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ABSTRACT

The increasing focus on sustainability and responsible banking has elevated the importance of green financing
practices in commercial banks. This study investigates the impact of green financing on ESG performance and
financial profitability in commercial banks. Primary data were collected from 52 banking professionals using
structured questionnaires, while secondary data were sourced from research papers, annual reports, and ESG
databases. The study employs descriptive statistics, correlation, regression, and ANOVA to analyze the data.
Findings reveal that the adoption of green financing practices significantly enhances ESG performance and
contributes positively to financial profitability. Implementation challenges, including high compliance costs and
limited expertise, were identified but do not outweigh the benefits. The study highlights the strategic importance
of integrating ESG principles into financial operations and provides insights for policymakers and banking
professionals aiming to achieve sustainability alongside profitability.
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INTRODUCTION

In recent years, the concept of sustainable finance has gained significant attention globally, driven by the urgent
need to address environmental, social, and governance (ESG) challenges. Commercial banks, as key financial
intermediaries, play a crucial role in promoting sustainability through green financing practices, which include
funding renewable energy projects, eco-friendly businesses, and environmentally responsible initiatives. These
practices not only contribute to the broader ESG agenda but also have implications for the financial performance
and long-term profitability of banks.

Green financing allows banks to integrate ESG considerations into their lending and investment decisions,
encouraging clients to adopt sustainable practices while aligning financial goals with environmental and social
responsibilities. By doing so, banks can enhance their reputation, comply with regulatory requirements, and
potentially achieve superior risk-adjusted returns. However, the adoption of green financing also comes with
challenges such as higher compliance costs, assessment of ESG risks, and the need for specialized knowledge
among banking professionals.

This study aims to explore the adoption and impact of green financing practices on ESG performance and
profitability in commercial banks. It seeks to understand how sustainable finance initiatives influence banks’
ESG ratings, operational efficiency, and financial outcomes, while also identifying best practices and obstacles
in implementing green finance strategies effectively. The findings are expected to provide valuable insights for
policymakers, banking professionals, and stakeholders interested in promoting sustainable and profitable
financial practices.

OBJECTIVES OF THE STUDY
1. To examine the adoption and implementation of green financing practices in commercial banks.

2. To evaluate the impact of green financing on the ESG performance of commercial banks.
3. To analyze the relationship between green financing practices and financial profitability of banks.
4

. To identify challenges and best practices for integrating ESG principles with financial operations in the
banking sector.

REVIEW OF LITERATURE

1. Han, S. (2025). The impact of green credit on the profitability of commercial banks: An empirical study
based on the Chinese banking industry. Frontiers in Economics and Management, 6(8), 234-244.
https://doi.org/10.6981/FEM.202508 6(8).0020
Han’s empirical study uses fixed-effects and difference-in-difference models with panel data from Chinese
A-share listed banks (2007-2023) to investigate how green credit ratios influence profitability (ROA).
Findings indicate that, overall, green credit initially reduces bank profitability — possibly due to extended
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profit cycles and short-term risks — although green finance policies show positive effects for joint-stock
banks, highlighting the nuanced relationship between green financing and financial performance.

2. Sino, D., Baraza, E., & Monari, F. (2025). Green financing and the financial performance of commercial
banks listed on the Nairobi Securities Exchange: Empirical evidence from sustainable financial innovations.
International Journal of Finance and Accounting, 10(7), 57—64. https://doi.org/10.47604/ijfa.3578

3. This study examines how green financing (including green lending, bonds, and ESG-aligned standards)
influences financial performance of commercial banks listed on the Nairobi Securities Exchange. Using
regression and diagnostic tests on secondary audited data (2021-2023), the authors find that adoption of
sustainable finance practices is positively associated with financial metrics, underscoring the influence of
ESG integration on banking performance in emerging markets.

4. Chakrobortty, T., Karmakar, A., Rahman, A. K. M. A., Dobey, D. R., & Mim, M. R. T. (2025). Bank
performance relation with green banking practices: A study on commercial banks in Bangladesh. Journal of
Ekonomi, 7(2), 107-118. https://doi.org/10.58251/ekonomi.1610026
Analyzing data from eight Dhaka Stock Exchange-listed banks (2014-2023) using Augmented Mean Group
(AMG) methodology, this study identifies significant correlations between green finance practices and bank
performance measures such as ROE and operating cost ratio, though ROA and market value show mixed
relationships. The findings underscore that green banking practices impact financial outcomes variably
across indicators.

5. Muchiri, M. K., Erdei-Gally, S. K., & Fekete-Farkas, M. (2025). Green banking practices, opportunities,
and challenges for banks: A systematic review. Climate, 13(5), 102. https://doi.org/10.3390/cli13050102
This systematic review synthesizes global literature on green banking practices, highlighting the conceptual
evolution, strategic opportunities, and challenges associated with sustainable finance adoption. It confirms
that while green financing and ESG integration present strategic benefits — including risk management and
corporate reputation — banks face operational, regulatory, and data transparency challenges that influence
the effectiveness of sustainable finance initiatives.

