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What is ESG-Focused Funding?

How Tech Companies with Strong ESG Propositions are Attracting
New Types of Investment.

Abstract

In recent years, Environmental, Social, and Governance (ESG) criteria have become a significant factor in investment decisions.
Companies with strong ESG propositions are not only mitigating risks but also unlocking new funding opportunities,
particularly in the tech sector. For South African entrepreneurs, integrating ESG principles into their business models can
attract a new wave of socially responsible investors and venture capitalists focused on sustainable growth. This white paper
explores ESG-focused funding, detailing how tech companies can leverage their ESG strategies to secure investments. It also
examines the growing importance of ESG in the global funding ecosystem, highlights opportunities and challenges for South
African entrepreneurs, and provides actionable insights for building a robust ESG framework to attract investment.

1. Introduction to ESG-Focused Funding

1.1 Understanding ESG in the Investment Landscape

ESG, which stands for Environmental, Social, and Governance, refers to a set of criteria that investors use to
evaluate a company’s commitment to sustainability, ethical practices, and transparent governance. ESG-
focused funding prioritizes businesses that demonstrate tangible efforts to minimize environmental impact,
foster positive social outcomes, and implement strong governance practices. For investors, ESG is not
merely an ethical consideration; it is increasingly linked to long-term financial performance and risk
management.

In the tech sector, ESG has taken on heightened importance as companies tackle global challenges like
climate change, data privacy, and digital inclusion. Investors are drawn to tech companies with innovative
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solutions that align with ESG principles, viewing them as catalysts for sustainable growth and societal
impact.

1.2 The Rise of ESG Investment Globally

Globally, ESG investment has seen exponential growth. According to McKinsey, ESG-related assets under
management (AUM) are projected to reach $50 trillion by 2025. Institutional investors, venture capital firms,
and private equity funds are increasingly incorporating ESG criteria into their decision-making processes.
The demand for ESG-aligned opportunities is being driven by:

e Rising awareness of climate risks and environmental sustainability.

e Consumer demand for ethical and transparent business practices.

e Regulatory pressures for companies to adopt sustainable frameworks.

e The proven financial benefits of ESG-aligned companies, such as stronger brand loyalty and
operational efficiency.

1.3 Objective of This Paper

This white paper aims to provide South African entrepreneurs with an understanding of ESG-focused
funding, particularly within the tech sector. It explores how ESG principles can enhance funding prospects,
highlights the types of investors prioritizing ESG, and provides actionable strategies for integrating ESG into
business operations.

2. The Components of ESG and Their Impact on Funding

2.1 Environmental (E)

The environmental pillar assesses a company’s efforts to reduce its ecological footprint and combat climate
change. Investors focus on initiatives such as renewable energy adoption, waste reduction, and sustainable
sourcing.

In the tech sector, environmental impact often involves energy efficiency in data centres, sustainable
product design, and the adoption of green technologies. For South African tech companies, contributing to
renewable energy solutions or addressing issues like e-waste management can significantly enhance their
ESG appeal.

2.2 Social (S)

The social pillar evaluates how companies interact with employees, customers, and communities. This
includes considerations such as diversity and inclusion, labour practices, and community engagement.

South African tech companies can strengthen their social propositions by addressing local challenges such
as digital inclusion, job creation, and equitable access to technology. For example, a company developing
e-learning platforms for underprivileged schools aligns with social goals while addressing a critical societal
need.

2.3 Governance (G)

Governance focuses on transparency, accountability, and ethical decision-making within an organization. It
includes issues like board diversity, anti-corruption policies, and data security.
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Strong governance practices are particularly critical for tech companies managing sensitive customer data
or operating in regulated industries. For South African entrepreneurs, ensuring compliance with local
regulations like the Protection of Personal Information Act (POPIA) can boost governance credibility.

3. Why ESG Matters for Tech Companies

3.1 Aligning with Investor Expectations
Investors increasingly view ESG as a marker of a company’s resilience and long-term viability. In the tech

industry, companies with strong ESG propositions are seen as better equipped to navigate regulatory risks,
reputational challenges, and evolving consumer preferences.

3.2 Unlocking New Investment Opportunities

ESG-focused funding opens doors to new types of investors, such as impact investors, green bonds, and
socially responsible venture capital funds. For South African tech companies, tapping into these funding
sources can provide a competitive edge in attracting both local and international investment.

3.3 Enhancing Brand Reputation and Customer Loyalty

A robust ESG strategy can also strengthen a company’s reputation and foster customer trust. Tech
companies that prioritize environmental sustainability, social responsibility, and ethical governance are
more likely to build strong relationships with consumers and partners.

4. Strategies for South African Tech Companies to Secure ESG-Focused Funding

4.1 Develop an ESG Framework

South African entrepreneurs should start by assessing their current practices against ESG criteria and
identifying areas for improvement. This involves setting measurable ESG goals, such as reducing carbon
emissions or increasing gender diversity within the company.

4.2 Showcase ESG Metrics

Investors are drawn to companies that can demonstrate tangible ESG outcomes. Entrepreneurs should track
and report key metrics, such as energy usage, community impact, or board diversity, to showcase their
commitment to sustainability.

4.3 Engage Stakeholders

Effective ESG strategies involve collaboration with stakeholders, including employees, customers, and
community members. Entrepreneurs should prioritize transparency and actively seek stakeholder input to
align their ESG goals with broader societal expectations.
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4.4 Leverage Technology for ESG Innovation

Tech companies are uniquely positioned to lead ESG innovation. South African entrepreneurs can develop
solutions that address local challenges, such as renewable energy technologies, digital inclusion initiatives,
or platforms for tracking ESG compliance.

4.5 Align with ESG-Focused Investors

Finally, entrepreneurs should actively seek out investors who prioritize ESG funding. Organizations such as
the Industrial Development Corporation (IDC) and global impact investment funds are particularly
supportive of ESG-aligned businesses.

5. Challenges and Opportunities for South African Entrepreneurs

5.1 Challenges

Despite the growing interest in ESG-focused funding, South African entrepreneurs face challenges such as
limited access to impact investors, the cost of implementing ESG initiatives, and a lack of standardized ESG
reporting frameworks. Navigating these challenges requires strategic planning and leveraging available
resources.

5.2 Opportunities

South Africa’s unique socio-economic and environmental landscape offers significant opportunities for ESG
innovation. Entrepreneurs can address pressing issues such as energy poverty, unemployment, and
education inequality, aligning their business goals with societal needs. The rise of global ESG-focused funds
also provides South African companies with the chance to attract international investment by showcasing
their commitment to sustainability.

6. Conclusion

ESG-focused funding is reshaping the investment landscape, offering tech companies a pathway to attract
socially responsible investors and drive sustainable growth. For South African entrepreneurs, integrating
ESG principles into their operations is no longer optional but a necessity for accessing new funding
opportunities and building resilient businesses. By developing robust ESG frameworks, showcasing
measurable outcomes, and aligning with ESG-focused investors, tech companies can position themselves
as leaders in sustainable innovation and attract investment that drives both profit and impact.
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Disclaimer: This article was created with Al assistance (ChatGPT). While accuracy was prioritized, the content is not
professional advice. Please verify information and consult professionals before making decisions. The views expressed are
those of the author and not the network or its affiliates.
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