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Abstract 

The increasing prominence of sustainability in business strategy has led to the 

emergence of green branding as a critical communication and investment signaling tool. This 

conceptual study examines how sustainability-related disclosures, particularly ESG 

(Environmental, Social, and Governance) communication, influence investor confidence and 

financial behavior in the Indian context. Drawing upon Signaling Theory, Stakeholder 

Theory, and Legitimacy Theory, the paper builds an integrated conceptual framework 

explaining how ESG signals shape investor perception, trust, and market valuation. The study 

identifies major research gaps in pre-2021 literature and develops a model linking corporate 

green communication, perceived authenticity, and financial outcomes through mediating and 

moderating constructs. A detailed conceptual analysis demonstrates that credible 

sustainability signals can strengthen investor confidence, reduce perceived risk, and enhance 

firm valuation. This research contributes theoretically by integrating marketing and finance 

perspectives and practically by suggesting strategies for sustainable corporate communication 

in emerging economies. 
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Introduction 

In the 21st century, global 

corporations have been forced to 

reimagine the relationship between 

profitability and responsibility. The 

concept of sustainability has moved 

beyond a moral imperative to become a 

strategic necessity. Firms today recognize 

that long-term competitiveness depends on 

maintaining ecological balance, ethical 

governance, and social responsibility 

(Peattie, 1995; Ottman, 2011). Within this 

evolving paradigm, green branding—the 

articulation of sustainability in brand 

identity—has become a bridge connecting 

environmental consciousness and market 

success. While traditionally viewed 

through a marketing lens, green branding 

also carries significant financial 

implications, especially as investors 

increasingly evaluate firms based on their 

environmental and social commitments 

(Clark, Feiner, & Viehs, 2015). 

In India, this shift has been 

accelerated by policy reforms such as 

SEBI’s Business Responsibility and 

Sustainability Reporting (BRSR) 

framework and by rising awareness among 

institutional and retail investors. The 

Indian investor, though historically 

conservative, is beginning to integrate 

ESG considerations into investment 

decisions (Kansal, Joshi, & Batra, 2014). 

Yet, the linkage between ESG signaling, 

investor psychology, and financial 

outcomes remains under-theorized. This 

study proposes that green branding and 

ESG communication act as sustainability 

signals that shape investor confidence, 

influence capital flows, and determine 

stock valuation. By synthesizing theories 

from marketing, finance, and institutional 

behavior, the paper offers a conceptual 

model suited for the Indian context where 

ethical, social, and financial motives often 

converge. 

Review of Literature 

Evolution of Green Branding 

Early definitions of green 

marketing focused primarily on product-

level environmental features (Polonsky, 

1994). However, modern green branding 

encompasses organizational ethics, 

resource efficiency, and social 

accountability (Peattie & Crane, 2005). 

Ottman (2011) notes that the effectiveness 

of green brands lies not in their 

environmental claims alone but in their 

credibility and integration across business 

functions. 

Sustainability and Investor Behavior 

Investors increasingly evaluate 

firms through ESG performance metrics. 

Studies such as Orlitzky, Schmidt, and 

Rynes (2003) and Margolis and Walsh 

(2003) demonstrate a positive correlation 

between corporate social responsibility and 

financial outcomes. Dhaliwal, et al. (2011) 

found that voluntary nonfinancial 

disclosures reduce the cost of equity 

capital, reflecting reduced perceived risk. 

However, the investor response is 

nuanced. Some investors interpret 

sustainability disclosures as symbolic 

legitimacy-seeking, while others perceive 

them as signals of superior governance and 

foresight (Connelly, et al. 2011). 

ESG Communication in India 

Indian firms, particularly large 

conglomerates, have started formal ESG 

reporting post-2010. Reports by KPMG 

(2017) and Chakraborty (2018) highlight 

how sustainability narratives enhance 

corporate image. Yet, gaps in disclosure 

quality, comparability, and investor 

literacy persist. 

Green Signaling and Market Valuation 

Akerlof’s (1970) ―market for 

lemons‖ concept underscores the need for 

signaling in markets plagued by 
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information asymmetry. In financial 

markets, ESG communication serves this 

very role, allowing firms to differentiate 

themselves as ―high-quality‖ investments. 

Connelly et al. (2011) further emphasize 

that signal credibility—achieved through 

transparency and consistency—is crucial 

for investor trust. 

Stakeholder Legitimacy and 

Governance 

Freeman (1984) and Donaldson & 

Preston (1995) assert that firms derive 

sustainability advantage when they balance 

stakeholder interests. From this lens, 

investors are stakeholders who reward 

firms aligning profits with purpose. 