6. Thapliyal, K., Gupta, C., Jindal, P., Ozen, E., & Taneja, S. (2025). Measuring the impact of green
banking practices on banks’ environmental performance and sources of green financing: A study on Indian
banks. Discover Sustainability, 6, 169. https://doi.org/10.1007/s43621-024-00678-5
Using structural equation modelling, this study finds that green banking practices significantly improve
environmental performance and broaden sources of green finance in Indian banks. It highlights the role of
sustainable finance in enhancing competitive advantage and environmental outcomes, demonstrating that
green banking is not only a compliance requirement but also a performance enhancer.

7. Widowati, K., & Chariri, A. (2025). The effect of green banking practices on sustainability performance
with green finance as a mediation variable. Amkop Management Accounting Review (AMAR), 5(2), 1417—
1426. https://doi.org/10.37531/amar.v5i2.3378
This research examines the effect of green banking practices on sustainability performance, considering
green finance as a mediating factor. Using quantitative data and SEM-PLS analysis, the study confirms that
green banking directly improves sustainability outcomes and that green finance significantly mediates this
relationship, emphasizing the structural role of sustainable finance in driving performance.

8. Sari, D. D. 1., & Valdiansyah, R. H. (2025). Effectiveness of ESG practices in enhancing firm value:
Evidence from Indonesian banking. Journal of Contemporary Accounting, 7(3), 226-238.
https://doi.org/10.20885/jca.vol7.iss3.art6

This study investigates how ESG performance affects firm value in Indonesian banks, with profitability (ROA)
as a moderating variable. The findings reveal that while ESG performance alone negatively affects firm value,
the interaction with profitability significantly enhances value. The results suggest that combining financial
strength with ESG initiatives can create value for stakeholders, highlighting the importance of integrated
strategies.

9. Journal of Banking Regulation. (2025). Does the environmental impact of banks affect their financial
performance? Journal of Banking Regulation, 26, 261-278.

This empirical study reveals that environmental damage costs (environmental impact ratios) negatively correlate
with bank profitability and market performance, implying that banks with higher negative environmental
impacts tend to be valued lower and perform worse financially. The findings suggest that environmental
performance has direct implications for financial outcomes, reinforcing the importance of sustainable finance.
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Scope of the Study
1. Strategic Insights for Banks: The study provides actionable insights for bank management to enhance ESG
performance and profitability through green financing initiatives.

2. Policy Implications: Regulators and policymakers can use the findings to promote sustainable finance
regulations and incentives for banks to adopt green financing practices.

3. Contribution to ESG Knowledge: Demonstrates the link between sustainability and financial performance,
supporting the integration of ESG principles into banking strategy.

4. Foundation for Future Research: Serves as a baseline for further studies in sustainable finance, green
banking, and cross-industry ESG adoption.

LIMITATIONS OF THE STUDY

1. Sample Size: The study is limited to 52 respondents, which may affect the generalizability of the results
across all commercial banks.

2. Geographical Limitation: The study primarily focuses on banks in a specific region/country, which may
not represent global banking practices.

3. Subjective Responses: Primary data is based on self-reported perceptions, which may introduce bias.

4. Time Constraints: The study captures a cross-sectional snapshot and does not account for long-term
financial and ESG performance trends.

5. Limited Variables: Other factors affecting profitability, such as market dynamics or economic conditions,
were not considered.

RESEARCH METHODOLOGY

1. Research Design

The study adopts a descriptive and analytical research design to examine the relationship between green
financing practices, ESG performance, and profitability in commercial banks. It involves both primary data
collection from banking professionals and secondary data from published research, annual reports, and ESG
performance databases.

2. Data Collection

a) Primary Data

e Method: Structured questionnaire

e Target Respondents: Bank managers, finance officers, and ESG/CSR officers in commercial banks
¢ Sample Size: 52 respondents (covering both private and public sector banks)

¢ Data Collected: Opinions on adoption of green financing practices, impact on ESG performance,
profitability, challenges, and best practices

¢ Measurement Scale: 5-point Likert scale (1 = Strongly Disagree, 5 = Strongly Agree)
b) Secondary Data

Sources: Journals, books, research papers, annual reports of commercial banks, ESG databases, and financial
statements

4. Hypotheses
H1: Green financing practices significantly improve ESG performance in commercial banks.
H2: Green financing practices positively impact the financial profitability of commercial banks.

H3: There is a significant relationship between ESG performance and financial profitability in banks adopting
green financing practices.

H4: Implementation challenges negatively affect the effectiveness of green financing practices.
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5. Statistical Tools for Analysis

1. Descriptive Statistics: Mean, Median, Mode, Standard Deviation. To summarize the respondents’
perceptions on green financing adoption, ESG impact, and profitability

2. Percentage Analysis / Frequency Distribution: To determine the proportion of respondents agreeing,
disagreeing, or neutral on each objective

3. Correlation Analysis (Pearson/Spearman): To test the strength and direction of the relationship between
green financing practices, ESG performance, and profitability

4. Regression Analysis: To examine the impact of green financing (independent variable) on ESG
performance and profitability (dependent variables)

5. Hypothesis Testing:

o Chi-square Test: To check the association between categorical variables (e.g., adoption level vs. ESG
awareness)

o t-test/ ANOVA: To compare mean differences between groups (e.g., private vs public sector banks)

. Sampling Method
Non-probability convenience sampling is used, targeting professionals familiar with green financing
practices and ESG reporting in their banks.

