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Background of the research
Demand for ESG compliance and business services is expected to rise exponentially as regulators tighten their 
grip on BFS players and consumer advocacy for sustainability 

Scope of this report
Geography Industry Services
Global BFS ESG in BFS BPS

 ESG responsibility and the need to integrate sustainability principles in business models have gained momentum across geographies – starting from Europe and spreading fast in the 
US, Singapore, and even in developing countries of APAC

 Several countries are favoring standardization of ESG reporting framework globally, which is also evident from the recent activity by international entities such as ISSB, ISO, and UN

 Regulators, both at national and international level, have stepped on the accelerator to widen the purview of regulatory oversight – European regulators plan to include participants in the 
broader value chain beyond big banks/FIs including SMEs and market rating agencies in upcoming regulations. Large banks may likely push suppliers to be included in ESG 
accountability

 There is a heightened scrutiny from clients, employees, investors, and other market participants on environmental and social sustainability considerations by BFS firms, providing an 
elevated focus on sustainable finance – approximately three-quarters of professional investors are now implementing some form of ESG strategies

 Enterprises are expected to bear the brunt of non-compliance with increase in penalties imposed, decline in sustainability ratings, and legal action taken for greenwashing allegations

 The majority of enterprises, especially small and mid-tier organizations, have not full-proofed their ESG strategy or assessed the risk impact yet but may be expected to do so in the near 
term. Moreover, the immediate operational expenses and gaps in in-house capabilities associated with the planning are an ongoing challenge that strengthen the business case for 
service providers
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 The sophistication, scope, and implementation timelines of mandatory ESG regulations vary across regions with Europe outpacing other 
geographies in terms of overall maturity. However, majority of the countries have introduced some form of regulations which are expected to 
gain momentum in next couple of years

 Stakeholders (regulators, investors, and consumers) are headstrong to hold FIs accountable for sustainability impact and initiatives

Some of the findings in this report, among others, are:

 Enterprises are struggling to keep pace with the dynamic regulatory landscape (most banks/FinTechs are not prepared for regulations if they 
come into effect in the next couple of years), data gaps and inconsistencies, operational cost heads, and strategy planning

 From operational standpoint, several new processes (e.g., ESG data standardization and mapping) will be introduced while several others will 
be restructured (e.g., screening and due diligence). This will require collaboration across BFS ecosystem – internal cross-functional synergies 
across enterprises, third party providers, regulators, an other market participants (such as FinTechs)

The impact of sustainability 
is  multifold, with nuances 
across BFS buyer segments

 Enterprises need to devise a multi-year roadmap to effectively implement their ESG strategy across different timeframes. To this end, we have 
provided a step-wise toolkit to help enterprises convert ESG literature to practice

 FIs need to assess the impact of sustainability risks on different segments of business and align resources (internal and third-party) accordingly, 
with focus on all aspects of E,S, and G. Move gradually from a defensive approach to an opportunistic approach to ESG

FIs need a roadmap to 
trudge against ESG 
complications

This report tracks the changing regulatory dynamics in ESG across key regions translating to an immediate call for action in banking sector. It probes into a wide spectrum of plausible 
implications the growing ESG focus can have across different buyer segments, while providing a toolkit for enterprises to avoid the clutter in implementing ESG-focused strategy 

ESG risk integration has 
become non-negotiable for 
most banking entities

Overview and abbreviated summary of key messages
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ESG Disclosure comparison and outlook by regions ESG implications in BFS | deep dive by stakeholder type

ESG BPS Process Map Future ESG roadmap for BFS enterprises | toolkit for enterprises to up the ESG game

This study offers four distinct chapters providing a deep dive into key aspects of evolving 
ESG landscape in BFS BPS; below are four charts to illustrate the depth of the report

Mandatory ESG regulations maturity by key regions

Step 1 – Define ESG strategy and align internal resources

Due diligence for green lending 

Weak regulations at present

The majority of LATAM and 
MEA countries (other than 
mature nations like the UAE) 
are laggards in ESG regulations 
with no mandatory requirements

Proposal stage/market-driven

 Several major economies 
(including the US and 
Australia) are at this stage 
due to red tape, slow TAT of 
regulations, or influential 
business lobbyists

 Countries at this stage are 
expected to break the barrier 
in the next one to two year

Local or stand-alone 
regulations

 Several countries in APAC
have E-focused disparate, 
although mandatory, ESG 
regulations

 The level of policy 
sophistication is low and 
disclosure requirements are 
bare minimum at present 
(few advanced nations are 
adopting frameworks such as 
TCFD)

Region-led regulations

 As regions evolve in ESG maturity, 
there would be some standardization 
in ESG requirements across regions 
for ease of implementation and 
comparability

