteria. Its explain the 
meaning of ESG criteria as part of firm investment and how investment firm can realize 
more benefit by considering ESG criteria. After reading this chapter the reader will have 
some idea as to how important ESG criteria in a firm’s investment decision making 
process. 
 
Chapter 5: This chapter is based on practical methodology, where dependent and 
independent variables as well as selection of the samples and quality criteria are discussed. 
 
Chapter 6: This chapter is based on the analysis of the gathered data through different 
statistical tests and presents the data through graphically as well as cross tabulation.  
 
Chapter 7: This chapter is dedicated to conclusion as well as some further research 
recommendations and also open new areas for research question on ESG criteria.  
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1.8 Research Phases 
 
There are eight different research phases which are to be considered to undertake this 
research thesis. The research design is created on the bases of different literature for using 
content analysis research technique. Each chapter and research phases are design to fulfill 
the need of the phase objective on the bases of available information sources. The research 
chapters, their object and research phases are as under:  
 
Chapters                     Objective                      Information sources  Research phases  

 
 
 
 
 
  
 
 
 
   
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 1 : Chapter out line and Research Phase 
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Chapter 3 

To find research 
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Academic Literature 
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Theoretical farm work and 
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Chapter 4 
To collect the Data 
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Collection of 
appropriate Date from 
selected firm website 

Select appropriate 
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Chose Research Design  
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Collect empirical data & 
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in Investment decision 
making process 

Collect secondary data 
from U.K & U.S base 
PEs& VCs firm 
website 

Collection of Date from the 
U.K & U.S base PEs& VCs 

firms’ website 

Chapter 6 
Analyze the ESG 
consideration in 

Investment decision 
making process 

Using different 
academic literature 
&all information 

gathering on the bases 
of targets observation 

Analyze the Data& finding  

Chapter 7 
Conclusion and open 
new question on ESG 
issue 

Data & literature 
Interpretation 

Recommendation & 
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Chapter No. 2: Research Foundation 
 
After discussing the study background, research question and purpose in the first chapter, 

it is important to clarify the different methods and strategies to the readers that will be 

considered for the research work. Basically, this chapter is based on theoretical 

methodology, followed by research design, methods, approaches and time horizons of the 

study.  

  
2.1 Introduction: 
 
The aim of this chapter is to explain and discuss the different methods use in this research 
work. Hence, different areas of methodological assumption will be adopted in this research 
study like research philosophy, approach, design and the method for data process and 
analysis. For the data gathering, quantitative method will be used, and for the analysis, 
deductive approach would be considered. After explaining this part of the research work, 
the audience will understand the methodological assumption used in this research and to 
know the reasons why we choose this specific method. 

2.2 Choice of subject: 

 
The idea to work on Venture capital and private equity firms come in our consideration 
from the course modules, we had studied, one is elective and another one is core module 
i.e. corporate finance and entrepreneurial financial management. Fortunately both the 
lecturers who taught the courses are currently active in researches in the area of Venture 
capital & Private equity and they deliver their lectures with full knowledge regarding VC & 
PE. After this, our minds boost the ideas to work on the sustainability factor in the VC & 
PE firms based on Umea region. Before our meeting with the supervisor, we started work 
on reading articles and available literature about this specific area of VC & PE. When we 
had a meeting with the supervisor about the thesis topic and how we can start the work, this 
meeting played the role of corn stone and supervisor suggest that it was very hard to find 
the concerned parties for the interview and discussion because both the firms are very 
limited in number. We came up with the idea that why we should not conduct a quantitative 
method of research, based on content analysis, where we focus on US and UK venture 
capital and Private equity firms. Along with this, supervisor sends us some valuable videos 
and literature and book about Content analysis because this method is completely new and 
interesting for us to work on. The book, named The Content Analysis Guidebook 
(Neuendorf. K. A. (2002).  Guided us a lot about the content analysis, how its work and 
what actually content analysis mean. This information about content analysis helped us a 
lot to know about content analysis and boost interest to work on “HOW DO VENTURE 

CAPITAL FIRMS INCORPORATE ESG CRITERIA INTO INVESTMENT DECISION 

MAKING” based on content analysis. We feel that it would be more interesting and 
challenging task for both of us to work on this area by using content analysis because we 
could not find, such research work which dealt with content analysis. The further 
subsection describes the philosophical stands of this study. 
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2.2 Research Philosophy: 
 
According to Easterby-Smith, Thorpe, & Lowe, (2002, p.27), normally there are three 
different reasons which show the researcher need to understand the underlying philosophy 
for the research. First, they emphasize that research philosophy could help the researcher in 
choosing particular method for the research work. Second, to know and understand the true 
meaning of research philosophy which enables the researcher to asses’ different research 
strategies and methods. Third, research philosophy also asses the researcher to be novel and 
artistic by either selecting or adapting research strategy or method that are beyond the area 
of the researcher.  
 
In scientific research work, there are different philosophical stands and by choosing 
specific philosophical stand will represent the intuition of the researcher. Thus, viewing and 
understanding the world by the researcher will greatly  influence the researcher choice of 
philosophy, method and strategy Saunders et al, (2007, p.101-102). Normally there are two 
different philosophical stands through which a researcher could view their research work 
such as Epistemology and ontology (Bryman, & Bell, 2007, p.22-16). 
 

2.2.1 Ontological Assumptions: 
 
Ontological assumption relates to the dynamism of the social entities. According to 
Bryman, & Bell, (2007, p. 22) and Saunders et al., (2007, p. 108) the ontological 
assumption that social actors considered social beings as an objective and changes in 
society have great impact by the perception and the results of societal actors. The main 
point of the ontology is to consider social entities as subjective entities and social actors are 
external from their reality. Reality is constructed socially and it’s built up with the actions 
and perceptions of their actors (Bryman, & Bell, 2007, p. 22). Ontology is based upon two 
different views such as Objectivism and constructivism (sometime called subjectivism) 
respectively 

2.2.1.1 Objectivism 
 
According to Bryman, & Bell, (2007, p.22) “Objectivism is an ontological position that 
asserts that social phenomena and their meanings have an existence that is independent of 
social actors”. It means that social phenomena are completely independent from their social 
actors, and individual cannot influence the outside world. 

2.2.1.2 Constructivism: 
 
According to Bryman, & Bell. (2007, p. 22) that constructivism affirms that “social 
phenomena and their meanings are achieved by social actors”. It means that social 
phenomena and categories are not only produced by social interaction but there is a need of 
constant revision and rectification. 
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The choice of this study is variable with the fact that it will guide and help us in answering 
the research question “How Do Venture Capital Firms Incorporate ESG Criteria into 

Investment Decision Making”. Therefore, the available literature about the ESG 
consideration in the decision making and Objectivism ontological assumption are 
considered to be suitable selection for this thesis. This will facilitate and help the authors to 
know the information about the ESG from the current available text information mentioned 
by the VC/PE firms and none of the action by the social actor can affect our data. None of 
the individual has any link with our data because the data which we collect for our research 
work is already available on the VC/PE web sites2.2.2Epistemological Assumptions: 
 
Remenyi, Williams, Money, & Swartz, (1998, p. 202) defined epistemology “as the study 
or a theory of the nature and grounds of knowledge especially with reference to its limits 
and validity”.  Epistemology implies that the researcher must have the ability to understand 
the realities and how to acquire the knowledge (Ritchie, & Lewis, 2003, p.13). 
 

2.2.2.1 Positivism 
 
According to Bryman, & Bell, (2007, p.16) in a technical term “Positivism is an 
epistemological position that advocates the application of the methods of the natural 
science to the study of social reality and beyond”. In more general form, research which is 
based on numeric units and can be felt, observed and tested is said to be a positivist 
approach. Sunders et al (2007, p.103) describe positivism as a research paradigm, where 
research analyst predicts their interpretation on the information and data gathered without 
adding value to its results. This observation clearly highlight that positivist in the scientific 
research is depend on data which is observable and quantifiable 

2.2.2.2Interpretivism 
 
The idea of Interpretivism and positivism are run in contrary because both explain and 
discuss about the observation and measurable data in knowledge ground process. 
According to Interpretivism, in scientific research work, researcher by experience describe 
the phenomena without keeping any quantifiable measurements and observations (Trochim 
(2006). Interpretivism is just like the difference between Human and objects in the natural 
science and there should be a strategy which makes the difference between people and 
object of the natural sciences. It is necessary for the social scientist to grasp the subjective 
meaning of the social actors (Bryman, & Bell, 2007, p.19).  
 
The philosophy of this research is positivism, where the authors have analyzed the text 
information from the web site of their selected sample size of VC/PE firms. Our data will 
be based on the text information, which already exists and we are not concerned with any 
individual’s perceptions and actions for the purpose of gathering information about how 
much importance VC/PE give to the Environmental, Social, and Governance in their 
Investment decision making 
 
 



 
 

12 | P a g e  
 

2.3 Research Design 
 
Different research designs normally adopted by the researchers for their research work like 
descriptive, explanatory, exploratory or predictive nature of research. In descriptive nature 
of research events or factors can be identified or describe by the researcher in their research 
work. Descriptive research has the ability to test the hypothesis about virtually any variable 
in virtually any situation. (Jolly, & Mitchell, 2010, p.205). A research where causal 
relationship is established between the variables such type of studies is termed as 
explanatory research. In explanatory studies a situation or a problem can be studied in-
order to define the relationship between the variables. (Saunders et al., 2007, p.133). 
Exploratory study is conducted to explore a problem, at its preliminary stage, to get some 
basic idea about the solution at the preliminary stage of a research study. It is usually 
conducted when no theory or model is available to guide us about the problem and also the 
approach tells us about arriving at the solution of the problem. Exploratory study can be 
qualitative as well as quantitative, but most of the researchers emphasize more and more for 
the qualitative approach (Srivastava, & Rego, 2011, p.3). 
 
Selection of research design for our thesis greatly depends on  
 
(1) From which method we get help in-order to answer our research question.  
 
(2) Through which means and sources we consider for our research work in data gathering.  
 
According to Saunders et al (2007).p.133) selection of method for the research work 
greatly depends on the research question. As our study objective is to answer the research 
question how do venture capital firms incorporate ESG criteria into investment decision 

making. The method is designed to describe this focus. We identify the ESG factors and 
want to know how much importance VC/PE firms give to these factors during their 
decision making process. These factors will further analyze and test the hypothesis as well 
as dependent and independent variables in-order to get the answer for the research question. 

Research Methods 
 
According to Saunders et al (2000, p.87) the theory used in the research cannot reflect 
accuracy with its design but greatly depend on the researcher intentions how he/she makes 
their understanding and thinking with the research from the very beginning. Hence, 
efficient and effective design plays the role of success for the entire research process. 
Therefore, we adopted quantitative method for data gathering, and deductive approach for 
analysis.  
 
According to Trochim (2006) “inductive approach is moving from specific observations to 
broader generalization and theories, sometime this approach is also called ‘bottom up’ 
approach”. The definition interpret that to observe a particular item and start measuring that 
item in units that could lead to a broader ideas of generalization and research theories. In 
this approach idea of the research could be generalize through the experience of the 
researcher instead of making reflection on concepts and theories (Remenyi et al., 1998, 
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p.105). Graphical presentation of both the methods, through which we can easily 
differentiate one method from another, can be found in Figure 2. 
 
_________________________________________________________________________ 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
_________________________________________________________________________ 

DEDUCTIVE APPROACH                                    INDUCTIVE APPROACH 

Figure 2: Deductive and inductive process of reasoning. 
Source: Material from Trochim (2006).  

 

According to Saunders at al. (2000, p.89) the main advantage of the inductive approach 
over the deductive is that; it permits superior way of understanding, through which social 
actors can draw the social world more prominently. 
 
On the other hand, According to Srivastava, & Rego, (2011, p.11). “In deductive approach, 
the specific expectations of a hypothesis are developed on the basis of general principle: we 
start from existing theory and then find its proof. Deductive reasoning is specific in nature 
and is concerned with testing or confirming hypothesis”.  In more simple way, deductive 
approach is based on developing or establishing the hypothesis and to asses and tests these 
hypotheses through empirical observation. It is very important to have a set of techniques 
through which theories are applied in real world in-order to evaluate and test the validity 
(Lancaster, 2005, p.22).  
 
Our thesis is based on deductive approach of reasoning, where we develop hypothesis and 
on the basis of hypothesis, we draw conclusion. We test the hypothesis with the collected 
data and interpret the data through SPSS software, through which we either accept or reject 
our hypothesis. Our hypothesis is based on the independent and dependent variables. 
Positivist research philosophy is more related with deductive approach of reasoning. 
Therefore research based on deductive approach give full liberty to the researcher to 
observe the data independently which could lead to a particular theory (Saunders et al., 

Theory 
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Observation 

Confirmation 

Theory 

Tentative hypothesis 

Pattern 
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2003, p.88). In following, we describe the difference between these two approaches in a 
more precise and concrete way. 

2.4 Research Strategy  
 
There are three types of research strategies adopt by the researcher in their research work; 
Qualitative, Quantitative and Mixed method. 
 
Bryman, & Bell, 2007, p.28) defined quantitative method “as a research strategy that 
emphasizes quantification in the collection and analysis of data that entails a deductive 
approach to the relationship between theory and research, for which the accent is place on 
the testing of theories”. Quantitative method is used to describe the world through different 
variables and they attempt to describe and forecast aspects of the world through exhibiting 
the relationship between variables (Johson, & Christensen, 2011, p.38). On the other hand, 
Qualitative research, gives importance to meaning rather than quantification of data. It is 
mostly applied in inductive studies where the aim is to generate a theory and stresses on the 
ways in which individuals interpret their social world (interpretivism). (Bryman, & Bell, 
2007, 423). Qualitative research is the type of scientific research that is based on proofs and 
evidence and cannot easily be reduced to numbers (Remenyi et al., 1998, p. 288) 
 
This method is normally used in a research work, where a researcher needs to integrate 
quantitative method in his research work. Quantitative method largely depend on the nature 
of method that is supposed to be adopted by the researchers in their research work whether 
it is inductive or deductive nature of research. By using quantitative method in a research 
work, the researchers try their level best to get maximum benefit from these methods in 
their work. (Bryman, & Bell, 2007, p. 642). This means that “qualitative research is often 
very helpful as a source of hypothesis that can be subsequently tested using quantitative 
research strategy”. It is clear from the above argument that qualitative research becomes the 
basis for the quantitative research, with a deductive approach (Bryman, & Bell, 2007, p. 
648). 
 
We choose quantitative method with content analysis for data collection in order to know 
and understand the Venture capital and private equity firm’s consideration in their policies 
towards ESG criteria in decision making process. According to Neuendorf, (2002, p. 14) 
“A content analysis has as its goal a numerically based summary of a chosen message set. It 
is neither gestalt impression nor a fully detailed description of a message or message set”.  
It means that content analysis just summarize the message instead of describing full details 
showing in a message set. To start, with we gain access to the information about the venture 
capital & private equity firm nature of business (clean-tech versus non-clean-tech), type of 
investors, size of the funds, geographic location, limit of their investment, revenues and 
official websites of the these venture capital and private equity firms. Thereafter, we 
develop hypotheses and these hypotheses would be tested against our collected data. 
Content analysis is used for data collection and for the data analysis and showing the results 
interpretation different statistical tools used through SPSS software and represent the data 
through graphs. 
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2.5 Research of Time Horizon 
 
Time horizon play very important role and have a great influence over the whole research 
process. Time horizon of the research work can be divided into two perspectives such as 
cross-sectional study and longitudinal study (Saunders et al., 2009, p. 155). 
 
Cross-sectional study is just like “snapshots” to understand a specific phenomenon at a 
single point at time. In research project, this approach is used very commonly, especially 
when it is carried out for academic courses (ibid). 
 
Longitudinal study is descriptive in nature, where one sample repeats over two or more 
time intervals; such study is known as longitudinal study. The purpose of this study is to 
examine and identify changes in subject responses (McNabb, 2008, p.97). 
 
In the given time constraints, we select cross-sectional study for the research work, to 
inquire about the venture capital and private equity firms consideration towards ESG 
criteria in investing decision-making process at a single point in time.  
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Chapter No 3:   Theoretical Framework & Literature 

Review 
 
This chapter describes the basic concept of the Venture Capital and Private Equity and 

their stage of investment, how it works and types of VC and PE. Furthermore, the pre 

investment & post investment activities, relationship between External Investor & Venture 

Capital, Information Asymmetric problem, U.K & U.S Venture Capital & Private Equity 

industry and their current trends. 

 
3.1 What is Venture Capital? 
 
Venture capital is a type of investment that can be defined, as “Venture capital is, strictly 
speaking, a subset of private equity”. The term equity related financing to enterprise are 
that, not quoted in the stock market (EVCA, 2007, p.).  Private equity is described as a 
vehicle of equity related investment, where number of investors invests in equity related 
securities that are not quoted in the stock market (Berwin, 2006, p.11). However there is 
variation among different countries about two concepts of venture capital and private 
equity, some researcher defined venture capital term differently (Bygrave, and Timmons, 
1992, p.73). 
 
According to Isaksson (2006, p.25) venture capital is a specific type of finance, where 
investment are made by institutional investors, firms, wealthy individuals, in early stage, 
expansion stage and somehow early established firm. That term Private Equity also covers 
some other stages of investment such as Bridge Financing, Replacement Capital, Rescue 
and Turnaround Capital etc. Private equity is further divided into three subcategories such 
as “informal venture capital”, “formal venture capital” and “private equity”. The “formal 
venture capital” sometime referred to “classic venture capital” and as well as “other private 
equity” (Isaksson, 2006, p.26).  
 
Venture capital firms or venture organization typically raise their capital not on a continual 
basis but rather through periodic funds.  Venture capital firms have to main relationship 
with investors who provide them with capital.  VC firms can be “independent”, run by 
teams of private individuals, or can be “captive”, a subsidiary of a financial institution, such 
as a bank or insurance company, or of other corporate entities making investments on 
behalf of the parent group, its clients, as well as external investors (Christofidis, & 
Debande, 2001, p.9). 
 
3.1.1 Venture capital and private equity Investment 
 
Private equity is the subset of the venture capital and when investors want to make 
investment in the mature firms instead of new ventures then they move towards private 
equity where they invest at the later stages of the venture. When a firm management wants 
to buy another established firm from its stakeholder. This kind of financing transaction is 
called buyout (EVCA, 2007, p. 6).  Moreover the Private equity gives a provision of capital 
as well as management expertise, though company can create value in their business and 
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generates capital gain after the deal. The private equity investment is considered to be 
defined as medium or long term (Caselli, 2010, p.4). Types of private equity investment is 
still debatable issue, some researcher discussed two types and some three types. According 
to Landström, (2007, p.5) the private equity market is divided into two categories, that are 
as following  
 

• Venture capital- the venture capital investment is basically linked with equity or 
equity related investment that are made in young and growth oriented firms, and  

• Private Equity- Investment that is considered to be invested in outside the scope of 
venture capital range in other firm stages, that business already mature such as 
management buyout, replacement capital and turnarounds etc.  
 

Venture Capital (VC) is a sub part of private equity investment, its equity investment refer 
to be made to the seed stage, early development, and expansion of the project or business. 
Its particular emphasize is on entrepreneurial business rather than focus on some mature 
business (EVCA, 2007, p.6).  
 