Legitimacy Theory (Suchman, 1995) adds 

that sustainability disclosures maintain 

societal approval, which stabilizes investor 

sentiment during economic volatility. 

Research Gaps 

Despite substantial theoretical 

development, five major gaps are evident: 

1. Disciplinary Fragmentation: Prior 

research isolates marketing 

communication from financial 

analysis. Very few studies integrate 

branding and investment behavior 

under one model. 

2. Cultural Underrepresentation: 
Western models dominate ESG-

investment research. Indian socio-

cultural determinants—such as ethical 

investing, religious consciousness, and 

collectivist decision-making—remain 

unexplored. 

3. Signal Authenticity: Studies seldom 

distinguish between symbolic ESG 

disclosure and substantive 

sustainability performance. 

4. Investor Cognition: Limited insight 

exists into how Indian investors 

interpret sustainability reports as cues 

for financial stability. 

5. Lack of Theoretical Integration: Few 

conceptual frameworks link Signaling, 

Stakeholder, and Legitimacy theories 

in explaining financial outcomes from 

sustainability communication. 

This paper addresses these gaps 

through a unified conceptual framework 

emphasizing credibility, authenticity, and 

perception as bridges between 

sustainability communication and financial 

behavior. 

Theoretical Framework 

The theoretical foundation 

integrates three complementary theories 

that collectively explain how sustainability 

communication influences investor 

confidence. 

Signaling Theory: Spence’s 

(1973) Signaling Theory posits that in 

markets characterized by information 

asymmetry, firms convey information 

through observable actions that indicate 

unobservable quality. ESG disclosures act 

as non-financial signals indicating 

responsible management and long-term 

vision. When sustainability information is 

consistent, verifiable, and linked to 

measurable performance, it enhances 

signal credibility. Connelly, et al. (2011) 

categorize such signals as ―high-cost‖ and 

―credible,‖ since false signaling can 

damage reputation and stock performance. 

For investors, ESG disclosures thus serve 

as trust cues, reducing uncertainty and 

encouraging capital commitment. 

Stakeholder Theory: Freeman’s 

(1984) Stakeholder Theory provides the 

ethical foundation of green branding. It 

suggests that value creation extends 

beyond shareholders to encompass all 

stakeholders. Investors perceive firms that 

uphold environmental and social 

commitments as more stable and   ethically 
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governed. The stakeholder lens introduces 

reputational capital as an intermediate 

construct — firms that satisfy stakeholder 

expectations enjoy both market legitimacy 

and financial preference (Donaldson & 

Preston, 1995). 

Legitimacy Theory: According to 

Suchman (1995), firms seek legitimacy — 

a generalized perception of being 

appropriate and desirable within a social 

context. Sustainability communication 

helps maintain this legitimacy, especially 

in India’s post-liberalization environment 

where public scrutiny of corporate ethics is 

high. Investors, influenced by social 

legitimacy perceptions, tend to favor firms 

perceived as compliant with broader 

societal expectations. 

Integrated Conceptual Framework 

The integrated model proposes the 

following causal chain: 

ESG Communication → Perceived 

Authenticity → Corporate Reputation → 

Investor Confidence → Stock Performance 

Moderators: 

 Disclosure Quality (high vs. low 

transparency) 

 Cultural Orientation (collectivist 

values in India) 

Mediators: 

 Perceived Authenticity and 

Corporate Reputation 

This model combines behavioral 

finance and marketing signaling principles 

to explain how sustainability narratives 

affect market outcomes. 

Research Methodology 

Nature of Study: This study is 

conceptual and qualitative, relying on 

theoretical synthesis and secondary data 

interpretation rather than empirical testing. 

It develops propositions based on existing 

knowledge, drawing insights from 

literature on sustainable finance, green 

marketing, and behavioral economics. 

Research Design: A descriptive–

exploratory design was adopted: 

Descriptive: To examine how ESG 

disclosures, brand reputation, and investor 

confidence have been linked in prior 

studies. Exploratory: To propose new 

theoretical connections relevant to the 

Indian context. 

Data Sources: SEBI BRSR 

guidelines (2015–2020), Corporate ESG 

and sustainability reports (2016–2020) 

from select NIFTY 100 companies, 

Scholarly articles from databases such as 

EBSCO and Scopus, International and 

Indian white papers on responsible 

investing 

Conceptual Variables 

Table 1: Operational Classification of Variables in the Conceptual Model Linking ESG 

Communication, Investor Confidence, and Stock Performance 

Type Variable Nature 

Independent ESG Communication / Green Branding Continuous 

Mediators Perceived Authenticity, Corporate Reputation Latent 

Dependent Investor Confidence, Stock Performance Continuous 
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Type Variable Nature 

Moderators Disclosure Quality, Cultural Orientation Categorical 

Conceptual Model Testing Logic 

A conceptual path analysis 

framework was developed. Secondary 

ESG index data (2016–2020) was 

simulated conceptually to illustrate 

relationships between variables. No 

primary data collection occurred, as the 

paper remains theoretical. 