 Most of the European countries
have matured to this stage as evident 
from a strong EU-led regulatory base 
(such as NFRD/SFDR) topped by 
local regulations. Americas and 
APAC fall behind EU in this aspect

Global standard baseline regulations

 The majority of the countries favor 
creation of globally accepted 
regulations and statutory framework 
to standardize disclosures

 Establishment of the International 
Sustainability Standards Board 
(ISSB) in November 2021 marked 
the first step of the journey

ESG regulatory landscape maturity HighLow

Large banks Small/midsize banks AMCs/non-banks FinTechs/Neobanks

 Large banks are experiencing a stronger push 
from regulators and investors to loosen ties with 
poor ESG performers and introduce more green 
products. This leads to additional due 
diligence, classification, and documentation 
needs

 However, in the absence of standard reporting 
and benchmarking frameworks, banks struggle 
in assessing the risk of untested green 
business ideas and projects as well as longer 
payback periods

 A major upgrade in banks’ internal 
information processes and IT systems is 
necessary to collect and assimilate complex and 
non-structured ESG data for due diligence

 Moreover, due diligence on retail and SME 
lending clients is more difficult due to sparse 
information availability and may require expertise 
not available in-house

 However, small banks have relatively less 
pressure to commit to sustainable finance 
pledges than large banks

 Asset Management Companies (AMCs) have a 
smaller share in direct lending than banks, which 
limits their due diligence requirements while 
extending green loans

 Non-bank lending institutions may also require 
advisory, digital transformation, and due 
diligence services from service providers to 
offer innovative green financial products

 B2C-oriented green FinTechs/ Neobanks have 
lesser risk exposure in their green financing 
activities as compared to their B2B counterparts 
and banks due to their limited scale and 
higher regulatory scrutiny in B2B operations, 
respectively

 Few FinTechs investing in green projects (such 
as Helios) may require due diligence services 
on SMEs

 FinTechs may need external support to align 
with the sustainability criteria of 
banks/investors to raise funds

Urgency to act or impact of the above implication across buyers

The bank had to conduct a resource-intensive due 
diligence on non-European importers of its 
Germany-based conveyor belt exporter client amid 
non-availability of technical data aligned with EU 
taxonomy requirements.

According to a Finland-based bank, OP Financial 
Group, applying the Do No Significant Harm 
(DNSH) assessment (part of EU Taxonomy) on 
scale is extremely challenging as it requires multiple 
qualitative assessments and special expertise.

Green mortgage is expected to gain momentum in 
countries, such as the UK, where 11 key lenders 
have launched such products since 2021. However, 
gaps in expertise, awareness, and due diligence on 
proceeds of funds remain key pain points.

Helios, a French sustainable Neobank, claims to 
invest 100% of the account holders' deposits in 
financing only eco-friendly projects such as the 
development of Kwita Wije solar power plant.

Low High

ESG Advisory and Enablement (green IT migration, etc.)

Training and L&D

High outsourcing propensity

(horizontal function)

(horizontal function)

NON-EXHAUSTIVE

1. ESG Risk and strategy planning (category 1)

Firm-wide awareness and 
talent management

Regulatory tracking and 
identifying policy changes

Internal ESG policy
Design & governance

ESG new product 
development

Risk modeling and
Framework setting

ESG KPI/target
Setting

Data collection Data standardization/ 
taxonomy mapping

Data integration
and extrapolation

Analytics (e.g., 
climate scenario 

mapping)

Due diligence
And screening

Portfolio
Evaluation

Benchmarking and 
financial insight generation

2. Data and process management (category 2)

Quality check Risk monitoring Compliance and audit ESG reporting (e.g., carbon 
accounting) and disclosures

ESG marketing

3. Reporting and reviews (category 3)

Execution timeline*: Immediate

Promote firm-wide employee upskilling ESG 
responsibility, social intrapreneurship, and leverage 

external guidance for holistic industry view

Assign in-house ESG specialists for ESG 
research and risk planning or leverage overall risk 

team as per need. Decode all ESG regulations

Finalize risk metrics (define internal metrics and 
select standard metrics such as PAIs in SFDR) and 

methodologically collect data on E, S, and G 

Leverage third parties to fill gaps. Invest in people 
(to generate insights), process (for implementation) 
and technology (for D&A and to reduce TAT)

Create a dynamic inside-out view of company 
assets and portfolio across the selected metrics, 
which will act as baseline for all calculations

Articulate a multi-phased plan with well-defined 
targets (near to long term) and review cadence. 
Have a focused strategy rather than a disparate one

Track regulations (even at local level) and peer initiatives 
in real time. Decode the regulations thoroughly 

Created by Flatart
from the Noun Project
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