According to Gompers & Lemer, (1998, p.22) they also consider private equity investment 
in young entrepreneurial firms, but not include the investment leveraged buyouts stage in 
venture capital investment. However under certain specific conditions for each type of firm, 
even the firms belong to early stage or buyout for each sector of stage, the firm requires a 
mixture of finance in shape of debt and equity. Therefore these firms are strongly depend 
on venture capital investment (Christofidis & Debande, 2001, p.53). 
 
Thus venture capital firm usually invests their funds during first 5 year and then they wait 
for next 5 year to harvest their investment. Typical the time horizon of venture capital 
investment is normally 3 to10 year. This means that venture capital partnership should start 
from second investment, usually during the first five year of their first investment in order 
to get new attractive project (Gomper, 1994, p.19). Moreover, the private equity typically 
long term investment, the funds manger of private equity invite investment from 
institutional investors and according to set period of investment, which is normally 10 
years. The time horizon also depend on the size of the target companies, sectors, venture 
stage of development and their geographical locations (EVCA, 2007, p.9). 
 
The venture capital and private equity may refer to invest in different stages of the 
company, but its definitions remain the same. The basic theme of the investment fund 
manager and entrepreneur is to develop a business and create value from the invested 
amount. At this point, for the sake of simplicity the private equity term will be used for 
both venture capital and buyout. (EVCA, 2007, p.6). 
 

3.1.2 Venture Capital has potential for better return on Investment 
 
The role of venture capital in all stages of investment is imperative. Therefore venture 
capital is only a major source of finance to entrepreneurial community, which mainly 
focuses on the early stage investment. Moreover venture capital firm have ability to invest 
in high risk oriented and pre public offering business, in order to avail better return 
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opportunities (Van Deventer, &Mlambo, 2008, p. 33). Investors in venture capital funds 
typically belong to large institutions such as pension’s funds, financial firm, insurance 
companies, banks, governments and universities etc. They are always prepared to take high 
risks with the prospects of higher return. They put small amount of funds into high risk of 
investment for the purpose of getting high return between 25% - 35 % per annum that will 
continue over the life of their investment (Zider, 1998, p.133).   Some public financing is 
linked with the political objective or the performance of the specific technologies or also 
link with some specific geographic regions.  The influence of politics rational also exists, it 
is very hard to revoke the venture capital practices and link the success of venture capital 
with public support. It’s very hard to predict the success of some particular new research or 
technologies.  These are the basic reason, why venture capital invests in more risky 
business and render high returns for the success of the companies (EVCA, (2010), p. 9).   
 

3.1.3 Venture Capital is Risky Investment 
 
Risky Investment can be defined as “Money that is given to entrepreneurs to invest in a 
start-up business or to develop a product. Venture capital is a very risky investment and 
those investing money may lose their entire investment. However, if a product or business 
becomes successful, the return can be huge. Venture capital is raised by venture capital 
firms who solicit investments from institutional investors, such as banks’ private equity 
units, pension funds, or other investment management firms, as well as from wealthy 
individuals. Venture capital investments are made at different stages, with some venture 
capitalists focusing only on seed, or initial investments, others on middle stage firms and 
others on later stage companies that have a viable product that is producing 
revenues”(invest.yourdictionary). 
 
If we look to the definition of venture capital, it is always about investment for long term in 
startup firms, but venture capital generally consider the provision of equity and loan capital 
for financing before new ventures firm. Venture capitalist analyzes that the business is on 
growing stage or in struggling phase. The investments of venture capital are highly risky 
but they offer returns on above the average (GIPF, 2008, p. 6).  Therefore venture capital 
firm is only a potential source of investment for the young companies. Moreover venture 
capital firms prefer to invest in high risky and potentially good project, where they get a 
high return and also purchase companies ownership even firms that are privately held 
(Gompers, & Lerner, 1998, p.3).  
 
Therefore several factors are affected by the venture capital investment, but the important 
ones are risk and return patterns. If we compare venture capital investment with other class 
of financial investment instruments, venture capital is considered to be more risky 
investment spectrum that has average 2 out of 10 investments in order to meet firm initial 
investment targets. Although venture capital is risky investment, but the risk and return 
level is varying from stage to stage of investment. Such as first stage of investment is more 
risky then second stage of investment and buyout stage generate greater return then first 
stage of investment (Christofidis&Debande,2001, p.48 
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3.2 How does Venture Capital investment work? 
 

3.2.1 Types of Venture Capital Firms (Private or Governments etc.). 
 
According to Isaksson, (2000, p.11), venture capital firms are divided on the bases of 
ownership structure, captive, private and public firms. The government is the largest owner 
in the public venture capital firms in privately owned firms. The captive are a subsidiary of 
venture capital firms. Therefore the majority is the large shareholder of the firms. But in 
some private firms majority shareholder does not have clear ownership of the firms.  
 
Normally there are two ways through which VC firms raise their capital i.e. either through 
continuous basis or periodic. Investors are the main player and closely related to VC firms 
because they provided funds to them. When VC firm run by a group of private individuals 
then it becomes “independent” VC firm but if financial institution come and run the VC 
firm as a subsidiary then it becomes “captive” VC firm such as insurance group or banks, 
or fund managers, pension companies. Some investment also made by the corporate entities 
on the behalf of Parent Company, its clients as well as outsider investors. Mainly 
independent VC firms access the funds through outside sources such as institutional sector 
(Christofidis & Debande, 2001, p. 9). 
 
Some special VC firms are created under government schemes such as Business Expansion 
Scheme Fund, where Investors can get tax benefit through investing in a privately held 
unlisted company. This type of VC is very well known and popular in United Kingdom 
(Randjelovic, 2001, p.18). The basic motive of this special type of VC firm is to promote 
specific governmental policies such as regional development, innovative schemes and 
employment. Another important type of VC firm is corporate venturing, where VC firm act 
as a subsidiary of the corporate, showing interest to invest in technologies or those business 
entities who need support and help in fulfillment of strategic objectives. The main objective 
of the corporate venturing investment is to keep updates and have a strong influence on 
technological development or opt operational synergies instead of looking towards more 
investment returns (Christofidis & Debande, 2001, p. 9). 
 

3.2.2 Venture Capital Structure 
 
The common structure of the venture capital firms is based on the limited partnership. In 
this situation venture capitalist is serving as general partners and the investors serving as a 
limited partner (Sahlman, 1990, p.487). A number of investors would provide capital to the 
venture capitalist and in response VC’s invest this capital in a fund mostly structured as a 
“limited partnership”. In this structure, investors play the role of “partners” who participate 
in the fund and agree to give certain amount of money at later stages, during the lifetime of 
the fund. Beside limited partners, some individual inside venture capital firm such as team 
of investment managers like fund managers or office manager consider as a “general 
partner”.  Normally the Fund manager collects capital from the investors, who promise to 
provide the funds, when need to cover its costs, expenses and inside management fees. A 
fund requires total of 2 to 3 years to be fully drawn down and to make total of 10-20 
investments (deals). The lifetime of the fund is 10 years; during this period of time a 
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manager must release all the investments. If majority of partners agree to extend the 
lifetime of the fund then there is a possibility to extend the fund lifetime for another 2-3 
years (Christofidis & Debande, 2001, p. 10). 
 
According to Berwin, (2006, p.4) the firms limited partners have at least limited liability for 
the fulfillment of firm debt and partnership obligations, and general partner are included in 
firm corporate body. Therefore firm investors become a limited partner and that should 
have enough own liability to fulfill the need of firm debt obligation as well as limited 
partnership. If the limited partners become a part of management, it’s possible to lose their 
unlimited liability benefits. Therefore venture capital firms are considered to be 
management companies and have responsibility to manage portfolio of capital and also 
recognized as limited partner (Sahlman, 1990, p.488). 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 3: Fund structure (SVCA, 2008 p.8) 

 

3.2.3 Stages of Venture Capital and Equity Investment 
 
Venture capital investment cycle starts from the stage where venture capitals get money 
from different investors. It depends on the venture capital manger, which company, they 
wants to include in its portfolio. The term venture capital and private equity can be 
differentiated on the base of investment in entrepreneur firm stages of development. 
Venture capital investment referred to the early stages development such as seeds or 
startup, and private equity investment is referring to stages such as later stages, buyout 
investment as well as turnaround investments. There are different Venture Capital and 
Private Equity stages introduced by Cumming, & Johan, (2009, p. 5-6). 
 
 
 
 
  
 
 
Figure 4: Investment stages (SVCA (2008), p.5). 
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The seed capital is the first stage of venture capital investment, where venture capital firms   
provides small amount of capital to new startup ventures for research work. At this stage 
they develop an initial concept and investigate whether the given concept has enough 
potential or not before reaching to the business startup stage. The second stage of venture 
capital financing is start up stage. At this stage Venture capital firm provides capital to a 
firm for product development, prototype testing and for initial market testing. At this stage 
firm may have started their business or may be in the product development process, but 
does not sell products commercially. Early stage is the third stage of venture capital 
financing. At this stage venture capital firm provides fund to firms that have tested and 
completed their product. At this stage firms do not have any profit. At this stage firm need 
more capital for initial commercial manufacturing and sales. The fourth type of venture 
capital financing is the expansion stage. This stage is the breakeven. Venture Capital firm 
provides more funds to firm growth and expansion. Firms use this capital to enhance their 
manufacturing capacity, inventory, or additional working capital. (Cumming, & Johan, 
2009, p. 5-6). 
 
Bridge financing or mezzanine financing provided to the firm, when firms offering IPOs 
and go privately too publically. Secondary purchase/replacement financing is a part of 
private equity firms financing. At this stage Venture Capital firm purchase share from one 
firm to another private equity firm, or form one shareholder to another shareholder. The 
next stage of financing is rescue/turnaround financing. At this stage Venture Capital firm 
finance to the existing portfolio of firm that faces some difficulties with their trading 
activities, such as “the firm is not earning its Weighted Average Cost of Capital (WACC), 
with a view to reestablish prosperity. The next stage of private equity firms financing is 
management buyout financing. At this stage firms provides capital to current existing 
portfolio firm management and investor to acquire other firm or their existing product line 
(Cumming, & Johan, 2009, p. 5-6). 
 

3.3 Venture Capital Investment process and how does venture 

capitalist make their investment decision 
 
Venture capital firm investment decision-making process is very crucial, because they are 
investing in early stage project as well as consider high-level of risk for better returns. 
Moreover early stage investment firms do not have any previous business history and they 
also don’t know about market reaction from their products. These are some of the details, 
which are not publicly available and Venture firm must examine and understand these 
issues before going to accept the proposal (Manigart et al., 1997, p. 30). 
 
The venture capital firm’s investment process can be divided into two parts of activities. 
 
3.3.1 Pre investment activities 
 
According to Sahlman (1990, p. 506) every year venture capital firms screen hundreds of 
investment proposal for the selection. Therefore large venture capital firms typically 
receive more than 1000 investment proposals each year, where venture capital firms only 
select few of them (Sahlman, 1990, p. 506). For the venture capital firms it’s extremely 
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important to make correct decision and with specific projection in order to avoid risk and 
optimize returns (Van Deventer, and Mlambo, 2008, p. 35).  
 
The first step is deal flow/origination, in which venture capital firms are aware about the 
potential investment activities (Tyebjee, & Bruno, 1984, p, 1052) and also at this step, 
every VC efforts to produce more proposals and establishing a network of referrers (Fried, 
& Hisrich, 1994, p. 31). Deal flow followed by the screening step, venture capital firm has 
selected only manageable set of potential deal. Venture capital firm screen large number of 
deals they receive and subsequently make investment on that deal which attracts their 
attention (Tyebjee, & Bruno, 1984, p.1052). At this step venture capital firms developed 
Specific criteria through which they evaluate investment size, geographic location of the 
investment, product industry they prefer for investment, and financing stages (Fried, & 
Hisrich, 1994, p. 32). The venture capital firm use evaluation step for the assessment of 
potential risk and return of the particular selected deal (Tyebjee, & Bruno, 1984. p.1052).  
 
Venture capitalist evaluate at this stage, whether o not to invest in a specific deal, but they 
consider some level of risk and return from their decision. This subjective assessment of the 
venture also depends on the multidimensional set of characteristics like management 
commitment, quality of management, marketing skills, financial skills, location of the 
venture, barriers to entry etc. Once the deal is accepted by the venture capitalist then it will 
originate only if mutual contract is signed between venture capitalist and entrepreneur 
(Tyebjee, & Bruno, 1984, p.1053). At this step, contract of details are finalized and 
negotiations were made on legal documents. When all legal documents are signed, a check 
is handed over to the company. (Fried, & Hisrich, 1994, p. 32). 
 

3.3.2 Post-investment activities 
 
Once when deal is carried out, the venture capitalist role expands from investor to 
collaborator. This new role of the venture capitalist can be view in the shape of formal 
presentation on the Board of Directors or informal strong pressure in market, supplier and 
creditor networks. The level of venture capitalist engagement in the ventures operations 
varies from one venture capitalist to another (Tyebjee, & Bruno, 1984, p.1054).After five to 
ten years period of initial investment, venture capitalist mainly cash out their gains from the 
venture. Till this period of time, venture capitalist plays an active role in directing the 
company towards merger, acquisition or public offering (Tyebjee, & Bruno, 1984, p.1054). 
 
At a post investment stage firms need to identify major actual and potential non-compliance 
issues with their regulations, and regularities can be rectified according to their business 
plan. At this stage, venture firms can use additional sources of information for the handling 
of such issues and close these outstanding issues according to their plan, because it’s 
difficult to handle them in due diligence process (BVCA, 2010, p. 10). Share holder need to 
encourage the companies to adopt responsible investment practices in which they invest 
their amount. Moreover venture firms need to have clear financial interest, oversee the ESG 
issue “during the hold period of any investment has the potential to protect significantly 
enhanced profitability and value/salability on exit”. Identification of the risk in due 
diligence issue, management action regarding ESG criteria and implementation of risk 
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reduction procedure is important (BVCA, 2010, p11). For the last few years, venture capital 
firms are using external financial assessment criteria for assessing asset classes, However 
the institutional investors encourage ESG issue integration criteria for standardizing and 
assessment of their equity and bond portfolio management (Blanc, Goldet, and  Hobeika, 
2010,  p. 17).  

3.4 Relationship between external investor and venture capital 
 
Venture capital firms work as intermediary or agents between entrepreneurial firms and 
limited partner, who invest their amount on behalf of their agents rather than directly. In 
certain situations the conflicts arise between agents and investors, that need to be addressed 
in the contract between agents and principals, and also some other issue that may cause 
conflict in their relationship. The agency problem is very important issue in venture capital 
industry. (Sahlman, 1990, p.493). 

3.4.1 Agency cost 
 
According to Jensen, Meckling, & William, (1976, p. 307) “Agency problem arise because 
contracts are not costless written and enforced”. Agency cost includes the cost of 
structuring, monitoring and cost of binding between principals and agents and insured 
residual loss, it causes of conflict of interest between limited partner and venture capital 
because contract costs exceed the benefits. 
 
A Venture capital firm need to review properly the start up entrepreneurial firm business 
plan during screening stage and need to make contract that is reduce the agency cost 
(Cherif, & Elouaer, 2005, p.3). According to Sahlman (1990, p.506) Venture Capital firms 
have more control on investment process that can minimize agency cost. According to 
Gompers (1995, p. 1461), “Three control mechanisms are used for agency cost in venture 
capital financing: 
 

� The use of convertible securities; 

� The syndication of investment; 

� The staging of capital infusions.” 
 
Venture capital firm have several opportunities to take advantage from people who invest 
with their portfolio. The agency problem is seriously affected by the legal structure of the 
limited partnership. This also prevents the limited the partners that is playing an active role 
in the management of venture capital partnership (Sahlman1990, p.493).  According to 
Sahlman (1990, p.494) several provisions are included in contact for the protection of 
limited partner’s interest and that venture capital does not make decisions against their 
interests. Venture capital life is limited, and it is not in the favor of venture capital firms to 
keep money forever. The investors and limited partner withdraw money whenever they 
want. The compensation system is defined and gives venture capital some appropriate 
incentive. They also include provision the venture capital firm could not use limited partner 
funds for their private interest and cannot include this amount in the expense of limited 
partners. Finally the contract includes the entire factors that can cause conflict between 
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venture capital and limited partners. Moreover contract also restricts venture capital for 
self-dealing. 

3.4.2 Information Asymmetric problems 
 
Venture capital firms working as financial intermediaries between the investors and the 
small, fast growing and startup firms, that they have high risk and do not have traditional 
alternative financing facilities. In comparison with the traditional financing system, venture 
capital can distinguish on the bases of some particular characteristics (Cherif, & Elouaer, 
2005, p.1).  
 
According to Gompers (1995,p. 1466), venture capital firms investments have high return , 
large amount of intangible assets as well development opportunities but in contrast have 
high level of uncertainty and asymmetric information problem. “Asymmetric information is 
the information concerning a transaction which is unequally shared between the two parties 
to the transaction” (Diem, 2002, p. 16). According to Schmidt and Terberger (1997, p. 69) 
the relationship between principal investors and the agent in the young company is 
incomplete as in relational contracts. The basic reason is that strong information asymmetry 
problems exist, because principal investors does not observe the agents action directly, due 
to which the agents have close link with market that have strong influence in the market 
environment.  
 
According to Kaplan, Steven,& Stromberg, (2008, p.15) asymmetric information have 
positive potential effect on the relationship between venture capital firms and investors, 
who have invested in venture capital portfolio, that will create value in future firm 
performance as well as  improve firms operations. Some researchers argue that, an effective 
management in a private equity firm knows how to increase the firm’s performance. 
Therefore affective management in private equity deal can deliver better results for close 
monitoring as well as due diligence. However in some cases, the management of the private 
equity firms is reluctant, because of keeping their jobs and receive incentive from firms to 
attract new investors. The management of the firm do not fight for increase shareholder 
price, thus they only work to give better deal to private equity investors.  

3.4.3 The problem of adverse selection and moral hazard with venture 

capital 
 
The investigation of adverse selection and moral hazard is important in venture capital 
financing. The environments where new venture firm face inequitable capital market the 
venture capital firm face moral hazard and uncertainties (Cherif, & Elouaer, 2005, p.2).  
 
According to Sahlman (1990, p.513) adverse selection is one of the big problem in venture 
capital firms, but venture firm “can increase total value by enough to offset the high cost of 
capital they provide” by playing an active and positive role in the venture firms. Venture 
capital firms can diminish adverse selection problem by using proper due diligence before 
making their investment and first evaluate the capability of the borrower entrepreneurial 
and then check if he or she is qualified for this investment. To build relationship with 
entrepreneurial firms, venture capital firms retain more power; they can keep check and 
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balance on the entrepreneurial firms. Those venture capital firm that misuse their power, 
have difficulties to attract the best entrepreneurial firms.   
 
According to Cherif, & Elouaer,(2005,p.3) in certain situation moral hazard problems are 
important where one party act as agent and the other one acts as a principal. In such 
situations the investors do not perfectly observe the efforts of the agents. According to 
Sahlman (1990, p. 512). “If entrepreneurs are aware about the market discount rate which is 
higher, than they seek some alternative source of capital”. 
 