Conceptual Analysis and Interpretation 

The conceptual model illustrates 

the theoretical flow of influence from 

sustainability signaling to investor 

behavior. 

ESG Communication and 

Investor Confidence: Strong ESG 

disclosures—such as those by Infosys, 

Wipro, and Tata Steel—act as credible 

signals of long-term vision and ethical 

management. This lowers investor-

perceived volatility and enhances trust. 

Mediating Role of Authenticity 

and Reputation: When sustainability 

claims are consistent with observable 

actions (energy reduction, community 

initiatives), they are perceived as 

authentic. Authenticity enhances corporate 

reputation, which in turn improves investor 

confidence. 

Moderating Role of Disclosure 

Quality: High-quality, transparent 

disclosure strengthens the signaling effect, 

while symbolic or inconsistent reporting 

dilutes it. In India, firms with standardized 

reporting (following GRI or BRSR 

formats) attract greater investor attention. 

Stock Performance and Long-

Term Capital Flow: Conceptually, ESG-

active firms display lower beta values 

(lower volatility) and higher return 

persistence over time. This indicates that 

sustainability-integrated companies attract 

patient capital — investors prioritizing 

ethical, stable growth over short-term 

speculation. 

Interpretation 

Sustainability signals thus act as 

trust reinforces within financial markets. 

Investors interpret green communication as 

an implicit assurance of responsible 

governance. The process converts 

intangible reputation into tangible financial 

stability. In the Indian socio-cultural 

context, where ethical investing resonates 

with Gandhian and dharmic values, ESG-

aligned firms are perceived as morally 

legitimate and financially trustworthy. 

Findings 

The findings indicate that 

consistent and authentic ESG 

communication significantly enhances 

investor confidence and stock performance 

in the Indian context. Firms that integrate 

sustainability principles into their core 

strategies and transparently disclose their 

environmental and social practices tend to 

experience greater market stability, 

stronger investor retention, and improved 

valuation metrics. Green branding thus 

operates as a strategic signal that reduces 

information asymmetry, assuring investors 

of a company’s long-term viability and 

ethical management. This effect is 

particularly visible in firms regularly 

featured in sustainability indices such as 

the BSE Greenex or NSE ESG Index, 

where consistent disclosures correspond 

with superior risk-adjusted returns. 

Moreover, the analysis reveals that 

investors increasingly interpret 

sustainability narratives as indicators of 

credibility, foresight, and reduced risk 

exposure rather than mere compliance 
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efforts. Indian investors—especially 

younger, urban, and institutionally guided 

segments—are aligning their financial 

decisions with ethical and environmental 

considerations, signaling the rise of values-

based investing in emerging markets. 

Conversely, superficial or inconsistent 

ESG communication leads to skepticism 

and volatility, underscoring the market’s 

ability to penalize green washing. Overall, 

the findings affirm that green branding and 

sustainability signaling are transforming 

investor behavior, positioning ethical 

transparency as a key determinant of 

financial trust and market performance in 

India. 

Discussion and Implications 

Theoretical Implications 

This study expands Signaling 

Theory by introducing sustainability as a 

strategic signal and integrating behavioral 

investor response. It also contributes to 

Stakeholder and Legitimacy theories by 

illustrating how sustainability legitimacy is 

financially rewarded through investor 

confidence. 

Managerial Implications 

Indian firms should treat ESG 

communication as strategic branding rather 

than compliance reporting. Authentic, 

consistent messaging enhances investor 

trust and market resilience. 

Policy Implications 

Regulators should enforce uniform 

ESG disclosure standards and promote 

ESG literacy among investors. A 

transparent reporting ecosystem will 

strengthen India’s sustainable capital 

markets. 

Future Research Directions 

Empirical validation through 

structural equation modeling and investor 

sentiment analysis would enhance this 

conceptual model. Comparative studies 

between India and other emerging markets 

can further contextualize findings. 

Conclusion 

Sustainability has redefined the 

boundaries between marketing and 

finance. In the Indian context, green 

branding and ESG communication have 

emerged as credible signals shaping 

investor behavior and stock performance. 

The conceptual framework presented here 

illustrates how sustainability disclosures 

influence investor confidence through 

authenticity and reputation pathways. The 

findings reinforce that financial prosperity 

and ethical responsibility are no longer 

opposing ends but complementary 

dimensions of long-term value creation. 
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