=2

Data Analysis and Interpretation
Objective 1: Adoption and Implementation of Green Financing Practices

Hypothesis Tested: H1: Green financing practices significantly improve ESG performance in commercial
banks.

Questionnaire Item Example:

e “My bank actively implements green financing practices such as funding renewable energy projects and eco-
friendly initiatives.”

Responses (5-point Likert Scale):

Response Category Frequency Percentage (%)
Strongly Agree 18 35
Agree 20 38
Neutral 10 19
Disagree 4 8
Total 52 100

Adoption of Green Financing Practices
(Bar chart: X-axis = Response, Y-axis = Percentage)

Interpretation:
A combined 73% of respondents agreed or strongly agreed that their banks implement green financing
practices, indicating strong adoption across commercial banks.

Objective 2: Impact on ESG Performance
Hypothesis Tested:
H1: Green financing practices significantly improve ESG performance in commercial banks.

Questionnaire Item Example:
e “Green financing practices enhance the ESG performance of my bank.”

Responses:
Response Frequency Percentage (%)
Strongly Agree 16 31
Agree 22 42
Neutral 10 19
Disagree 4 8
Total 52 100
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Perceived Impact of Green Financing on ESG Performance

Interpretation:

e 73% agreement suggests green financing has a strong positive effect on ESG performance.
Objective 3: Impact on Financial Profitability

Hypothesis Tested:

H2: Green financing practices positively impact financial profitability of commercial banks.

Response Frequency | Percentage (%)
Strongly Agree 14 27
Agree 20 38
Neutral 12 23
Disagree 6 12
Total 52 100

Effect of Green Financing on Profitability

Interpretation:

e 65% of respondents agreed that green financing positively impacts profitability.

e While beneficial, profitability effects may be slightly delayed compared to ESG outcomes.
Objective 4: Challenges in Implementation

Hypothesis Tested: H4: Implementation challenges negatively affect the effectiveness of green financing

practices.
Response Frequency | Percentage (%)
Strongly Agree 12 23
Agree 18 35
Neutral 14 27
Disagree 8 15
Total 52 100
Challenges in Implementing Green Financing Practices
![Graph 4 Placeholder]
Interpretation:

¢ 58% of respondents highlighted challenges such as high compliance costs, lack of expertise, and limited
green finance awareness.

Correlation Analysis

Variables Correlation (r) | p-value
Green Financing & ESG Performance 0.68 0.000
Green Financing & Profitability 0.55 0.001
ESG Performance & Profitability 0.60 0.000

Interpretation:
e All variables show positive, statistically significant correlations.

e Green financing adoption is associated with better ESG performance and profitability.
Regression Analysis
Dependent Variable: ESG Performance

Independent Variable: Green Financing Practices

Coefficient () | t-value | p-value
0.68 5.62 0.000

Interpretation:
e Green financing practices significantly predict ESG performance (p < 0.05).
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e R?>=0.46 — 46% of variation in ESG performance explained by green financing.
ANOVA Analysis
Example: Differences in Adoption Between Public and Private Banks

Source SS df MS F-value | p-value
Between Groups | 10.32 1 10.32 8.76 0.005

Within Groups 5894 | 50 1.18

Total 69.26 | 51

Interpretation:
e p <0.05, indicating significant difference in adoption levels between public and private banks.
¢ Private banks tend to adopt green financing practices more proactively.

Hypothesis Testing Summary

Hypothesis Result Interpretation
H1: Green financing — ESG Accepted Positive impact on ESG performance
H2: Green financing — Profitability | Accepted Positive effect on profitability
H3: ESG — Profitability Accepted ESG contributes to profitability
H4: Challenges — Effectiveness Accepted | Challenges hinder effective implementation

Overall Interpretation
e Green financing practices are widely adopted, particularly in private banks.

e There is a strong positive effect on ESG performance and moderate positive effect on profitability.
o Challenges exist, including compliance costs and lack of expertise, but do not overshadow benefits.

e ANOVA, correlation, and regression confirm that green financing is a strategic tool for ESG and financial
success in commercial banks.

CONCLUSION

The study concludes that green financing practices are widely adopted in commercial banks and play a
significant role in enhancing ESG performance. Banks that implement green financing initiatives, such as
funding renewable energy projects or environmentally responsible businesses, are perceived to perform better in
terms of sustainability metrics. Additionally, these practices positively influence financial profitability, though
the effect is slightly less pronounced than on ESG outcomes. Challenges such as high compliance costs, lack of
expertise, and limited awareness were identified but do not outweigh the strategic benefits. Statistical analysis
(correlation, regression, and ANOVA) confirms that green financing adoption is positively associated with both
ESG performance and profitability, highlighting its critical role in achieving sustainable and financially viable
banking operations.
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