3.5 Overview of the Venture Capital and Private Equity industry in 

US and UK 
 
The U.K and U.S venture capital and private equity industry is the largest investment 
industry in all over the world. The theoretical part of this study recognizes, that venture 
capital industry has two different fractions regarding sustainability .i.e. the small group of 
conventional firms have very limited concern on sustainability, but in term of venture 
capital and private equity firms they have a growing concern on sustainable investment. For 
assessing the potential impact of sustainability on investment, it needs to clarify the impact 
of sustainable development on venture capital and private equity firms (Randjelovic, 2001, 
p.29). 
 
National Venture Capital Association (NVCA’s) is the governing body of venture capital 
and private equity firms in the United State. Its represents more than 425 venture capital 
firms in United State.  The mission of NVCA’s is to understand the faster growth of 
venture capital and private equity firms in United State. NVCA provides economic support 
to the innovating projects as well as entrepreneurial activities. Venture Capital backed 
companies have generated 12.1 million jobs and $2.9 trillion revenue in 2008, in United 
State. The venture capital backed companies gave 10.4 million high quality jobs to U.S 
workers, and generated 2.3 trillion revenue in 2006. The venture capital backed companies 
contributed total revenue was 17.6 percent of the national GDP and 9.1 percent 
employment in the U.S private sectors (NVCA, 2006, p. 5). NVCA play’s a very active role 
in U.S venture capital industry, such as developed public policy of the venture capital 
industry; establish high level of professional standard, provides reliable data, develop 
professional sponsors, and make attraction amount the U.S venture capital registered 
members ( NVCA, 2010,  p.2).  
 
British Venture Capital Association (BVCA) is the main governing body and public policy 
advocate working from the last 27 years for the venture capital and private equity industry 
in the UK. The main theme of BVCA is to provide a strong platform between the investors 
and entrepreneurs as well as Government, trade union, general public and media (both print 
and non-print). Currently 450 firms are working under the umbrella of BVCA, where just 
only 230 private equity, mid-market and venture capital firms with a total 32 billion funds 
are under their management and the rest 220 are professional advisory firms. The growing 
trends and performance measures about venture capital activities and private equity are 
highlighted by BVCA in their annual research reports (BVCA). 
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3.5.1 Mainstream U.S. and UK Venture Capital/private Industry firm 
 
For the understating of the mainstream investment of venture capital and private equity 
firm it is important to discuss the investment size, investment sectors and their economic 
impact on the market.   

3.5.1.1 Size of Venture capital and private equity investment in United State and trends 

 
During 2010, the venture capital and private equity industry continued to go for equilibrium 
position. The capital under management control, fundraising and new investments have 
declined. In 2010 the investment increased but it’s still below the 2008 investment level 
and also below 2002 to 2008 trend line as well. In 2010, more than 1000 funded by venture 
capital firms and the IPOs offering is considerable below that of the  last two years. But the 
mature companies are waiting for a reasonable time to go public and the total sustainable 
investment level increase from previous years. A number of companies were acquired by 
the other firms, but the total numbers of proceeds from those purchases were far below the 
record (NVCA, 2011, p. 9).  
 
The venture capital investment at the end of 2009 under the management control level 
declined by 11.9 % from the previous year (2008) and more than 35% from 2006. At the 
end of 2009, the venture capital industry managed a total asset of $ 179.4 billion which was 
$203.7 level in 2008. One reason of capital decline under the management is that, venture 
capital firms raised large amount of capital in 2001. At the end of 2009 according to 
NVCA, 794 venture capital firms managed 1,188 portfolios of funds in USA, in 2005 
(NVCA, 2010, p. 9-10).  
 
The investors are hesitant to make new investment commitments in the venture capital 
funds. In 2009 the investment commitment decreased to $15.4 billion than $36.1 billion in 
2007. After the technology bubble burst in 2000, it was difficult for the venture capital to 
raise new funds in USA.  In 2009 the venture capital investment was $17.7 billion, which is 
a decrease by 37% from $ 27.9 billion in 2008. In 2009 “sub-$20-billion” amount is 
invested in long term investment that is managed by under the management.  In 2009 U.S 
venture capital funded new 728 companies at first time (NVCA, 2010, p. 10-11).  
 
Private equity has become a part of all type of financial product.  In the U.S private equity 
market the new investment commitment significantly declined in term of investment 
volume and size of transaction in 2008 and this trends continued in 2009. In 2008, there are 
only 1,072 private equity deals were declined the size of these deals were totaling 
approximately US$77.4 billion, that were declined 30% and 82% respectively as compare 
to 2007  (Ernst & Young, 2009, US private equity watch, July 2009). According to 
Gehsmann, (2011, p.17) in United States the private equity firms deal volumes was decline 
after an increase year over year.  In United State private equity market average deal volume 
declined $ 365.3 million in 2009 to $ 232.3 during 2010.   
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3.5.1.2 Size of the investment under the social responsible investment in USA 

 
Social Investment Forum Foundation, (2010, p.8) Trends Report 2010, interpret that under 
the professional management USA market have $ 3.07 trillion total asset in which the 
investors at least invested one of three under the social responsible investment strategies.  
The U.S. venture capital and private equity investors invest their funds under the social 
responsible investment strategies by incorporate ESG criteria in their investment evaluation 
and their decision.  As a result of high growth in sustainable investment, approximately one 
out of eight united state dollars is managed under the professional management. According 
to the Thomson Reuters Nelson that are involved in social responsible investing strategies 
said 12.2 percent of the 25.2 trillion of total assets under the management professional 
control (Social Investment Forum Foundation, 2010, p.8).  
 
 “The sustainable and socially responsible investing (SRI) in United State has continuously 
grown with faster pace than the broader universe of conventional investment assets under 
professional management. At the start of 2010, professionally managed assets following 
SRI strategies stood at $3.07 trillion, a rise of more than 48 percent from $639 billion in 
1995, the year of the Social Investment Forum Foundation’s first Trends Report. Over the 
same period, the broader universe of assets under professional management increased only 
260 percent from $7 trillion to $25.2 trillion. During the most recent financial crisis, from 
2007 to 2010, the overall universe of professionally managed assets has remained roughly 
flat while SRI assets, as documented in this report, have enjoyed healthy growth”(Social 
Investment Forum Foundation, 2010, p.8). 

3.5.2 Size of Venture capital and private equity Investment in UK 
 
In Current movement, After France, UK venture capital and private equity boosts and 
become the second largest market in the Europe, having total of 21% of all invested 
amount. In early stage investment, the performance of the UK market become good from 
more than 11 European counties but lagging behind Switzerland, Sweden and U.S. 
(Figure.1). Comparatively, this low level performance of the UK venture capital market in 
early stage development considered one of the dominant factors, while keeping in view the 
previous decade trends of the VC market. This is due to the establishment of new 
companies and shifting of funds toward these businesses. Venture capital in comparison of 
private equity would be benefited less, because high level of investment can be shown in 
the private equity investment, which trebled from 4 billion to 12 billion between 2003 to 
2007. The Venture Capital also expands but this expansion could be seen in the shape of 
shifting the stream of investment from early stage to later stage (Pierrakis, 2010, p.7-8). 
 
Due to financial crunch in 2008-2009, a sharp decrease could be seen in the UK investment 
sector but UK private equity is still one of the far largest market in the Europe continental 
region Where investment from the British companies amounting £4.7bn with a ratio of 21% 
of the overall investment in Europe. Fundraising totaled £5.4bn, representing 34% portion 
from the total of 100% funds raised in overall Europe.  A total of 357 private equity firms 
headquartered situated in the UK with a total £269bn capital under management (EVCA 
2010, p.433).  
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This total amount £4.7bn invested by the UK private equity firms in buyouts, while most of 
the deals were made in the venture capital sector. The ratio of the buyouts investment are 
smaller in share, while activity such as growth in capital increased dramatically- like 
number of companies increase by 20% with 18% of amount. The share of the British 
buyouts in the European buyout market is accounted 23% out of 100% total in 2009. This 
23% normally present £2.7bn of total equity value by the British private equity market in 
European market. In European growth capital market, UK’s share is 19% by amount and 
17% representing number of companies financed through European market (EVCA, 2010, 
p.433).  
 

 
Figure No 5. Early –stage venture capital investments as a proportion of GDP per 
country, 2008 
Source: Pierrakis. Y. (2010).p.8 

 
In Early-stage Performance, UK show very good performance compared to the asset of 
European, Switzerland, Sweden and U.S where she is lagging behind in performance. The 
reason behind is recent financial crunch and low level of return received by the investors 
from their investment amount. 

3.5.2.1 Size of Responsible Investment under the umbrella of ESG criteria in United 

Kingdom 

 
The European SRI Study 2010 United Kingdom fund that total socially responsible 
investment was £938.9 billion with £54.7 billion “Core SRI” and £884.2 billion amount as 
“Broad SRI” at the end of 2009( Eurosif, 2010, p.53). Under the management control of 
assets was £3.4 trillion at end 2009. In 2009, 19% increased come up with SRI investment, 
this shows a positive change after the financial crisis, this highlight that SRI investment 

0 1 2 3 4 5 6

Itlay

Spain

Ireland

Germany

EU(15 countries)

France

Belgium

Finland

Portugal

Denmark

Netherland

Norway

United Kingdom

United States

Sweden

Switzerland



 
 

29 | P a g e  
 

continue to grow and develop in UK financial market.  This growth comes with the positive 
change in UK financial market, where asset manager are more engaging their investment 
with more ESG criteria performance, “voting shares”, “monitoring corporate behavior” and 
investing according to ESG. The study found that £830.1 billion is managed under the 
control of engagement policy in the UK market (Eurosif, 2010, p.53).In UK venture capital 
firms also combined SRI strategies with ESG criteria integration for a part of attract value 
base investors. This study found that an amount of £409.6 billion was invested on the base 
of ESG integration during 2009(Eurosif, 2010, p.54).  

3.5.3 Mainstream U. S. and UK venture capital and private equity investors 

focus 

3.5.3.1 U.S. venture capital and private equity investment target market 

 
The National Venture Capital Association (NVCA) clearly stated in their website that 
“Venture capital focuses on investing in private, young, fast growing companies” (NVCA, 
2010).The private equity capital outside of the United State provides by entities rather than 
publicly traded firms that consist of venture capital and buyout firms. In the United States 
private equity capital provides both venture capital and buyout firms to publicly traded 
firms as well private firms. “The category of buyouts include management buyouts 
(management from inside the company investing with private equity investors), leveraged 
buyouts (the target taking on a high level of debt secured by assets), institutional buyouts 
(outside investors buying a business from existing shareholders), and management buy-ins 
(management from outside the company investing with private equity investors)”.  In U.S 
venture capital firms are more focused on early stage of venture development based on the 
firm’s historical analysis of investment by stage (NVCA, 2011, p.113). 
 
In the U.S, venture capital and private equity firms have investment in the sectors of 
technology sectors where they are considering software, hardware equipment, 
telecommunication, network and equipment,   electronic instruments manufacturing firms, 
pharmaceutical and biotechnology, energy, environment, Computers and Peripherals, life 
science technology companies (NVCA, 2006, p.12).  

3.5.3.2 UK venture capital and private equity investment target market 

 
Most of the Investors showed high level of interest in technology industry for investment. 
A total of 237 companies come under the portfolio of investor’s investment in technology 
sector, where 181 are of the software and computer service companies and the rest are of 
the technology hardware and equipment. In second place, health and care industry 
considered by the investors for making investment, where a total of 159 companies 
entertain by the investors for investment, in which 84 are the Health care equipment and 
services and 75 are Pharmaceutical & Biotechnology companies. In third place, Investors 
make their investment in different nature of industries like Construction & Material, 
Aerospace & Defense, Electronic & Electrical Equipment etc, a total of 145 companies 
(BVCA, 2009, p.9). 
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In fourth place, Consumer Services industries, where investors make investment in a total 
of 127 companies. In fifth place, Consumer Goods Industry consider by the investors for 
investment where total of 48 companies considered for investment. In Sixth place, 
Financials Industry, where 32 companies are considered by the investors. In Seventh, 
Telecommunication industry is entertained by the investors for making investment, a total 
of 25 companies. In eight and ninth we have Oil & Gas and Utilities industries, total of 22 
and 13 companies, where investors want to make investment.( BVCA, 2009, p.9). 
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Chapter No. 4: The Concept of ESG & It’s 

Implementation in VC/PE Firms 
 
In this Chapter, we highlight the importance of ESG criteria under sustainable 

development, sustainability and their potential effects on investment criteria, further we 

discuss about how ESG factors could be incorporated into investment practices.  

 

4.1 What is sustainable Development? 
 
Sustainable development concept is in principle universally recognized but in practice it is 
still a newly developed idea for many business organizations as well as business executives 
and this concept remains only abstract and theoretical part of some research. Investment 
firms are required to be protecting their capital by using acceptable business standards as 
well as principles. Yet many firms still do not recognize the future potentiality of extending 
sustainable development notation in their business practices. If organizations want to 
achieve its potentiality, they need to develop acceptable sustainable development standard 
and these standards need to be integrated into their planning and measurement systems of 
their business enterprise. (IISD & Deliotte, and Touche, 1990). 
 
Sustainability, as we mean by the term, encompasses not only the environmental factors but 
also shed some light on communities as well. There is a casual relation between 
sustainability and financial investment performance, which reflects the performance and 
quality of venture (UNEP, 2002, p.11).  If sustainable investment considers potential tool 
for job creation, economic growth and innovation, then investor need to consider 
sustainability issue before their investment decision (Eurosif, 2007, p.2). Sustainability 
issues such as environmental, social and governance should be considered by the investors 
during investment decision process in order to opt better long term returns and more 
sustainable market (PRI, 2010, p.8). 
 
The main model of “sustainable investment” is to consider long term investment focus that 
is inter-generational more effective and fair. By using concept of sustainable investment, it 
is considered to be developing a solid investment plan for present and future. The socially 
responsible investing (SRI) has given key concept of responsible investing (RI). The main 
focus of responsible investing (RI) into incorporate investors ESG (Environmental, Social, 
Governance) criteria into investment decisions as well as “controlling negative 
externalities” from investment. Criteria of sustainable investment open the door of long 
term investment strategy with deeper sense to generate long term firm financial 
performance both in present and future (Towers, 2011, p. 2).   
 
According to Halvorssen, (2010, p.12) the actual source of responsible investment is taking 
into account ESG (Environment, Social, Governance) criteria into investment decision 
making. In their studies they noted that, the corporate social responsibility (CSR) 
consideration is very important for all kind of growing corporation, their management need 
to be look forward and see what law they need to be requiring for the revival of 
environmental and social aspect in their business. In the study of Alison Benjamin (2007), 
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it is essential for the management to elucidate ESG criteria in their practices to mitigate the 
direct financial risk from their organization. Even though these kind of practices are not to 
be considered before in the market place or just they start to measure ESG value in their 
business such as carbon credits, in terms of climate change, it is considered to be a big 
disaster in the market at all the time.  

 

4.2 ESG (Environmental, Social and Governance) issues 
 
Since last decade, under the shadow of sustainable development the climate change, social 
change and corporate governance have critical issues and also become an integral part of 
the financial world.  Investors are trying more to focus on the SRI (social responsible 
investment) and also streamlining other critical issues with their investment.  These critical 
issues clearly addressed that SRI investments potentially meet the expectation of investors 
and also reduce attention in controversial investments (Blanc, Goldet, & Hobeika, 2010, 
p.6). According to Bourghelle, Jemel, & Louche, (2009, p.3)  “ESG (Environmental, Social 
and Governance1) considerations have been for a long time the domain of the so-called 
(Socially) Responsible Investor’s, a marginal and morally loaded group of investors using 
ESG information in addition to conventional financial criteria in investment strategy”.  For 
more understanding of ESG issue consideration, it’s required to find out the main critical 
factors that become a part of Environmental, social and governance consideration.  
  
4.2.1 Environmental issues 
 
Many small and large companies considered environmental issues such as climate changes, 
which is like a commercial opportunity for the companies for example environmental 
friendly etc. Company’s reputation would be enhanced through policy of transparency, 
which identifies business in the market that put figure on environmental issues. Disclosure 
of the research and development expenditure costs and management policies on material 
environmental matters will help the companies to get advantages over their competitors.   
Increased disclosure will not only provide information to the local people about company’s 
interest towards environmental issues but also build foundation for other companies, where 
they can share and provide useful information about the environmental and social issues 
(ICAEW, & EA, 2009, p.5). 
 
Business practices mainly depend on the natural resources, our climate and weather 
patterns, and the eco-system of the earth in which they run their operations. Business 
requires raw material and use of energy to manufacture goods and provide service to the 
mankind. It is very important for the business managers to consider environmental factors 
while taking decision because a lot of costs and financial value faced by the companies for 
the protection and evaluation of environmental issues in the context of business (ICAEW, 
& EA, 2009, p.6).Environmental issues must be considered by the manager of the firm 
especially in decision making and investment value for the firm. Some important issues are 
as follows. 
 

� Change in climate and risk related with firm. 
� Firm should decrease the level of toxic  releases and waste 
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� With regard to product and service, firm add more policies and regulation in 
their organization setting, this will increase the environmental liability on the 
firm. 

� High level of influence and pressure faced by the civil society to enhance the 
performance, transparency and accountability, which results reputational risk 
faced by the firm 

� Environmental service and environment friendly products introduce in the 
emerging markets (Taylor, Donald, (2007). p. 6). 
 

Large business investors, extensive stakeholders and shareholders are constantly complying 
and requesting the companies for better and additional disclosure of the environmental 
issues in company annual reports and books of accounts. Because print media are keeping 
close eyes on the environmental performance of the companies. NGOs are playing active 
role in mobilizing environmental issues in their campaigns. The Advertising Standards 
Authority has fined organizations and businesses for false advertisements, where they are 
presenting wrong environmental claims. UK courts are continuously and constantly using 
custodial sentences for those companies who commit environmental crimes (ICAEW,& 
EA, 2009, p.6). 

 

4.2.2 Social issues 
 
There are several social issues, which directly impacts on the firm performance. Therefore, 
manager of the firm should consider these social issues while making any investment 
decision. Business with good stake holder relationship and better social corporate practices 
can enjoy the liberty of the customer honesty and loyalty, employee safety. Social factors 
directly put impacts on the financial performance of the firms and they might impacton 
differently on the basis of geographical location. There are different social issues in the 
organization such as labor rights in supply chain, health and safety, social welfare, human 
rights, workforce diversity, bribery and corruption and stakeholder and shareholder 
relationship with management (Collin, 2009, p.13). 
 
According to perception of populace, social factors such as human rights, workforce 
diversity, worker rights, safety, labor relations, child labor, community 
relations/development and indigenous rights play pivotal role for the business. Companies 
that have adopted poor safety record or have got work through adult labor have badly 
destroyed their company image as well as their reputation. This negative image not only 
damages firms’ presentation in the front of peoples but also badly affects firms 
performance. Potential Investors around the world can easily observe and feel the social 
attitude and behavior of the firm within a short period through advance technology and fast 
tracking communication. It is highly appreciated that investors should understand social 
risks that impacts on the firm brand and reputation in which they invest.  Inside practices in 
the organization, community relation practices and company labor law implementation will 
help investors know the company level of potentiality in light of value influence (CFA, 
2008, p.5). 
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The following are some of the key social issues that play the key areas of concern for the 
shareowners. These issues continuously offer different risks and opportunities for the 
investors in future. 
 

• “Animal welfare 
• Child labor 
• Community relations 
• Discrimination 
• Diversity (employee/Board diversity) 
• Facilities, citing social risks 
• Genetically modified organisms 
• Living wage disputes 
• Predatory lending 
• Political contributions 
• Political risk of involvement in troubled markets, countries 
• Sexual harassment 
• Shareowner advisory vote on executive compensation 
• Slave labor” (CFA, 2008, p.6). 

 
4.2.3 Governance issues 
 
Credit crisis and after the financial crunch has put more effort and highlight the 
circumstance of the firm’s poor performance on the basis of corporate governances 
practices in financial world. After the credit crunch Venture Capital firms have widely 
recognized some important issues that they did not consider before. They allow investors to 
focus more on firm’s governance practices through which they can enhance firm’s 
performance. They reported that, the venture capital firm’s remuneration structure is not  
considered very affectively and have much criticized them for putting excessive burden on 
the firm in case of short term firm performance. This poor risk management is definitly 
against the shareholder, investors and company’s long term interest. As per agency theory, 
limited partners (investors) always want to maximize their profit and other side the general 
partners (stakeholder) are always looking for wealth maximization. The limited partners 
(venture capital/ investors) always try to find more incentive as long term thinking and long 
term performance of the company (Collin, 2009, p. 11). 
 
In governance consideration, active management is much important, firm need to consider 
ESG criteria through regularly with the focus of business risk and opportunity. In the field 
of engagement with co-investors, firms need to consider ESG Criteria during firm due 
diligence when firm acquiring another firm, with thoroughly view of management, firm 
operation as well as asset. In the context of engagement with client’s management need to 
discuss ESG criteria. Engagement with the general partner (stakeholders) is important, 
venture capital firm infrastructure persuade to management to engage with relevant general 
partners (stakeholder) more effective when firm have concern issue with that general 
partners (stakeholders). These general partners (stakeholders) include state regulator 
authority, local communities, unions, customers, local regulators, shareholders and 
suppliers (Colonial First State Global Asset Management, 2010, p. 2). 
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Governance issue also need to consider proper strategic guidance and insight, standards of 
corporate behaviors, maintain standards of accountability and transparency as well as in 
financial reporting and there disclosures. Firm management need to reduce information 
asymmetric problems for the purpose of proper communication, allocation responsibility 
and remuneration of senior management. Management need to communicate with limited 
partner (shareholder) as well as general partners (stakeholder) such as funds managers, 
creditors, debt financiers, analysts, auditors, value corporate and securities regulators etc 
for the interests of company welfare. The firm need to be considered oversight material risk 
with the focus of ESG issue monitors and there disclosure(Colonial First State Global Asset 
Management, 2010, p. 3). 
 

4.3 Potential Impact of ESG Criteria into Investment 
 
It’s important to measure ESG criteria in investment process and assess whether ESG 
criteria have any impact on overall investment return or not. The numbers of investment 
firms are still doing efforts to access the value of ESG criteria in their investment model. In 
reality they are being able to get precise measure of ESG criteria impact in investment 
process but it’s still overall return would be ideal. There is no hard and fast rule to assess 
the impact of ESG criteria in investment process and several obstructions in ESG 
assessments, such as lack of long term historical data, inconsistent, incorporate 
methodologies of ESG criteria (BSR, 2008, p.7). According to Knight,& Dixon, (2009, p.4) 
the ESG criteria encompassed a variety of issues that became a part of corporate 
governance regulations that are faced by Venture Capital firms through social and 
environmental challenges that may cause of impacting market conditions in future.  Such 
failings in ESG environmental issue may arise because of climate change. 
 
There are several ESG considerations that have an impact on venture capital firm corporate 
financial performance; “An increasing body of evidence exists to show that ESG factors 
can impact investment performance. We believe ESG factors fall within the purview of 
fiduciary duty where they are or may be material to long term capital preservation.ESG 
factors may also contribute to the growth of investments as related opportunities are 
sought” (Knight,& Dixon, 2009, p.15). Now venture capital and private equity firms are 
more aware of the social and environmental issue. Venture capital firm are avoiding 
investing in harm-full firms because of avoiding negative commercial reputations impacts. 
The recent economic crisis has disclosed seriously. There is an ethical gaps in the financial 
markets and it’s also badly effected on public and stakeholder trust.  Nowadays private 
equity firms also impact environmental, social issue such as climate change, labor issues, 
supply chain, health, safety and corruption (BVCA, 2010, p.4).   
 
Study conducted by BSR concludes that no standardized technique exists to integrate ESG 
criteria into investment practices. Mostly ESG criterion is demonstrated in the following 
sequence. First, Observing stream of financial institution on the base of their public stated 
polices, such as they considering buy in ESG concept. It is not necessary to translate all the 
policies are integrated to ESG criteria. Second, still their not avoidance is exist about the 
effectiveness of ESG criteria in financial world. Such an ESG criteria influences the firm 
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share price but some researchers feel that the variations in the stock price are influenced by 
investors because of their short term investment strategies and they did not consider ESG 
criteria as a part of their assessment practices (BSR, 2008, p.4-5).Therefore, some investor 
don’t agree with such claims and they feel that ESG criteria are very useful for managing 
company and it also helps to forecast how company will perform in long run.   
 
Those firms that are considering ESG criteria in their practices will increase their values in 
the eyes of their limited partners (venture capital/investors) that are taking ESG criteria 
very seriously. In particular they should need to make improvement in their governance 
most importantly in transparency. The firm’s executives need to give importance to ESG 
issue into firm disclosure of financial reporting and also use some transparent reporting 
methodology to determine financial impacts as well as help to measure business risk and 
future opportunities (IFC, 2010, p.28). 
 
Today, limited partners (investors/investment manager) are taking benefits by considering 
ESG consideration in their investment in order to achieve better performance. Different 
studies concluded that implications of sustainability in financial world will significantly 
grow in future. The main focus of institutional investors on the ESG consideration is to 
achieve a long term advantages on their competitors. One of the important challenges 
toward sustainable economy is the need to distinguish between the short term horizon of the 
investment analysis and the long term impact of ESG on the business practices (State 
Street, 2010, p.7).  
 

4.4 Incorporating ESG Criteria into Mainstream Investment practices 
 
The venture capital and investment firms are giving significant attention to ESG criteria 
into their investment process. Studied concluded that various articles, researches and 
discussion are investigated regarding the efficiency of the ESG consideration in 
shareholders values. However, it’s shown that, most financial institutions are considering 
ESG criteria as a mainstream of their investment assessment process. Therefore, various 
financial firms are developed ESG criteria as protocol of their investment assessment 
process and not fully integrated ESG criteria as mainstream of investment evaluation 
process. That’s why mainstream investors are still waiting for proof about the efficiency of 
ESG criteria in long term investment (BSR, 2008, p.5).    
 
Integration is used as a tool for investment analysis, which clearly defined the role of 
investor in term of SRI (Socially Responsible Investment). Where, we need to differentiate 
between two motivational approaches SRI and ESG. SRI highlighted the investor ethical 
consideration before investment and that lead to be active shape of the market, and on other 
side the ESG integration is more consider economic motives, that have use risk analytic 
attain for the purpose of analysis the effect of environment, social and Governance (ESG) 
criteria for using ‘risk adjusted return’ on portfolios (Knight, & Dixon, 2009, p. 5).  
 
The sustainable and SRI in USA has grown very faster than conventional investment under 
the professional management. In the beginning of 2010, the SRI strategies followed by 
professional managed assets stood at $ 3.07 trillion, which interpret high ratio of raise more 
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than 48% from $639 billion in 1995, over the same year, the broader universe of assets 
under professional management would increase 26% from $7 trillion to $25.2 trillion 
(Social Investment Forum Foundation, 2010, p.8). During the recent financial crisis, the 
ratio of assets under professional managed is roughly flat where the ratio of SRI assets 
enjoyed healthy growth.  May be this figure is looks to be very high, because its included 
all type of SRI investment and most of them are included screened investment and it does 
not directly indicated that how ESG criteria is defined as mainstream of investment strategy 
(BSR, 2008, p.6).  
 
In the 1980s, the terms ‘socially responsible investment’ and ‘ethical investment’ were used 
to describe a wide range of investment activities that generally had to do with the 
promotion of certain social or ethical values. More recently, the term ‘responsible 
investment’ has appeared, largely in response to a perceived need to make socially 
beneficial investment more attractive to ‘mainstream’ investors. Responsible investment is 
a term most often used to consider the environmental, social and governance costs and 
benefits of investments in respect of investment decisions, with the view that the inclusion 
of these factors will not only provide a more accurate view of financial performance of 
investments over the long-term, but will also reduce the impact on society of negative 
externalities from investments (Urwin, &Woods, 2009, p. 3). 
 

4.5 ESG integration tools /ESG criteria Integration into investment 

process 
 
 
There is a growing concern that investment decisions, and the financial market broadly, do 
not appropriately reflect all the ingredients that go into creating high performing 
organizations. In other words, business valuations often rely on incomplete information 
especially with regards to information on intangibles e.g. brand equity and risks. This 
concern has been understood by some market participants including regulators, business 
associations, analysts and investors who think that investment decisions and business 
valuations could be enhanced if they properly reflected environmental, social and 
governance (ESG) risks that often tag along with them (Amaeshi,& Grayson, 2008, p.1).  
 
The ESG criteria consideration n has gathered significant momentum at the turn of the 21st 
Century with its associated environmental, social and governance challenges. However, 
whilst some market actors see the need to incorporate ESG into investment decisions as 
opportunities for new market/product creations e.g. the SRI market others, mainly the 
mainstream, are yet to fully come to terms with it. It is suspected that a major challenge in 
the process, is how recognition of ESG issues in investment decisions are internalized by 
the financial market and or lead to long-run organizational sustainability and performance. 
It is equally suspected that both investors and companies are still grappling with the ‘how’ 
of this sustainable finance discourse and the practical implications for conventional 
investment and broader business decisions (Amaeshi, & Grayson, 2008, p.5). 
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4.5.1 Responsible Investment 
 
According to Eurosif, (2008, p.6) the concepts of sustainable and responsible investment 
currently very debatable issues and this concept is gradually growing in financial world. 
The term “social”, “ethical”, “responsible”, “socially responsible” and “sustainable” are 
used in researches very commonly and overlapping, but these words have same meaning. 
The sustainable and responsible investors are concerned with long term investment and the 
ESG criteria are important to determining long term investment performance. “Responsible 
investment is defined as the board integration of ESG issue into investment decision 
making in order to optimize financial performance”. RI approach is to be considered by 
recognizing the value ESG on the long term investment for example pension funds. 
Because of including ESG in the investment process, the pension funds are more secure and 
trustee become more responsible for adding up ESG (Noah FI, UNEP-FI, and UNISA 
CCC, 2007). 
 
The RI has been considering ESG criteria in investment decision making process. The 
investors growing attention into ESG criteria consideration across traditional investment, 
investors are now considering SRI is a mainstream of their investment. However, It is 
important to note that, ESG integration has fundamental different than SRI in investment 
firms. Because SRI (social responsible investment) has more focus on moral and ethical 
concern investment but in case of ESG criteria investment, it’s a new and growing trend of 
integration ESG criteria information by mainstreams of investors in concern on provoked 
by simply financial consideration (Bourghelle, Jemel, & Louche, 2009, p.12).   
 
SRI is an investment strategy that incorporates Environmental, social and corporate 
governance criteria in together. Widely this definition assumes to considered 
Environmental, social and governance issue that abbreviated as ESG criteria. ESG criteria 
are usually used to evaluate securities and strategies and investors are evaluating these 
issues in investment process. ESG information has recently emerged with mainstream of 
investment with financial evaluation and funds manager (UNEP Finance Initiative, 2006, 
p.2). The integration of ESG criteria into mainstream investment is growing attention in the 
financial world; many researches encourage institutional traditional investors to consider 
ESG criteria into their investment process (Bourghelle, Jemel, & Louche, 2009, p.12). 
 
4.5.1.1 Principle of Responsible Investment 

 
Venture capital firm or institutional investors, they need to be considering for the best 
interest of their long term investment as well as their beneficiaries. The need to believe that, 
the ESG criteria can affect the performance of the invested portfolio for example varying 
degrees across companies. Companies, form of investment, time farm etc.(UNEPFI. 2005, 
p. 6).Principle of reasonable investment provide a set of standards and practices adopt by 
the asset owner/ venture capital of voluntary in order to incorporate with ESG criteria into 
their investment process and their shareholder practices. In the private equity the venture 
capital need to be considering ESG criteria as core component of the investment process 
(UNEPFI, 2005, p. 8).Social Responsible Investment is defined as “investment that 
combines an investor’s financial concerns with its commitment to social concerns, such as 
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social justice, economic development, peace, or a healthy environment.” (De Cleen, & 
Sonnenberg, 2004, p. 5). 
 
4.5.1.2 Corporate Social Responsible investment 

 
According to Social investment Forum USA approximately 10 % investment screening 
process are managed through SRI screening process (socalinvest.org). Furthermore, the 
social investors are more focusing on nonfinancial corporate performance dimension such 
as the impact of ESG issue on the investment financial performance (Galema, Plantinga,& 
Scholtens, 2008, p. 2646).Corporate social responsibility (CSR) is very commonly 
mentioned in SRI industry. Therefore SRI investment industry is a component of the whole 
CSR agenda (Stenström, & Thorell, 2007, p.3). According to European commission’s 
(2001, p. 6) CSR is “a concept whereby companies integrate social and environmental 
concerns in their business operations and in their interaction with their stakeholders on a 
voluntary basis”. 
 
Socially responsible covered all the meaning of legal expectations, go beyond the 
compliance, and the investment is more focusing on human capital; environmental those 
have relationship with stakeholders. Socially responsible investment is based on clean tech, 
environmental friendly technologies, and fully base on legal compliance that give a 
competitive edge to the firm. Legal compliance included legal obligations in the area of 
social. Such as training, working, conditions, workforce relations, labor laws, employer 
relation, all the components have direct impact on the firm performance (Commission, 
2001, p.6-7). The social responsible investing (SRI) is a part of retail financial world and 
may incorporate ESG criteria that have closely linked with value based approach. Such as 
the investment firm can developed an application to determined social and environmental 
value in investment selection. Investors can exclude or include in their portfolio any 
venture on the bases of any impact on the environment or their stakeholders (Eurosif, 2008, 
p.6).   

4.5.2 Responsible Investment Strategies 
 
The Social responsible investment strategies include investment screening process that has 
developed with strong focus of CSR practices. There is need for some additional 
information for inventors that help in investment decision making process and make it easy 
which firm they prefer to invest.  SRI researcher provided screening process of the firm that 
is used to rank the company on the basis of socially responsible practices. SRI evaluation 
usually done by fund manager or portfolio investment managers, general partner, 
investment firm can also done these practices through professional ethical screening firms 
as well. Investment firms fund manager usually use different mix of screening technique, 
which helps to exclude or include companies in their portfolio (Stenström, &Thorell, 2007, 
p.4). Different studies defined investment screening process differently. Euro Investment 
forum have classified screening process into three different categories (Eurosif, 2006, p. 4), 
where as Giamporcaro, Pretorius, & Visser, (2010) have divided screening process into two  
main categories and then these categories are divided into sub categories.  The screening 
process as follow according to both studies follows: 
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4.5.2.1 Responsible investment screening 

4.5.2.1.1 Negative Screening 

 
Venture capital firm/ investors are avoiding to investment into unethical business practices. 
The size of the un-ethical business gradually decline such as tobacco, alcohol, and weapons 
product. ‘Shariah compliant funds’ investment only those companies that have ‘level of 
financial leverage’ on debtors as well as interest income (Viviers, 2007, p.5).  Negative 
screening have another type of screening called norm based screening, which consider only 
those companies that have based on international standards and public common interest. 
Through this screen those companies are excluded who have violated the international 
standards such as OCED, ILO, UN, UNICEF (Eurosif, 2006, p.4).  A major drawback of 
the screen process is to reduce the portfolio diversification (Knoll, 2002, p 686). 

4.5.2.1.2 Positive Screening 
 
Positive screening includes those companies that observe responsible business practices in 
their business. Investment firm include those firms in its portfolio that follow SRI criteria in 
their practices (Eurosif, 2008, p.3). According to Lamore, Link, & Blackmond, (2006, p. 
10) in the positive screening, venture capital firm need to identify and reward those 
companies that are considering ESG criteria in their business practices. Community 
investment is an example of positive screening, which allows venture capital to invest 
directly in which community and economic development through community development 
fund institutions (CDFIs).  Moreover Viviers, (2007, p. 10) discuss another aspect of 
positive screening is the venture capital firm targeted those investment firm they consider 
cause based investment. There is only one difference with positive screening and target 
investment is that they are not providing finance to those project that are not listed. Another 
approach in positive screening is best in class screening, which tends to invest in leading 
companies that have practices according to SRI and that have sustainable focusing 
investment for future growth (Eurosif, 2008, p.3).  

4.5.2.1.3 Best Screening 
 
Best screening is included in all part of venture activities. The investment strategy need to 
be rating ESG criteria to firm every sectors of activities. Make comparison of ESG criteria 
rating as well as financial investment. Through this venture capital try to invest in the best 
firm under the ESG criteria. It required detail ESG rating criteria (Giamporcaro, (2006). 

4.5.2.2 Active ownership 

 
Screening are criticizes because it’s reduced the number of choice from potential firms, 
from which venture capital can pick for investment. Ventures are also using another 
strategy like active share ownership. Majority shareholder uses their right and force to the 
firm for the implementation of ESG criteria into their business practices by individually or 
through proxy voting right. If majority shareholder fails to use their right then they dispose 
their right (De Cleen, & Sonnenberg, 2004, p.7). 
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4.5.2.2.1 Voting Proxy 

 
The basic purpose behind voting right is that, investment firms force its portfolio firms to 
follow good SRI and corporate governance issues in their firms business practices.“It is 
believed that this approach underscores its commitment to ensure long-term value for 
members and sends a clear signal to management that, as a shareholder, it is prepared to 
consider and vote upon every resolution in the best interests of members” (UNEP FI, 
AMWG, & UKSIF, 2007, p. 17).  
 
Voting right strategy has more potential to change the firm business practices and change 
the behavior of the company in an effective way.  It’s important for institutional investors 
to use their right when they have large amount of funds (Sparkes, & Cowton, 2004, p.4).   

4.5.2.2.2 Engagement 

 
Engagement is a technique through which fund managers/investment managers can 
educate, encourage or influence of their portfolio firm to adopt SRI practices through this, 
firm can enhance their return. This technique is usually implemented via proper dialogues 
with certain firm by using their shareholder vote’s right. Engagement is also very useful to 
enhance the voting practices in the firms (Eurosif, 2008, p. 4). 

4.5.2.2.3 Investor Coalitions 

 
According to Giamporcaro, Pretorius, & Visser, (2010, p.4) “International shareholder 
coalitions often make use of these substantial institutional investors to raise corporations’ 
awareness around a specific issue, such as climate change (the Carbon Disclosure Project) 
or corruption (various transparency and anti-corruption initiatives).” 
 
ESG integration has combined with investment tool, which have clearly mentioned in 
economic literature. United nations environment  program finance initiative and some other 
major investment houses for example Goldman Sachs, UBS and JB Morgan, are using ESG 
integration as new tools for the purpose of analysis risk and returns on their 
investment(Knight, & Dixon, 2009, p.6). 
 

4.6 Sustainability under Triple Bottom Line: 
 
TBL Implementation in the organization context play very important role and management 
team requires long term commitment, strategic planning, thinking, alignment and expertise 
how to implement TBL. When organizations need corporate sustainability then they face 
the challenge how to integrate or incorporate TBL practices and principles into organization 
operations. In-order, to incorporate TBL into business strategy the organization must know 
two basic concepts that sustainability needs innovation and strategies under sustainability 
must be customized (Quinn, & Baltes, 2007, p.7). 
 
According to Friedman, All parts of the enterprise should be considered during 
implementation phase of the TBL. Every department of the organization might focus 
different sustainable dimensions inside in the organization in-order to implement TBL 
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successfully, like finance team consider TBL matrices, which interpret firm performance 
beyond financial results and  show this information to the local public. HR team should hire 
and train such individuals, who not only seek firms objective but successfully incorporate 
TBL into business strategies. Marketing team should implement TBL in such a way that 
helps the company in building sustainable culture inside in the organization (Friedman, 
2003, p.2).  
 
Investors, who are more conscious about the social factors during the time of investment 
can show more concerns about the environmental issues and demand more for the 
sustainable investment opportunities. The basic theme of the Triple bottom line investment 
to yield simultaneously financial, social and environmental return from the investment. The 
Implementation of TBL could bring a significant challenge because defining and 
quantifying such return is not an easy task for the management of the firm. The concept of 
the environmental and social impacts and considerations during investment decision is 
relatively new and need more consideration and research work to make the process of 
quantification more reliable and accurate. But, there is often confusion among the 
measurement of the word namely “sustainability”, which alternatively called sustainable 
investment (Emerson, Freundlich, & Berenbach, 2008, p.17). 
 
In 2006, effort has been made by the United Nation in the shape of launching Principles for 
Responsible Investment, in order to make a common framework for the sustainable global 
investment, through which investors could easily measure the sustainability factor during 
investment decision making. The broad guideline of this principle is to encourage and 
enhance the interest of the institutional investors to “act in the best long term interest of 
[their] beneficiaries” through considering the environmental, social and governance (ESG) 
issues into account. The UN principles for the sustainable investment “provide a menu of 
possible actions for incorporating ESG criteria into mainstream investment decision making 
and ownership practices”. This attempt to establish and make certain criteria and procedure 
for the sustainability measurement are very encouraging and commendable. Although, true 
sustainability cannot be achieved by the investors because it entails complete evaluation of 
the firm value and reorientation of the investment objectives.(Emerson, Freundlich, & 
Berenbach, 2008, p.17). 
 

4.7 Responsible investment and decision making 
 
There are no such standardized techniques that give guarantee to the venture capital about 
outcome on their investment. But it is important to the venture capital to make an 
appropriate decision before making any investment. The past track record is not a potential 
indicator of firm’s future performance. The portfolio management theory described as, the 
investment of the portfolio is selected on the basis of overall risk and reward of the whole 
given portfolio. But as on the single level security is selected only on the basis of given 
security individual risk and return. Moreover, the investment decision making time is 
depending on the investment and their size. The time horizon of the investment is varying 
from investment to investment. For example pension funds investment is making on the 
base of yield return on some future time periods. It’s important during the decision making 
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process to considered the legal and applicable standards regarding to the expected long 
term fund performance (UNEP, 2009, p.7). 
 
According to Urwin, & Woods, (2009, p. 3) asset allocation is very important in venture 
capital firm/investment firms. Asset allocation process in investment firm could be change   
with respect to change with investment conditions as well as ‘asset class expectations’.   
Bench marks is also a good technique of asset allocation.  Investment condition is based on 
the risk management strategies, and it must be changed along with a change in risk 
management strategies. Several issues arise with the standard asset allocation process with 
ESG strategy. There is no historical information available and on the bases of previous 
information, it very hard to set assumption of different investment opportunities. The fast 
changes in climate, culture and social characteristic of the ESG field that make huge 
difference between the past and future results. (Urwin, 2010, p. 6). 
 
In the global context investors communities are referred to the ‘responsible investment’ are 
taking into account environmental, social and governance (ESG) issues in term of 
investment decision making process. Goods produced by multinational corporations in 
developing countries failed to reflect the environmental and social costs in their prices. 
Industrialized countries have adopted environmental laws and they implement into their 
business practices, but this is not always the case in developing countries leading some 
corporations to take advantage of that fact, lowering their standards of operation when they 
locate to developing countries (Halverson, 2006, p. 12). 
 
The state laws also effect investment and their decision making process in term of some 
specific or general laws and certain duties must also be fulfilled (for example some assets 
are only permitted in some specific type of investment and their diversification). Some state 
rule also define how investors integrate their decision with ESG consideration in term of 
legal and some specific circumstances (UNEP, 2009, p. 7).When technical, economic, 
environmental, social and ethical constraints faced by the manager then decision making 
become more crucial and complex. In this prospect, environmental sustainability provides a 
new frame work to the managers to analyze the business more deeply and accurately in 
order to make a profound decision in favor of the business. To report systematically triple 
bottom line (TBL) approach incorporates environmental sustainability, social impacts, 
labor considerations and economic costs in business/engineering decision making (Airey. 
D. et al; 2008, p. 170). 
 
Decision makers are more and more often being told to "act sustainably" and to pursue 
policy paths toward "sustainable development." These statements and instructions appear to 
express a significant societal commitment to alter current practices. And yet these widely 
supported admonitions provide little guidance to policymakers and other actors, because the 
term "sustainable" embodies deep conceptual ambiguities. In many part of the society 
including Government, business, academia and public, the concept of sustainability is 
getting acceptance day by day. Although their implementation play a very critical and 
pivotal role for the decision makers, because sustainability term is a widely used term, it is 
hard for the decision makers to accept the sustainability concept. The idea of sustainability 
is very controversial and complex, which affects all segment of the society such as from 
individual to communities to businesses to nations. Some researchers suggest that 
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acquisition of sustainability will need sustainable changes in current production and 
consumption patterns (Farrell, 1999, p. 37). 

 

4.8 Legal and practical aspect of integrating ESG criteria taking into 

account in investment decision 
 
The UN environment program financial initiative UNEPFI, (2005) report have address 
different issues regarding ESG in investment decision making process, and interpret that 
whether these issues are permissible, is there any section about these issues and their legal 
requirements or these issues is the part of state laws and regulation. Different states like 
EU, France, Germany, UK, US, Japan, and Australia are analyzing their Fiduciary duties, 
laws and jurisdictions on sustainable development (UNEPFI, 2005, p.5-6). At present the 
financial markets are too complex for a layman to comprehend, therefore many individuals 
are relying on institutional investors to invest their amount on their behalf. Individuals are 
placing great deal of trust on their investment firms to increase their investment outcome.  
To create wealth for the beneficiaries are recognized by both civil and legal law system as 
one of the corn stone and paramount duty for the institutional investment fund trustees. 
(UNEPFI, 2009, p.47). 
 
UNEPFI (2005) defined “Fiduciary duties are duties that common law jurisdictions impose 
upon a person who undertakes to exercise some discretionary power in the interests of 
another person in circumstances that give rise to a relationship of trust and confidence. The 
circumstances in which fiduciary duties will apply are not fixed because they are a product 
of case law rather than statute, but courts in the common law jurisdictions discussed in this 
report have all held that a principal exercising the role of ‘trustee’ will owe fiduciary duties 
to beneficiaries under the trust” (UNEPFI, 2005, p. 19). 
 
 
Despite the growing body of evidence that ESG issues can have a material impact on the 
financial performance of securities and an increased recognition of the importance of 
assessing ESG-related risks, those seeking a greater regard for ESG issues in investment 
decision-making often encounter resistance on the basis of a belief that institutional 
principals and their agents are legally prevented from taking account of such issues 
(UNEPFI, 2005, p.6). According to UNEP (2009) all asset manager and asset owner 
signatories will be required to embed ESG issues in their legal contracts—such as 
investment management agreements, and Statements of Investment Principles or 
Investment Policy Statements.  The PRI requires that ‘where consistent with fiduciary 
responsibilities’ signatories should commit to integrating ESG issues into investment 
analysis; to being active, responsible owners by promoting good corporate practice in these 
areas; and to reporting on what actions they have taken. We believe that embedding ESG 
issues in their legal contracts will help asset owners hold asset managers to account for 
delivering on this important aspect of asset management (UNEP 2009, p.10).  
 
Investors assess their investment return on the bases of the average return of the total 
investment portfolio. “There is no duty to ‘maximize’ the return of individual investments, 
but instead a duty to implement an overall investment strategy that is rational and 
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appropriate to the fund”. Investment manager need to assess the investment at the time of 
decision making. Taking into account ESG consideration does not mean giving same rating 
to each factor, but important funds manger/ decision makers agree with the rate given to the 
each factors. (UNEPFI, 2005, p.11). 
 
Institutional investors, funds manger, pension funds trustees and investment advisors 
should need to take their responsibilities seriously. They need to give importance to their 
clients, beneficiaries’ interest rather than their own. “Fraud, self-dealing and illegal conduct 
do occur and when found out, as increasingly happens through internal controls or watchful 
regulators, it deserves unflinching penalties. Ethical conduct by financial market 
participants is often thought of as being synonymous with not breaking the law. But ethical 
conduct is more than not being crooked. That is why ethics exists, to help us decide what is 
right and what is good”. (UNEPFI, 2005, p.3). 

 

4.9 Challenges of mainstreaming Environmental, Social and 

Governance (ESG) issues into Investment Decisions making. 
 
The recent financial crises raised several important questions about the role of an investor 
in the society, both in term of investment decision making process as well as their a 
investment impact on the society such as reduction of poverty; maximize development and 
also reduction of negative impact on the society. Now investors are playing active role in 
climate change debates and are also contributing towards the solution of different 
challenges such as labor standards, diversity of workforce, bribery and corruption.  Several 
other challenges are also need the proper attention of the investors such as sustainable 
development, renewable resource management and poverty reduction (Fiestas, Sullivan, & 
Crossley, 2010, p.5). 
 
The financial crises has affected the whole global financial system such as “financial 
institutions, and the market as a whole, have been criticized for short-termism, excessive 
speculation, poor transparency, and a lack of accountability to regulators or to wider 
society. Questions have also been raised about the proper role of investors in society, both 
in terms of the specific investments they make and the extent to which they take into 
account wider societal considerations when making those investment decisions.” (Fiestas, 
Sullivan, & Crossley, 2010,p.7). There are several challenges in ESG integration process 
with investment decision making that is part of the financial market and leads to 
organizational performance and sustainability in long runs (Amaeshi, & Grayson, 2008, p. 
1). 
 
Currently there is a lack of information available on the integration of ESG criteria. 
According to SRI professional “With the data presently available globally, it would be very 
difficult to do such an analysis because the data is different across the board.” In reality one 
cannot make an “apples-to-apples” comparison about impact since each investment 
decision will be in different situations and environments. The investment firms have 
difficulties in comparing ESG criteria with their performance. Therefore investment firms 
can reduce this challenge by following some reporting and disclosure of information 
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standards such as global reporting initiative. It helps the firm in disclosure of their 
sustainable performance information (BSR, 2008, p. 9). 
 
Currently there is no such standard available through which firms integrate ESG criteria 
into their investment practices. “Although many companies are establishing protocols for 
assessing ESG criteria, they are not fully integrated into their routine evaluation processes. 
Instead, mainstream investors are still waiting for proof of their long-term materiality” 
(BSR, 2008, p.5-6). “Despite corporate social responsibility/sustainability reports published 
by many companies, there is no uniformity in the information being reported. In situations 
where no information is reported, the only way to evaluate the company would be to assess 
its public practices and policies even though these do not always equate to performance. In 
contrast to annual reports, which contain very specific and consistent data for all public 
companies, these reports are not required, and there is no specific format or required data to 
be disclosed” (BSR, 2008, p.11). 
 
According to BSR, (2008, p. 15-16) the combating of the suspicion is a main problem with 
the integration of ESG criteria into the mainstream of investment. Investors need to fully 
follow ESG criteria into their investment decision making process to overcome this barrier. 
Therefore investors need to focus on the ESG consideration, which will lead to add value in 
future firm performance. Investment professional/ funds manager do not have good 
capacity to analyze the ESG criteria properly. Investors focus more on financial analysis 
rather than considering ESG criteria in their investment evaluation process. If investment 
firms want to meet the need of present financial world market they need to train their staff 
about ESG criteria.  

 

4.10 Research Hypothesis 
 
Venture capital and private equity firms are paying more attention to ESG criteria and also 
recognize the importance of these issues and their effect on the business performance as 
well as financial risk. ESG criteria are more helpful for the venture capital and private 
equity firms to recognize investment opportunities, new potential businesses and market 
access precisely. They are avoiding to invest in harmful, unethical business practices which 
will have negative impact on their commercial and reputational risk (BVCA, 2010, p.4).The 
venture capital and private equity investors in UK are widely acknowledged and become a 
global leader in sustainable (ESG) and responsible investment as compare to other 
countries as U.S, Belgium, France, Sweden and Netherlands etc (Eurosif, 2010,p.53).   
 
The awareness of the environmental and sustainability issues has become an important 
factor for the business community because we all know the importance of Environmental, 
Social & Governance factors in our day to day lives (www.nel.co.uk). Scientists agree that 
one important trend that exists in the planet is urbanization, as four billion people will 
move from rural to urban areas in the next 50 years: they all will want and need clean 
water, clean power and clean transportation. At the same time, from over population and 
industry revolution we are facing climate crisis. We are addicted to increasingly expensive 
oil. Scientific breakthroughs in biology and materials technology mean there’s never been a 
better time to start and grow a great green venture. Environmental, Social & Governance 
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could be the largest economic opportunity of the 21st century. It is an exceptional challenge 
that requires great innovation, speed and scale (www.kpcb.com). 
 
H1,0: There is no difference between U.S and UK venture capital and private equity firms 
on the bases of total ESG.  
 
H1,A: There is a difference between U.S and UK venture capital and private equity firms on 
the bases of total ESG. 
 
The U.S investors are increasingly responding to the new trends. They are the first in the 
world to incorporate environmental concerns under the management portfolio and lunch 
green institutional funds and then UK investors adopted and followed this concept to 
manage sustainability risk in their portfolio (Salle, & Grimley, 2009, p. 23). 
 
Ha1, 0: There is no difference between U.S and UK venture capital and private equity firms 
on the base of environmental issue. 
 
Ha1, A: There is a difference between U.S and UK venture capital and private equity firms 
on the base of environmental issue.  
 

It is one of the important duties and responsibilities of the venture firms as employers that 
they must provide a healthy and secure working environment and place to all of its 
management teams. The venture must assure themselves that plant, equipment & systems 
of work they provide to their teams are safe. Venture provide full liberty to their employees 
in access towards information, provide them proper training & supervision, facilitate them 
in adequate health and welfare facilities (www.wm-enterprise.co.uk). Due to this, One third 
of the $ 3.07 trillion under the management investment are invested in ethical investment in 
US (Social Investment Forum Foundation 2010, p.8). In UK investors are invested £54.7 
billion in socially responsible investment (Eurosif, 2010, p.53).  

 
Ha2, 0: There is no difference between U.S and UK venture capital and private equity firms 
on the bases of Social issue.  
 
Ha2,A: There is a difference between U.S and UK venture capital and private equity firms 
on the bases social issue.  
 
Corporate responsible Index is one of the global leading benchmark currently working for 
the responsible business and provides guidance and support to the companies for the 
integration of responsible business across their organization. CRI provide such an 
innovative and systematic approach to those who adopt responsible business practices and 
train them to manage, measure and report responsible business impacts on society and 
environment (PCW, 2006, p.34) 
 
Ha3,0:  There is no difference between U.S and UK venture capital and private equity firms 
on the bases of Governance issue.  
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Ha3, A: There is a difference between U.S and UK venture capital and private equity firms 
on the bases of Governance issue.  
 
The management transparency is an important factor in order to gain trust, when making 
sustainable investments (Eurosif, 2008, p. 46). The transparency of management and 
information can reduce the negative effects of the economic activity especially on the local 
communities and on the firms. Transparency is an important tool for the local communities 
in gaining benefits from the potential opportunities that arise from new investment. The 
concept of transparency is very helpful in avoiding the replication of ESG practices and 
effectively contributing in decision making by consumers, investors, regulatory bodies and 
the policy makers. (Armstrong, 2003, p.15). 
 
H2, 0: There is no difference between U.S and UK venture capital and private equity firms 
on the bases of management transparency. 
 
H2, A : There is a difference between U.S and UK venture capital and private equity firms 
on the bases of management transparency. 
 
The diverse group of people work in an organization, and providing equal opportunities to 
them, irrespective of the gender, age and ethnicity, bring positive impact on the firm 
performance and this should be consider as one of the best business practice (BVCA, 2010, 
p.9). A firm can achieve socially sustainable system through equal distribution of the rights 
and opportunities, and provide fair and equal facilities to the employees such as health and 
education, gender equality, political accountability and equal participation in an event 
(Harris, 2003, p.1). 
 
H3, 0: There is no difference between U.S and UK venture capital and private equity firms 
on the bases of GDMT.  
 
H3, A: There is a difference between U.S and UK venture capital and private equity firms on 
the bases of GDMT. 
 
Some investment firms are following responsible investment approaches in their 
investment strategy. The RI approaches of these firms not only match with the firm’s 
values and principles but also with those of the stakeholders. Some of the investment firms 
restrict themselves not to include such businesses in their portfolio, which is unacceptable 
in the environment, where they are doing their business such as alcohol, tobacco, weapons, 
animal killing and gambling etc. (BVCA, 2010, p. 5).  
 
H4,0: There is no difference between U.S and UK venture capital and private equity firms 
on the bases of unethical investment. 
 
H4,A: There is a difference between U.S and UK venture capital and private equity firms on 
the bases of unethical investment.  
 
The sustainability under investment have become important issues now a days, to consider 
these issue firms not only reduce the financial risk from the long term investment but can 
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save the world for the future generation. The basic theme of sustainability in venture capital 
and private equity firm is to invest in a more responsible way.  
 
Responsible investment is how the venture capital firm incorporates ESG criteria in 
mainstream investment decision making process. The consideration of ESG criteria in 
mainstream investment process is varying from firm to firm. Some firms consider only 
factor, but others do more. But ESG criterion is a part of responsible investment strategies.  
As we know that there are different techniques and tool used by the investment manager for 
making a responsible investment. .i.e. screening process and active ownership strategies as 
well as triple bottom line approach. Screening process can reduce potential choices for 
making the investment decision making, than venture capital and private equity firms using 
active ownership strategies, which emphasizes on the firm to implement ESG criteria into 
their practices.  
 

 
Source: Summarized by Authors 

Figure: 6 Theoretical Framework of Incorporating ESG criteria into investment 
decision making process  
 
The above figure (6) clearly stated the How VC/PE firms investment managers should go 
through different steps of investment evaluation in order to make a profitable investment. 
The investment managers before making an investment consider two important 
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considerations such as ESG criteria under sustainability and responsible investment. These 
two factors further evaluated by the manager by three different techniques such as 
responsible investment screening, active ownership and triple bottom line in-order to make 
a profitable investment decision. 
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Chapter No. 5: Practical Methodology 
  
This Chapter explains the practical part of the research, different methods and approaches 

as we discussed in chapter 2, will give them practical shape in this chapter, through which 

ways and paths we reach towards our concerns over empirical data and which factors we 

considered during data collection and how we code them. Furthermore, the chapter will 

end with quality criteria of the study.  

 

5.1 Data Collection: 
 
To make our data more valid, secondary sources are considered by the authors for the data 
collection. According to Saunders et al (2007), untapped source is considered as primary 
data collection, such as reports, thesis, emails, conference papers, company reports, 
unpublished manuscripts and some publications issued from regulatory authorities. In 
contrast, secondary data collection sources are Books, Journals, Newspapers and some 
official and unofficial Government publications. 
 
The literatures used for this research work come from secondary sources such as books, 
academic journals available through Umea University Library which is accessed through 
different databases like Business Source Premier (EBSCO), Emerald research, 
ScienceDirect Economics, Infomaworld SSH, Social Science Research Network and Wiley 
InterScience etc. as well as the research work published by the Eurosoif, BVCA and NVCA 
on different ESG factors, Sustainability, social reasonable investment, corporate social 
responsibility are put into account. 
 
The choice of SPSS software and excel spread sheet for the data analysis was accordance to 
the standard procedure and methods used by the previous authors in their research work and 
most of the graduate and under graduate students in Umea University adopted such 
methods and procedures of analysis in their projects and thesis work. 
 
Conducting a research work on a specific topic has required some factors namely study 
period, internet database access and more importantly financial backup. Considering these 
factors, as well as research question and descriptive nature of research, content analysis is 
considered as a unique and most valuable method for this study. According to Babbie. E. R. 
(2010, p.333) “Content analysis is the study of recorded human communications. Among 
the forms suitable for study are books, magazines, web pages, poems, newspaper, songs, 
paintings, speeches, letters, e-mail messages, bulletin board postings on the internet, laws 
and constitutions, as well as any components or collections thereof”. 
 

5.2 Data Accumulation Process: 
 
As mentioned, Data accumulation process is based on quantitative method. Through these 
methods, we evaluate the information presented on the website by the venture capital and 
private equity firms on the basis of ESG consideration and our main focus of this 
evaluation is to know VC/PE firm considerations toward ESG issue in their investment 
decisions. Such information is considered as the initial step of the data collection. 



 
 

52 | P a g e  
 

 
According to Neuendorf, (2002, p.15) “When approaching a text—a message or message 
set- the researcher needs to evaluate his or her needs and the outcomes possible from both 
quantitative (i.e. content analysis) and non-quantitative analysis”. 
 
The key issues, which we would like to find out in the firm’s websites about ESG, can be 
shown in the following table. 
 
ESG and Involvement factors and issues. 

Factors Issues 
Environmental 
Factors concerns investing in an 
environmentally friendly way, e.g. reducing 
carbon dioxide and other greenhouse gases 
impact on the climate. 

GHG emissions, waste, pollution, suitable 
resource use, energy use, controversies, 
product impact, management systems 

Social 
Factors concerns how investments effect 
society 

Child labor, supply chain, customers, 
diversity, community relations, labor-
conditions, product safety, marketing, 
human rights, equal opportunities, 
discrimination 

Governance 
Factors concern how the company is 
managed, for example executive 
compensation and transparency. 
Relationship between Limited partners-
General partners-Portfolio firm 
management. 

 
 
Compensation, proxy issues, public policy, 
political accountability, transparency, CSR 
reporting, board independence, board 
diversity 

Transparency Gender diversity in management 
Involvement 
Concern factors indicating that investors 
avoid investments in firms that are involved 
in controversial (non-responsible) firms or 
industries. 

 
Weapons, nuclear power, alcohol, tobacco, 
faith based, animal welfare, gambling, 
conflict countries 

Table 1: ESG and Involvement factors and issues. 
 
These factors and issues could be viewed in the analysis of the venture capital and private 
equity firms. Further, we will evaluate these factors and issues through coding instructions. 
 
The data gathered from the venture capital and private equity firm’s websites is based on 
the ESG criteria and factors, further; we analyze the data through numeric coding structure, 
which is based on the content analysis. The range of the coding starts from zero to three, 
every code holding a unique statement, which we can see during the webpage screening. 
We used these codes in statistical tools in-order to present the results through SPSS 
software and draw the conclusion based on our analysis and hypothesis. During the SPSS 
analysis, we will use two set of variables, one is independent variables and another 
dependent variables. The independent variables can be explained in the following ways. 
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Main Independent Variables 
 

1- UK and US 
2- Venture capital (early stage) or private equity (buyout, later stage) investor. 
3- Investment preferences (clean-tech or no clean-tech) 

 
Along with these variables, some other variables based on the firm’s overview at the VC 
association could be highlighted during the data gathering process; for instance, number of 
investment managers, Capital under management, investment size (amount), number of 
investments, Main investment focus (industry), geographical focus (regional, national or 
international), organizational form (private, government). 
 
Dependent Variables: 
 
There are some dependent variables based on ESG and nature of business involvement, 
which will be used in coding process as mentioned above that the coding is based on 
numeric numbers. Each factor is scored from 0 to 3 (2) based on coding instructions, except 
for involvement that is coded binary (0/1) 1 if the venture capital and private equity firms 
say that they do not invest in “Involved” firms. These dependent variables along with 
coding instructions can be explained in the following way. 
 
 

Dependent Variable 
Name Coding 

 
 
 
 
 
 
 
 
 
 
 
 

Environmental 

0 = No information is given on this issue. 
 
1 = Topic is mentioned (see framework for examples on 
topics We are all well aware of the growing importance of 
the green sector on our day to day lives and this is only set 
to increase in the future.  It is vital, particularly in the 
current financial climate, that we continue to support these 
innovative ventures if they are to develop and progress into 
the potentially global markets associated with 
environmental issues. 
http://www.financesoutheast.com/news/index.aspx?id=1878 

 
2= Topic is included in our selection process. . “In January 
2010 Betfair was officially certified with the Carbon Trust 
Standard to prove we have taken real action on climate 
change by reducing our carbon footprint. Whilst this only 
applies to the UK operation, it is a demonstration of our 
commitment to be recognized as a leading online business 
in the area of environmental responsibility across the 
entireoperation”.http://corporate.betfair.com/corporate-

responsibility/environment.aspx 
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3 = 1 + 2 + Wider ESG support (e.g. indication of concern 
for topic beside business or indication of internal 
environmental policies), e.g “Raising the awareness of 
environmental and sustainability issues is becoming 
increasingly important in the business community” 
http://www.nel.co.uk/news_articles.asp?ID=6. 
 

 
 
 
 
 
 
 

Social 

0 = No information is given on this issue 
 
1 = Topic is mentioned, e.g. ““It’s great to see that our 
funding through NEL Fund Managers is helping to support 
Alnmaritec in its expansion prospects and the creation of 
new, skilled jobs for the local community.” 
http://www.nel.co.uk/news_articles.asp?ID=5 
 

2 = Topic is included in our selection process or in our 
relationship with other stakeholders, e.g. “Maintaining the 
highest standards of professionalism, integrity and 
entrepreneurial spirit. Only investing in deals where our 
interests are aligned with those of our stakeholders. 
Building value together with management of portfolio 
companies”. http://www.agcequitypartners.com/about/ 
 
3 = 1 + 2 + Wider support, e.g. “Doughty Hanson and its 
portfolio companies are involved with a number of charities 
and social enterprises. Unlike our ESG initiatives, the work 
we do in the CSR arena is primarily driven by the social, 
community and philanthropic impact it generates rather 
than any commercial imperative”. 
http://www.doughtyhanson.com/responsible-investing.aspx 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

0 = No information is given on this issue. 
 
1 = Topic s mentioned, e.g. “We support our portfolio 
companies as fully engaged board members, offering 
operational experience relevant to their businesses and 
assistance in setting strategic direction, building 
management teams, connecting our portfolio companies 
with other resources, raising additional capital and planning 
liquidity strategies. In addition, we often serve in an active 
chairmanship capacity.” 
http://www.splitrock.com/page/1/investment_strategy.jsp 
 

2 = Topic is included in relationship with other 
stakeholders, e.g. “Sound corporate governance is a priority 
for us. A condition of investment is ensuring the company 
has a suitable Board of Directors led by an independent 
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           Governance 

Chairman of good standing. We aim to maintain and build 
strong relationships with our portfolio companies directly 
through our non-executive director on the Board and 
through the Chairman”. 
http://www.ffandppe.com/howwework.aspx 
 

3 = States that they are following “general practice” or 
“Code of Conduct”, e.g. Doughty Hanson is a member of 
the British Venture capital and private equity Association 
(BVCA) and welcomes the recommendations set out in Sir 
David Walker’s “Guidelines for Disclosure and 
Transparency in Private Equity” published in 
November2007”. 
http://www.doughtyhanson.com/responsible-investing/uk-

disclosure-guidelines.aspx 
 

Transparency: General Partners is explained (more than 
just the name), Yes = 1, No = 0. 
 
Gender: Gender diversity in management team (general 
partners), Yes = 1, No = 0 

          Involvement 0 = No information is given on this issue 
1 = Topic is included in our selection process (we do not 
invest in X). 

Table 2. Dependent Variable 
 
Therefore, total ESG score will range from 0 to 13 (E: 0-3, S: 0-3, G: 0-3, I:0-2) 
Environmental Social Governance Transp. Gender Involvement Total ESG 

Score 
0-3 0-3 0-3 0-1 0-1 0-2 0-13 
 
In the spread Sheet, data will be presented in the above mentioned pattern. 
 

5.4 Sampling Approach: 
 
In our study we adopt stratified random sampling to collect data from our target population. 
Stratified random sampling is the sampling in which the population is divided into non-
overlapping subpopulation called strata. The researcher then extracts a random sample from 
each of the sub-population (Black, 2010, p.22). Stratified sampling ensures greater degree 
of data representation by decreasing the level of error in the results (Babbie, 2008, p. 227-
228). We divide our population into two main groups according to country wise (U.K & 
U.S). These groups are further divided according to investor perspective into two sub strata 
like Venture Capital & Private Equity. To reduce the level of error in our data, we divide 
investor’s strata in compliance with industry perspective (Clean Tech & Non-clean Tech). 
(See in table 3). 
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The overall sample size of this thesis work is based on a total of 120 Venture capital and 
Private Equity firms. U.S and UK venture capital and private equity markets are chosen for 
the data collection and analysis. In each country, we select different nature of firms like 42 
venture capital and 18 private equity firm and also consider the nature of their industry they 
are currently doing their business like Clean-tech or non-Cleantech. A total of 60 firms are 
considered from US market as shown in Table 3. The same criteria adopted for the UK as 
well. A sum of 30 Venture capital firms and 30 Private equity firms and nature of industry 
as well either in Clean-tech or Non Clean tech is shown in figure 3.The information and 
access towards these UK and US firms, we get from the official websites of the British 
Venture Capital Association (BVCA) and National Venture Capital Association (NVCA). 
From these two websites, we explorer hundreds of Venture Capital and Private Equity firms 
currently working under the industry of Clean and Non-Clean-tech in these two regions. In 
the following table 3, we explain the sample selection, number of firm country wise, ratio 
of the clean tech and Non Clean-tech in UK and U.S, total sample size. 
 

Sample Selection 
Country Investor Industry Total Sample Category 
U.S VC Clean-Tech 22 US1 
  NO Clean Tech 20 US2 
 PE Clean Tech 8 US3 
  No Clean Tech 10 US4 
     
U.K VC Clean-Tech 11 UK1 
  No Clean Tech 19 UK2 
 PE Clean-Tech 15 UK3 
  No Clean Tech 15 UK4 
Table 3. Sample Selection 
 

Sample size on Country wise 
Country Name No of Firm Percentage 
U.S 60 50% 
U.K 60 50 
Total 120 100% 
Table 4. Sample size on Country wise 
 

Clean-Tech and No Clean Tech ratio in Both UK and US Industry 
Name No of Firms Percentage 
Clean-Tech 56 46.7 % 
No Clean Tech 64 53.3 % 
Total 120 100  % 
Table  5. Clean-Tech and No Clean Tech ratio in Both UK and US Industry 
 
 

Total Number of VC and PE firms in sample size 
Venture Capital Firms 60 
Private Equity Firm 60 
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Total 120 
Table 6. Total Number of VC and PE firms in sample size 
 

5.5 Quality Criteria: 
 
5.5.1 Reliability: 
 
Reliability is the term “the extent to which a measuring procedure yields the same results 
on repeated trials. The notion relevant to content analysis is that a measuring is not valuable 
if it can be conducted only once or only by one particular person.”(Neuendorf, 2002, 
p.112). In content analysis, when human coders are used, this turned into the concept of 
intercoder reliability. The main motive of the content analysis is to record and specify 
relative objective of the characteristics of messages, hence reliability play the role of 
paramount. Content analysis measure becomes useless without the consideration of the 
reliability factor in the analysis portion (Neuendorf, 2002, p.141).  To make the intercoder 
reliability more accurate and acceptable, two reasons should be considered by the 
researchers during research work to make the coding instructions more valid and 
understandable for the readers. The usage of the coding instructions should not be limited 
to a single individual. Therefore, it is mandatory that at least two coders are required to 
contribute in any human-coding content analysis. Emerging acknowledgement could be 
viewed in most of the research literature, which interpret that the development of intercoder 
reliability is very essential because of an accurate and valid research; such a technique and 
criterion are very useful, when human coding is employed. Secondly, it is very important 
that both the coders should co-operate and calibrated against each other during coding 
scheme (Neuendorf, 2002, p.142). To make the research work more reliable, there are some 
key threats through which reliability factors become weak such as 
 

1- A poorly executed coding scheme: this could mean a poorly worded set of 
instructions in a coding, the failure of the researcher to make changes in the coding 
scheme after reviewing the results. 

2- Inadequate coder training: It means that the coder hasn’t gone through the typical 
training session of the coding instructions and how to give code more properly and 
accurately. This can make the reliability of the study more weak and inappropriate. 

3- The coding schedule should be reasonable and not overtax the energies of the 
coders. This means that both the code instructions and the number of units or 
information available in the concern documents should be coded properly in a given 
period. 

4- Getting the information from the concerned documents in the shape of units is just 
to make window dressing and not to provide accurate information to the readers 
about the concerned topic (Neuendorf, 2002, p.145). 

 
The importance of reliability in a research work is based on content analysis. Authors 
consider strictly the reliability factors during the data coding and analysis section.  The 
above cited factors are considered by the authors very strictly and try their level best to 
avoid any such type of inconsistency through which data reliability becomes weak. Before 
making any coding, the authors understand and know about the coding properly and after 
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entertaining few VC/ PE firms through coding, research authors also exchange that coding 
between each other and examine each other work by searching and looking the related 
factors inorder to make the coding more valid and accurate. After this, the collected data is 
discussed with the supervisor to make the data reliable and accurate, this will help us a lot 
to make the collected data rectify any weak factor if there is any and thus make our analysis 
more valid. We both have had several meetings with the supervisor and discussed the 
coding instructions and concerned factors, which could be sought through VC & PE firm’s 
websites.  
 
The coding is very understandable and it helps the authors in data gathering and completes 
the process on time. As discussed in the Practical Methodology chapter about the sample 
size and number of firms we are focusing in data gathering. On the basis of such 
information about the sample size, we assure to the readers that collecting information from 
the website through content analysis is not just to make window dressing, this statement 
should be true if we consider only a few firms in our sample size, but we are considering 
more than a hundred VC & PE firms in our sample size, which means that our findings will 
be more accurate and helpful for the readers and will open new avenues for the future 
research. On the basis of above information, we firmly state that the data gathering and 
analysis through content analysis would more reliable and accurate. 
 
  
5.5.2 Validity: 
 
Bryman, & Bell, (2007) define validity in Quantitative nature of research as “the issue of 
whether or not an indicator (or set of indicators) that is devised to gauge a concept really 
measures that concept” (Bryman, & Bell 2007, p.162). According to Saunders et al, (2009) 
“validity is concerned with whether the findings are really about what they appear to be 
about” (Saunders et al., 2009, p. 150). In other words, the use of validity refers to the 
approximation, whether the entire study procedure is matched with your research 
objectives: whether the tools you select is measuring what you planned to determine and 
whether the gathered information/data is applicable and sufficient to draw your research 
conclusion. 
 
The data we gathered for our thesis is chosen from different reliable sources such as official 
websites of the VC/PE firms. We collect information about these websites from the British 
venture capital associations and National Venture Capital Associations, which are the 
official governing bodies of the UK and U.S. The secondary data we collect for our 
research work from different data bases such as Business Source premier access through 
Umea University library, & Social Science Research Network (SSRN). These databases 
include different international published journals which are more authentic and up to data 
about the ESG criteria and Venture capital & Private equity etc. On the basis of above 
information we interpret that our data is up to mark and valid. 
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5.5.3 Generalization: 
 
Bryman, & Bell, (2007) define generalization “In Quantitative research the researcher is 
usually concerned to be able to say that his or her findings can be generalized beyond the 
confines of the particular context in which the research was conducted” (Bryman, & Bell, 
2007, p.163). It means that in order to generalize the research works the researchers are 
largely dependent on the sample size and technique. Selection of the data and analysis 
methods and data interpretation greatly impacts on the degree of generalization. Greater the 
data analysis more will be relevancy of the result in the degree of generalization.  
 
In this study, UK and US venture capital and Private equity industries are the target 
population, which are considered to be the most influential and well known industries 
through the world. To make the study more specific, authors chose 120 sample of firms, 
where 60 from UK and 60 from US.  To make the data more accurate and precise, we 
visited each firm website very carefully and cautiously. We chose content analysis which is 
applicable throughout the world and researchers can adopt the same method for doing 
research in similar area. Hence, we can say that the generalization for this research work is 
applicable. For the reasons given above, we interpret that Generalizebility of our research 
work is sufficient. 
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Chapter No. 6: Empirical Findings & Analysis 
 
In this chapter we analyze the collected data through SPSS Software. We are using 

different statistics technique to analyze our research question through different Hypothesis. 

The statistics technique we are using in this research such as descriptive statistic, 

correlation, cross table, T test independent as well.  This section of research gives the 

overall analysis of our research questions besides the research discussion.  

 
 
This thesis is based on different depend and independent variables that have been defined in 
table 5.1 and table 5.2 provide the brief summary of the ESG criteria for further analysis. 
The content analysis technique is used for the collection of data from UK and U.S Venture 
capital firm’s website. The data gathered about ESG criteria from these websites is further 
used in SPSS software for the purpose of analysis and finding the result from the given 
data. The ESG criteria are divided into different section according to the hypothesis.  
Therefore on the bases of extensive reasoning of the above theoretical and literature review 
frame work , the following variable are tested to see the impact of ESG criteria in the UK 
and U.S Venture Capital and Private Equity firms in their investment decision making .  

 
 

N Minimum Maximum Sum Mean 
Std. 

Deviation 

UK/US 120 0 1 60 0.5 0.502 

VC/PE 120 0 1 49 0.41 0.494 

FIPCNC 120 1 2 172 1.43 0.498 

Environmental 120 0 3 112 0.93 1.121 

Social 120 0 3 100 0.83 1.024 

Governance 120 0 3 111 0.93 1.062 

FIT 120 0 1 94 0.78 0.414 

GDMT 120 0 1 86 0.72 0.453 

SCREEN 120 0 0 0 0 0 

Total ESG 120 0 11 503 4.19 2.891 

Total Observation 120           

Table No 7:  Descriptive Statistics- All the variable  
 
The descriptive statistic table 7 shows total number (N) of 120 venture capital and private 
equity firm observations. It revealed that 50% of the venture capital and private equity 
firms are British and remaining 50% are American. The average firm investment preference 
in clean tech is 1.43 and non clean tech is an average of environmental issue is 0.93. The 
average of venture capital and private equity firms is 41% its show central tendency of the 
given variable. The average of SCREEN is zero, because no information is given on the 
website of the given firms. This table.7 also includes the minimum, maximum and Standard 
Deviation of each variable. The range of variables of given firms vary from variable to 
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variable. Some variables have the range 0 to 3 where some have 0 to 11 such as total ESG. 
The standard deviation tends to be higher when the given variable’s average is high. The 
standard deviation of some dependent variables is much higher than that of others. It shows 
that the data is disperse and that some variable have little central tendency between them. 
The table 7 revealed that an average of 4.19 companies of total consider ESG criteria in 
their investment decision making process. The remaining firms concentrate more on 
individual factors. 

6.1Independent Sample T test 
 
Group statistics table shows the mean, Standard Deviation and Standard error mean of the 
each group with the number of total observation of each group. 
 
 
  

Group N Mean 
Std. 

Deviation 
Std. Error 

Mean 
Environmental UK 60 1.15 1.26 0.163 

U.S 60 0.72 0.922 0.119 
Social UK 60 1.03 1.149 0.148 

U.S 60 0.63 0.843 0.109 
Governance UK 60 1.15 1.117 0.144 

U.S 60 0.7 0.962 0.124 
FIT UK 60 0.77 0.427 0.055 

U.S 60 0.8 0.403 0.052 
GDMT UK 60 0.68 0.469 0.061 

U.S 60 0.75 0.437 0.056 

Total ESG UK 60 4.78 3.216 0.415 

U.S 60 3.6 2.409 0.311 

Table No 8: Group Statistics of ESG Criteria  
 
Table 8 explains the descriptive statistics of two group variables such as UK and U.S. On 
the basis of environmental issues, the average of UK Venture Capital and Private Equity 
firms is 1.15 and that of U.S firms is 0.72. It means that, UK VC/PE firms are focusing 
more on environmental issues as compared to U.S. In social issue the average of UK 
VC/PE firms is 1.03 and that of U.S firms is 0.63. It shows that UK firms are concentrating 
more on social issue in their investment process. The average of governance issue is 1.17 in 
UK as compared to U.S .i.e. 0.962. It shows that, U.S firms do not have much regard for 
Governance issue in their investment as compared to UK. Which are focusing more on 
Corporate Social Responsibility reporting than U.S. The table 8 interprets that average of 
total ESG criteria consideration into VC/PE investment process.UK total ESG average is 
much higher than that of U.S, its show that UK firms are focusing on ESG criteria as 
compare to U.S during investment decision making. The standard deviation shows the 
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variability or diversity of the variable. If the average mean of a variable is higher than its 
standard deviation will also be higher as compared to other variables.  
 

    

Levene's test 
Equality of 
Variances T-test for Equality of Means 

    F Sig. t df 
Sig. (2-
tailed) 

Mean 
Diff 

Std. 
Error  

Environmental Equal variances 

assumed 
17.31 0 2.2 118 0.034 0.43 0.202 

Equal variances 

not assumed 
2.2 108 0.034 0.43 0.202 

Social Equal variances 

assumed 
6.79 0.01 2.2 118 0.032 0.4 0.184 

Equal variances 

not assumed 
2.2 108 0.032 0.4 0.184 

Governance Equal variances 

assumed 
2.08 0.15 2.4  0.02 0.45 0.19 

Equal variances 

not assumed 
2.4 115 0.02 0.45 0.19 

FIT Equal variances 

assumed 
0.77 0.38 -0.4 118 0.661 -0.033 0.076 

Equal variances 

not assumed 
-0.4 117 0.661 -0.033 0.076 

GDMT Equal variances 

assumed 
2.59 0.11 -0.8 118 0.422 -0.067 0.083 

Equal variances 

not assumed 
-0.8 117 0.422 -0.067 0.083 

Total ESG Equal variances 

assumed 
8.13 0.005 2.3 118 0.024 1.18 0.519 

Equal variances 

not assumed     
2.3 109 0.024 1.13 0.519 

Table 9 Independent Samples Test 
 
Table 9 shows that the Levene’s test for equity of variance determines both values are the 
same variability between scores. The Environmental factor’s P value is 0.034. The 
difference between two variables is equal to zero; the P value is not more than .05. It shows 
that Environmental factor statistically significant. The estimated change between U.K and 
U.S venture capital on the basis of Environmental factor is S.E =0.202. The total EGS is 
0.005, which is less than the significant value .05. It shows that Environmental 
consideration is not the same in U.K and U.S venture capital and private equity firms. The 
P value of Social factors is 0.03, and the difference between two variances is equal to zero. 
The significant level of 0.01 is less than 0.05, means that Social factor in UK and U.S 
venture capital firms is statistically significant and the estimated change between UK and 
U.S venture capital firms on the basis of Social factors is only S.E= 0.184. The significant 
value is 0.01 which is less than 0.05 in U.K and U.S venture capital firm on the basis of 
Social factors, it means that the variability between two countries are not the same in social 
consideration. Similarly on the basis of governance factors between U.K and U.S venture 
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capital, the significant value .15 is greater than 0.05 which means that the variability 
between two countries is same. The P-Value 0.05 of the Governance factor in U.K and U.S 
Venture capital and private equity firms and the estimated change between two countries is 
S.E = 0.19. In table 9 Independent Sample Test shown that the Levene’s test significance 
level (P values) of some continuous variables is more than 0.05. It shows that the variance 
of these continuous variables do not violate the model assumption. Under the T-test for 
equality of means, the value of the Sig. (2-tailed) of some continuous variables value is less 
than 0.05, which shows that, these variables have significant difference in their mean scores 
of each dependent variable groups. The independent samples test table also shows some 
Sig. (2-tailed) column values that are above .05. These variables do not have significant 
difference between two groups.   

6.3Correlation Test 
 
We have tried to find a correlation between research independent variables VC/PE, UK/US 
and FIPCNC and other dependent variables Environment, Social, Governance, FIT, GDMT 
and Total ESG variables separately.  
 

    UK/US 
VC/P

E 
FIPC
NC Envir 

Socia
l Gov 

FI
T 

GD
MT 

Total 
ESG 

UK/US Pearson Corr 1 -.186* 0 -.194* -.196* -.213* 0 0.1 -.206* 

Sig. (2-tailed)   0 1 0 0 0 0.7 0.4 0 

VC/PE Pearson Corr -.186* 1 0 -0.1 0.1 0.2 0.1 .184* 0.1 

Sig. (2-tailed) 0   0.6 0.4 0.1 0.1 0.2 0 0.2 

FIPCNC Pearson Corr 0 0 1 .323** .242** .205* 0.1 0 .304** 

Sig. (2-tailed) 1 0.6   0 0 0 0.3 0.8 0 
Environ
mental 

Pearson Corr -.194* -0.1 .323** 1 .628** .490** 0 0.2 .818** 

Sig. (2-tailed) 0 0.4 0   0 0 1 0.1 0 

Social Pearson Corr -.196* 0.1 .242** .628** 1 .614** 0.1 0.2 .860** 

Sig. (2-tailed) 0 0.1 0 0   0 0.3 0.1 0 

Governa
nce 

Pearson Corr -.213* 0.2 .205* .490** .614** 1 0.1 0.2 .812** 

Sig. (2-tailed) 0 0.1 0 0 0   0.4 0.1 0 

FIT Pearson Corr 0 0.1 0.1 0 0.1 0.1 1 -0.1 .197* 

Sig. (2-tailed) 0.7 0.2 0.3 1 0.3 0.4   0.5 0 

GDMT Pearson Corr 0.1 .184* 0 0.2 0.2 0.2 -
0.1 

1 .331** 

Sig. (2-tailed) 0.4 0 0.8 0.1 0.1 0.1 0.5   0 

Total 
ESG 

Pearson Corr -.206* 0.1 .304** .818** .860** .812** .19
7* 

.331*

* 
1 

Sig. (2-tailed) 0 0.2 0 0 0 0 0 0   
*. Correlation is significant at the 0.05 level (2-tailed). 
**. Correlation is significant at the 0.01 level (2-tailed). 
Table 10: Correlations of the UK/U.S Firms & FIPCNC 
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The Table 10 shows the Pearson correlation (N) =120 of the U.K and U.S Venture capital 
and Private Equity firms. The correlation between VC/PE and U.K/U.S is - 0.186. This 
means that if VC/PE increase’s in value than that of U.K/U.S decreases in value. VC/PE 
and U.K/U.S both have negative correlation between them. The correlation between 
FIPCNC and UK/US is zero. This means that, both variables have a weak relationship 
between each other. It also highlights that if changes in one variable are not associated with 
change of other variable. Similarly Environmental, Social and Governance are negatively 
correlated with UK/US and FIT is weakly correlated with UK/US. Moreover, the 
correlation between GDMT and UK/US is 0.1, and are positively correlated with each 
other, this means, that if GDMT increases in value and the other side the UK/US variables 
also increases in value with the same amount. If the values of Pearson correlation has 
asterisk * sign on the top, it means that these variables are strongly or weakly associated 
with each other. If the Pearson correlation figure has two asterisk ** signs on the top, it 
mean that these value has strongly associated with other variable.  

6.4 Regression Analysis 
 
The correlation coefficient test measures the relationship between observed variable. The 
test does not the direction of the relationship. The Regression analysis goes one step further 
to explain the direction of relationship of the given observed variables (Boström, 2008, p. 
14). According to Field, A (2005), A simple regression is used to determine an outcome 
from a single variable and the multiple regression is used to analyze an outcome on the base 
of several predictor variables.  As we have shown before, in our study we have UK/US, 
VC/PE and FIPCNC predicator variable and six different outcome variables. The multi-
regression can be written as follow (Field, 2005, p.157-159). 
 

Outcomei= Modeli + Errori 
 
Regression analysis tests the basis of the ESG criteria which is presented in chapter 5. The 
amount of ESG criteria information is tested as a driver of investment decision making 
process in VC/PE on the base of UK and U.S market. The multiple regressions are a more 
standardized technique of correlation. It is used to find the predictive ability of a set of 
independent variable on the basis of one dependent variable (Pallant, & Julie, 2010, p.148). 
The technique is used to analyze and test the predictive ability of the independent variable 
UK/USA, VC/PE, FIPCNO on the basis of other continuous dependent variables such as 
Environmental, Social, Governance, FIT, GDMT, SCREEN and Total ESG.  The outcome 
driver and error factors is given as follow (Field, 2005, p.157-159). 

Yi = 0 + 1xi1 + 2xi2+ ... pxip + i 

 
In the above equation, Y is continuous dependant variable, when all other variables are zero 
α is estimated value of Y dependent variable. The β is estimated change in Y variable and 
X is independent variable. By running regression analysis we will find the value of α and β 
from our observed information.  The Value of β will explain the relationship of independent 

variable with dependent variable and  is the difference between predicator and outcome 
variables (Field, 2005, p.157-159).  
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Regression I 
 
First regression is run to test the first hypothesis. To find the relationship between 
independent variable UK/US and VC/PE with total ESG dependent variable. The beta value 
is (-1.091), its show a negative relationship with dependent variable. Thus we neglect the 
null hypothesis and accepts alternative hypothesis. The T- value (-2.065), P- Value (.041) 
and the 95 % confidence interval supports the result. On the bases of the analysis, we can 
say that, there is a difference between UK and US venture capital firms on the bases of 
Total ESG. 
 
Model summary: all studied firms(N=120)      

Dependent Variable: Total ESG       

Independent Variable: UK/US and VC/PE firms     

Predictor Unstandardized 
Coefficients 

T-Value P-Value 95.0% Confidence 
Interval for B 

B Std. Error Lower 
Bound 

Upper 
Bound 

 (Constant) 4.531 0.455 9.963 0 3.631 5.432 

UK/US -1.091 0.528 -2.065 0.041 -2.137 -0.045 

VC/PE 0.504 0.537 0.938 0.35 -0.56 1.568 

  R Square value: 0.049 

     Durbin Watson: 1.36 

Table 11: Regression Analysis of the Total ESG with UK/US  
 

Model             Sum of Squares               Df          Mean Square               F              Sig. 

 Regression 49.113 2 24.556 3.039 .052a 

Residual 945.479 117 8.081   

Total 994.592 119    

Table 12: Anova Analysis of the total ESG with UK/US and VC/PE firms 
 
The high value of significance (0.052), F-test (3.039) and acceptable value of Durbin 
Watson supports the regression model and data. 
 
       Total ESG        Total 

  0 1 2 3 4 5 6 7 8 9 10 11   

U.K 2 9 8 7 3 9 5 3 3 4 4 3 60 

U.S 1 9 15 7 15 1 5 2 1 1 3 0 60 

Total 3 18 23 14 18 10 10 5 4 5 7 3 120 

Table 13: Cross tabulation- UK/US on the base of Total ESG  
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The above table 13 interprets the overall ESG results of the U.K & U.S firms. The total 
score of the ESG is 11 and different companies score different under the umbrella of ESG 
preference. This information present through graphical presentation, which shows that UK 
firms are considering more ESG in their investment decision making process than U.S 
firms. 
 
  

 
Figure 7: UK/US Venture capital and private equity firms and Total ESG Criteria 
Consideration 
 
The Figure 7 result clearly show that, UK firms are considering more ESG than U.S 
venture capital and private equity firms.  
 
Regression analysis II:  
 
The Second Hypothesis is run to find a relationship between UK/U.S venture capital and 
private equity firms with Environmental issue. How much UK/US venture capital and 
private equity firms incorporates environmental issue into their investment process.  The 
regression analysis show that a minimal negative relationship between UK/US venture 
capital and private equity firms with Environmental issue. The P value (0.034), Beta value 
(-0.433) and (95%) confidence interval supports the Ha1,A so, we reject null hypothesis. The 
regression model significance value is (0.034). 
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Model Summary:  firms(N=120)     

Dependent Environmental     

Independent  UK/US        

Predictor Unstandardized 
Coefficients 

T-Value P-Value 95.0% Confidence 

B Std. Error Lower Bound Upper 
Bound 

 (Constant) 1.15 0.143 8.068 0 0.868 1.432 

UK/US -0.433 0.202 -2.15 0.034 -0.832 -0.034 

      R Square: 0.038 

      Durbin Watson 1.599 

Table 14:  Regression analysis –firms that considering Environmental Issues 

 

Model Sum of Squares         Df                Mean Square        F               Sig. 

 Regression 5.633 1 5.633 4.622 .034a 

Residual 143.833 118 1.219   

Total 149.467 119    

Table 15: Anova Analysis- firm that considering Environmental issue  
 
in this regression F value, Durbin Watson, R square and significance level of regression 
model validate the regression model and our data.  
 
  Environmental   Total 

 No of 
Information is 
given on this 
issue 

Environmental 
Friendly 
Technologies 
only Clean 
Tech 

Selection 
process on the 
basis of Green 
House Vision 

Environmental 
Friendly 
+Green House 
Vision + ESG 
support 

 

U.K 29 7 10 14 60 
U.S 32 17 7 4 60 
Total 61 24 17 18 120 

Table 16 Cross tab - Firms considering Environmental issue  
 
The table 16 describes the UK/U.S Venture capital and private equity firm’s consideration 
towards Environmental factor in their investment decision making. Most of the U.K firms 
show more importance toward environmental factor especially in the investment selection 
process and support the new innovative investment scheme with the name of greenhouse 
investment as compare to the US firms. 
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Figure 8: UK/US firms that are considering Environmental issue 
The Graph 6.2 clearly shows that the UK venture/Private equity firms have considered 
more environmental issues into their investment decision.  

Regression III:  
 
This regression analysis III is used to test the relationship between UK/US Venture Capital 
and Private Equity with social issues. The regression result shows the beta value of-
0.40.itsmeans that these two variables have a negative relationship between each other. The 
T value (-2.174), the P-value (0.032) and the 95% confidence interval are in favored of 
alternative hypothesis and reject null hypothesis (Ha2, 0).  
 
Model Summary: All Studied firms (N=120)     

Dependent Variable Social       

Independent Variable  UK/US       

         Predictor Unstandardized 
Coefficients 

T-Value P-Value. 95.0% Confidence 

B Std. 
Error 

Lower Bound Upper 
Bound 

 (Constant) 1.033 0.13 7.942 0 0.776 1.291 

UK/US -0.4 0.184 -2.174 0.032 -0.764 -0.036 

      R Square 0.039 

      Durbin Watson 1.475 

Table 17: Regression analysis-firms considering Social issue    
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Model             Sum of Square     Df     Mean Square           F                       Sig. 

 Regression 4.800 1 4.800 4.725 .032a 

Residual 119.867 118 1.016   

Total 124.667 119    

Table 18: Anova Analysis- firms that considering social issue  
 
The value of the Durbin Watson (1.475), R square (0,039), the F test (4.725) and the model 
significance level (0,032) authenticate the regression model for the data. 
 

                   
Social 

  Total 

 No of 
Information is 

given 

We have an 
Obligation to 
help people in 
our community 

Selection 
process on the 
basis of social 
obligation/our 
relationship 
with other 

stakeholder 

Wider support 
of social issue 

 

U.K 28 12 10 10 60 
U.S 35 13 11 1 60 

Total 63 25 21 11 120 

Table 19: Cross tab- UK/US firms on the bases of Social issues  
 
The above table 19 highlights the importance of social consideration during investment 
decision making. Along with U.S firms some of the U.K firms also give  preference toward 
social factor. In the U.S most of the firms ignore social factor in their investment decision 
making, hence, from the above table, we conclude that overall results goes in favor of U.K 
which means that firm in U.K give more preference to social factor in comparison to U.S. 
from the above analysis, we conclude U.K venture capital and private equity firms have 
more strongly incorporating social issue into their investment process as compare to U.S. 
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Figure 9: Firm considering Social issue 
 
The figure 9 clearly shows that, the UK venture capital and private equity firms have 
stronger focus on social issue than U.S into their investment decision making process. 
 
Regression III 
 
The regression III is run to find the relationship between UK/US venture capital and private 
equity firms on the bases of Governance issue. The regression analysis gives the beta value 
of -0.450. It means that UK/US and Governance have negative relationship with each other. 
The beta value, T value (-2.364), P-value (.020) and 95% confidence interval reject our null 
hypothesis (Ha3,0) and accept (Ha3,A). The model shows that, UK and U.S venture capital 
firms have differences on the basis of governance issue.     
 
Model Summary: All studied firms(N=120)     

Dependent Variable: Governance     

Independent Variable: UK/US       

           Predictor Unstandardized 
Coefficients 

T-
Value 

P-Value 95.0% Confidence 

B Std. Error Lower Bound Upper 
Bound 

1 (Constant) 1.15 0.135 8.544 0 0.883 1.417 

UK/US -0.45 0.19 -2.364 0.02 -0.827 -0.073 

      R Square 0.045 

      Durbin Watson 1.451 

Table 20: Regression Analysis –Firms considering Governance issue  
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Model                              Sum of Square            Df          Mean Square          F                     Sig. 

 Regression 6.075 1 6.075 5.589 .020a 

Residual 128.250 118 1.087   

Total 134.325 119    

Table 21: Anova Analysis-Firms considering Governance issue 
 
The F test have a value of 5.589, the regression model significance level is 0.02, the value 
of Durbin Watson is 1.451 and R square value of  .045.All these values show that the 
regression model which we used for our data really supports it. 
 

  Governance   Total 

 No of 
Information is 
Given 

We believe that 
good 
governance 
contribute to 
superior 
performance 

Relationship 
with other 
stakeholder 

Follow General 
practices/code 
of conduct 

 

U.K 23 15 12 10 60 
U.S 35 12 9 4 60 

Total 58 27 21 14 120 

Table 22: Cross tab-Firm considering Governance issue  
 
The importance of Governance factor during investment decision making can be explained 
in the above table 22 in the light of U.K and U.S VC/PE firms. From the above data, we 
conclude that U.K firms show more importance toward Governance factor as compared to 
U.S firms. U.K firms strongly believe that good governance always contribute towards 
superior performance. U.S firms also show high trends towards Governance factor but in 
the current data U.K are on top as compared to U.S.  
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Figure 10: Firm are considering Governance issues 
 
The figure 10 shown that, UK venture capital and private equity firms are considering more 
governance issue than U.S into their investment process.  

Regression IV 
 
The regression IV is run to test the four hypotheses, to find the relationship between 
UK/US, VC/PE with FIT.  After running the regression analysis we found alpha value is 
0.717 and the beta values of these two variables are (0.052) and (0.1).  The beta values 
shows that these variables have a positive relationship between them. The P-Value of 
UK/US is (0.503) and VC/PE is (0.204) and T-Value is (0.672) and (1.279) which accept 
the alternate hypothesis and reject null hypothesis. 
 
 
Model Summary:  All Studied Firms (N=120)      

Dependent Variable: FIT(Firm Investment Team)    

Independent Variable: UK/US and VC/PE      

Predictor Unstandardized 
Coefficients 

T-Value P-
Value 

95.0% Confidence 
Interval for B 

B Std. 
Error 

Lower Bound Upper 
Bound 

1 (Constant) 0.717 0.066 10.819 0 0.585 0.848 

UK/US 0.052 0.077 0.672 0.503 -0.101 0.204 

VC/PE 0.1 0.078 1.279 0.204 -0.055 0.255 

      R Square 0.015 

      Durbin Watson 2.092 

Table: 23 Regression Analysis- Firms management transparency  
 

 

 Model                 Sum of Squares      Df     Mean Square            F             Sig. 

 Regression         .314 2 .157 .915 .404a 

Residual 20.053 117 .171   

Total 20.367 119    

Table 24: Anova Analysis-Firms are considering Management Transparency 
 
The F test shows the value of 0.915, R Square has a value of 0.015 and the Durbin Watson 
has a value of 2.092. All these values support the regression model for the data. 
 

 FIT                   Total 

 Yes                     No  
U.K 14 46 60 
U.S 12 48 60 

Total 26 94 120 

Table 25: Cross tab- Firm having Management Transparency 
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The data in the table 25 highlights the role of management transparency inside in the firm 
under the scenario of UK/U.S firms. The results conclude that U.S firms tend towards 
management transparency considerations in decision making process. A total of 48 firms 
considering the stakeholder/general partner view point or suggestion during any investment 
decision. This information highlights that general partners are key player in the U.S firms in 
investment decision making process. On the contrary, U.K firms also entertain the 
suggestions and ideas of the general partners during investment decision.  

 
Figure 11: Firms having Management Transparency  
 
The figure 11 clearly shows that, the UK and U.S both have different management 
transparency in their venture capital and private equity firms. The graph shows that U.S has 
greater management transparency than UK. 
 
Regression V 
 
The Regression V is conducted to test the six hypotheses, to the find the relationship 
between two independent variables with dependent variable Gender diversity in 
management team.  The regression analysis found that the beta value is (0.101) and (0.188), 
its shows that these variables have a positive relationship with GDMT. The P-Value of 
(0.225) and (0.028) and T-Value of 1.22 and 2.226 also supports the result. Therefore we 
reject null hypothesis. 
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Model Summary: All studied firms (N=120)       

Dependent 
Variable: 

GDMT(Gender Diversity in Management 
Team) 

  

Independent UK/US and VC/PE         

Predictors Unstandardized 
Coefficients 

T-
Value 

P-
Value. 

95.0% Confidence 

B Std. 
Error 

Lower Bound Upper 
Boun

d 
 (Constant) 0.59 0.071 8.266 0 0.448 0.731 

UK/US 0.101 0.083 1.22 0.225 -0.063 0.265 

VC/PE 0.188 0.084 2.226 0.028 0.021 0.354 

    R Square: 0.046 

      Durbin 
Watson: 

1.821 

Table 26: Regression Analysis-Firms having Gender Diversity 
 
 

Model Sum of 
Squares 

df Mean 
Square 

F Sig. 

 Regression 1.118 2 0.559 2.814 .064a 

Residual 23.248 117 0.199   

Total 24.367 119    

Table 27: Anova –Firms having Gender Diversity  
 
High value of F test (2.814), acceptable value of Durbin Watson (1,821) and significance 
level of regression model (.064) supports our regression equation for this regression. 
 

 GMDIT  Total 

 Yes No  
U.K 19 41 60 
U.S 15 45 60 

Total 34 86 120 

Table 28: Cross Tab- Firms have management Diversity  
 
The table 28 results from the cross tabulation about the gender diversity interpret that U.S 
firm give more importance to Gender diversity as compared to U.K firms. 
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Figure 12: Firms Management Diversity  
 
The figure 12 shows the difference between UK and US venture capital and private equity 
firms on the base of GDMT. It clearly shows that, U.S venture capital and private equity 
have more GDMT than UK.  
 
Regression VII:  
 
The regression VII is conducted to test the six hypotheses, to find the relationship between 
SCREEN with UK/USA and VC/PE. During the Data gathering we could not find any 
information from UK/US venture capital and private equity firm’s website. After testing the 
hypothesis the SPSS did not show any result because of zero value.  
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Chapter No: 7 CONCLUSION 
 
 
This chapter describes the general conclusion, which is drawn from our findings; and links 

it with research question and theories discussed in the previous chapters. Furthermore, we 

make some important recommendations that will help the venture capital and private equity 

firms, investment managers, and general partners, Board Members and policy makers 

during investment decision making process.  
 
 
7.1 General Conclusion: 
 

How does venture capital incorporate ESG criteria into their investment 
decision?  
 
The venture capital and private equity firms are using investment screening process through 
which they evaluate the responsible investment opportunities under the category of positive 
& negative screening, which helps to introduce the risk associated with the investment to a 
great extent. However, environmental, social and governance factors are also part of the 
investment screening process that help in reducing investment risk. UK venture capital and 
private equity firms are keener to invest in firms that are mature, as where U.S firms are 
keen to invest in early and startup phase. 
 
Decision making process is not an easy task and it is very unclear and complex challenge 
for the investment manager at the time of any investment decision making process. 
Although the nature of business and firm performance impacts a lot on the decision; many 
other factors are entertained by the investment manager at the time of decision-making such 
as product nature, firm previous performance, future trends, geographical location, 
economic, social, governance factors etc. It is a matter of fact that without considering 
these factors, it becomes very hard for the firm to sustain in the market and these factors 
help the investment firms to reduce the level of risk from their investment.  Although, most 
of the venture capital and private equity firms in U.K & U.S consider environmental, social 
& governance factors into their investment decision making process but it varies from firm 
to firm, as some firms prefer to give more importance to only a single factor instead of 
entertaining whole ESG factors. There is a reason behind this statement, which is that there 
is no standard approach developed by investors for integration of ESG criteria into 
mainstream investment (Yegnasubramanian, 2008, p.4). As most of the VC and PE firms 
are small in scale they just do their business in selected investment sector and they don’t 
have enough capabilities or expertise in-order to consider ESG factors in decision-making 
process.  
 
Although the U.S venture capital market is much developed, but still ESG consideration 
activities are lagging behind from the UK. Many U.S investors try to use ESG criteria in 
their investment policies that are motivated by the different researches and the academic 
literatures that are pointing to links between ESG factors. Even, the UK/US VC/PE firms 
have positive relationship with ESG consideration. This shows that the firms still did not 
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fully integrate ESG into mainstream investment process, but somehow they are considering 
ESG as a whole an individual factor. If we consider Environmental, Social and Governance 
as separate variables for the UK/U.S venture capital and private equity firms in their 
investment process, then these variables have negative relationship, but are significant. This 
means that some firms are giving importance to ESG criteria during their investment 
process. But we think it’s an individual firm’s investors’ responsibility to save the world for 
future generation. 
 
“As institutional investors, we have a duty to act in the best long-term interests of our 

beneficiaries. In this fiduciary role, we believe that environmental, social, and corporate 

governance (ESG) issues can affect the performance of investment portfolios (to varying 

degrees across companies, sectors, regions, asset classes and through time). We also 

recognize that applying these Principles may better align investors with broader objectives 

of society” (UNPRI) 
 
The role of governmental and regulatory authorities is very important because, if the firms 
are not considering ESG criteria in investment decision making, they arrange campaigns 
and conferences for the VC and PE General Partner and Investors to give awareness about 
the ESG criteria, and tells them how much these issues are important, and how these issues 
are of use to reduce risks to their investment.  From our analysis and data collection 
through U.K/U.S VC and PE firms, we highlight that by nature U.K firms are considering 
ESG criteria more in their investment process because BVCA is the governing body, which 
provides awareness and guidance to the firms not only on ESG criteria but also how they 
implement ESG criteria into their organizational settings. In contrast, U.S firms are 
showing great interest towards high level of returns but they are lagging behind in ESG 
criteria implementation into their investment decision.   
 
The implementation of ESG criteria is still in progress stage and we find that the actors of 
the market still have to face some different challenges such as lack of reliable resources, 
inadequate tools to measure ESG criteria; give firms assistance to increase investment 
profit and reduce risk. The VC/PE, who are motivated and struggling to include ESG 
criteria to run their business, they need to struggle in a way to communicate this issue into 
the market, which enables these firms to gain competitive advantages from other firms on 
the basis of ESG. The consideration of ESG and SRI into investment decision-making 
process actually does not have a certain level of confidence to persuade VC/PE firms to 
take these issues very seriously.  
 
7.2 Future Recommendations: 

 
We would like to recommend to the VC/PE practitioners in U.K/U.S market in light of our 
findings. The Government of both countries should hire and train the people about the 
implementation and consideration of ESG criteria into investment decision making process. 
Along with this, they should develop and design a policy and framework where ESG 
considerations become one of the important and mandatory factors for the VC/PE firms and 
highlight ESG importance for the Investor that they should make an investment only in 



 
 

78 | P a g e  
 

those firms which not only implement ESG into organization setting but also consider this 
factor in decision making process. 
 
As we know, there is a very tough competition between the firms therefore ESG 
consideration becomes a unique factor for the firms to get competitive edge over the rival 
firm, due to which, we would recommend this for all those firms who not only want to 
sustain in the current environment but also have to get some appreciation against their rival 
firm in the shape of competitive advantage. 
 
To attract more investors towards VC/PE firms, Government should make the macro & 
micro policies and environment more flexible inorder to make the business friendlier and 
through this high level of foreign investor would attract towards the industry, which will 
open new avenues for the investors and buyers.  
 
Apart from the Government policies, it is the responsibility and duty of the venture capital 
and private equity firms to make their operations in such a way that they gain the 
confidence of the public by ensuring that all the transaction with investee firms are done in 
a more accurate and transparent manner. To get aware about the concept of ESG among the 
people and attract more investors, they should design and implement new strategies in the 
firm settings and arrange campaigns and seminars about the importance of ESG criteria in 
decision making process. 
 
It is highly recommended for the Government and VC/PE firms that they should clarify the 
concept and importance of ESG and SRI integration for the investors and local people 
because most of the people take these concepts similar, which is not true in reality. 
 
The VC/PE makes such a transparent and informative communication between the firm 
management and general partners about the incorporation of ESG criteria. We believe that 
level of transparency increases for the VC/PE investor such as trust, faithful, precise and 
accurate communication about ESG consideration and extra financial factors can not only 
improve the image of the firm but also foster greater understanding about the ESG 
importance. 
 
It is recommended that firms should integrate ESG criteria in their rule and regulation 
through different ways such as, they integrate ESG gradually and thereby mentioning their 
importance to the employee and a general commitment to integrate ESG in an operational 
level. After the commitment from the employees, firm should establish monitoring 
structure for all the ESG criteria that directly affect the organizations regardless of the level 
of risk firm faced in investment decision. After the monitoring structure, firm should 
consider only immediate level of risks that directly impacts on the firm investment decision 
such as technological and environmental risks, firm’s deficiency in the governance sector, 
poor labor relationship etc. 
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7.3 Theoretical and practical implication of the study 
 
The study interprets the importance of ESG criteria for the venture capital and private 
equity firms in decision making process. We examine these issues under the scenario of 
U.K/U.S firms through a Content Analysis. In the theories, we studied that the true 
implementation of the ESG by the firms are lagging behind because firms don’t have the 
experts who evaluate and develop strategies for the firm about ESG implementation. Firms 
don’t have the research and development work about ESG importance and awareness they 
feel this would be more costly for the firm especially small size firms. They don’t have the 
professional employees, who get informed from the firms about ESG criteria, no standard 
techniques through which they analyze the ESG criteria, and how sustainability factors 
could be integrated into core business policies and strategies (Yegnasubramanian. A, 
NVCA, 2010, Sikken. B. J., 2011) Apart from these issues, after the analysis of the Venture 
capital and private equity firms, we come up with the opinion that in practices these firms 
start considering ESG’s importance not only in policies and regulations but also 
Government develop research forums and association like NVCA, BVCA SVCA, which 
only work in this new emerging area of interest for the firms and investors inorder to make 
the society aware about ESG consideration into decision making process. 
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Appendix: 
 
Descriptive Statistics 
 
Descriptive statistics is a statistical technique through which a quantitative data description 
can be present in a more understandable and manageable pattern. When number of variable 
are more than one in a research then researcher get help from descriptive statistics in order 
to present the data in a more accurate and meaningful way. Descriptive statistics show the 
relationship among the variable in the sample, the technique in descriptive statistics are 
Mean, Standard deviation, N. (Babbie, 2010, p.467).  
 
Anova Analysis 
 
Anova analyses tell us about the significant differences in the dependent variable mean 
across the other group of variables. 
 
Cross Tabulation 
 
Cross tabs are normally used to evaluate the two variables relationship between each other. 
It shows how two variables interact each other. In our cross tabulation analysis, we analyze 
interaction of the independent variables with the dependent variables. Here our independent 
variables are UK and US VC/PE firms and dependent variables are the Environmental, 
Social and Governance factors. In the analysis, first we analyze independent variables 
relationship with the total ESG and then see the independent variable relationship with each 
of the dependent variables.   
 
 F-Value 
 
F value explains the overall significance of the model. F test explain the significant 
relationship between dependent variable and independent variable (Anderson et al., 2007, 
p. 573). 
 
P-test value 
 
The P value is also used to determine the significant level from regression coefficient. It 
shows as whether or not the data is support to null hypothesis.  If the P test value is less 
than 0.5, its reject the null hypothesis if the P test value is greater than 0.5 it supported to 
the null hypothesis (Anderson et al., 2007, p.573).  
 
 T test Value 
 
The T value is recognized as a level of significance of regression coefficient. T value is also 
used to determine the significance relationship between dependent variable and 
independent variable at individual level variable. If the T value is supposed to be 3 then it 
accept the null hypothesis, if T value is greater than 3 then reject the null hypothesis 
(Anderson et al, 2007, p. 673). 
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 R Square 
 
R Square used to determine how good one term is in predicting another term. It is used to 
determine the total deviation in value of the dependent variable. The value of the R square 
lies between 0 and 1. If the R square value is close to 1, it shows that regression really 
support the observed data. If the R square value is 1 its mean through one variable value 
can predict the value of another variable. If the R square value is 0 it means term value does 
not help to find the value of another term (Kohler, 1994, p.600). 
 
Confidence Interval 
 
Confidence Interval is used to determine the upper and lower boundaries of the given 
percentage of the expected population. For example 95% confidence interval means that, 
95% of the given population lies between the upper and lower boundary and the remaining 
value  lie outside the lower and upper boundaries (Kohler, 1994), p.636). 
 
Durbin Watson text 
 
The Durbin Watson test is used to determine the autocorrelation in the residuals in which 
regression analysis. Durbin Watson has upper bound value 4 and the lower bound value is 
0. If the value of Durbin Watson is equal to 2 its mean there is no autocorrelation, but 
another case if the Durbin Watson value is less than 2 its means that positive 
autocorrelation exists, if the Durbin Watson value is more than 2 its mean negative 
correlation exists (Kohler, 1994, p.634). 
 
Beta 
 
Beta value is use to determine the per unit change in dependent variable with the change of 
the Independent variable. It also used to determine the relationship between dependent 
variable and independent variable (Malhotra, 2004, p.513). 
 
Co-relation 
 
Correlation is used to verify, how two variables react with each other. What change will 
come in one variable with the change of another variable (Kohler, 1994, p.550). The 
correlation is the relationship between two or more continuous variables, the relationship 
between variable is positive as well negative. It does not mean anything with the 
significant, it only gives the direction to the variable. If we have negative sign, its represent 
decrease the variable value of one variable that  also decrease the other variable value such 
as if one variable have -1 value decrease, its mean the other variable will also decrease by -
1. If we have positive variable value, it’s mean if one variable increase and other variable 
also increase the same value (Pallant, & Julie, 2010, p. 103).  
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Independent Sample Test 
 
The Independent Sample test is used to compare mean of all given dependent variables on 
the bases of on independent variable (Pallant. P., Julie. P. (2010). p.239). The independent 
sample T test determines the statistically significant difference of two groups. In statistics, 
it’s used to determine and test the probability of the two set of scores that come from the 
same population size (Pallant. P., Julie. P. (2010).p.240). 

  


