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Abstract

ESG integration has become increasingly relevant to banking-sector performance, 
particularly in emerging markets where standardized external ESG ratings remain 
limited. This study aims to examine the association between ESG performance and 
the financial performance of selected Armenian commercial banks and to assess the 
relative role of the Environmental, Social, and Governance dimensions. The study uses 
a multi-method design based on 27 bank-year observations for Ardshinbank OJSC, 
Ameriabank CJSC, and ACBA Bank OJSC over 2017–2025, combining a disclosure-
based ESG framework, descriptive analysis, Pearson correlation, Ordinary Least 
Squares regression, Multi-Criteria Decision Analysis, and evidence from 52 banking 
professionals. Overall ESG performance is positively associated with ROA (r = 0.64) 
and ROE (r = 0.60) and negatively associated with the Cost-to-Income ratio (r = −0.52). 
In the OLS analysis, Governance, Environmental, and Social dimensions show posi-
tive estimated relationships with ROA, with coefficients of 0.037 (p = 0.001), 0.023 (p 
= 0.012), and 0.019 (p = 0.018), respectively. Governance therefore demonstrates the 
strongest estimated association among the three dimensions. The MCDA framework 
assigns weights of 45% to Governance, 30% to Environmental, and 25% to Social fac-
tors, providing additional evidence of the relative importance of governance-related 
practices. The findings provide preliminary evidence of positive ESG–financial perfor-
mance associations in the selected Armenian banks, while the results should be inter-
preted as exploratory and associational rather than causal due to the limited sample.
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INTRODUCTION

Environmental, Social, and Governance (ESG) considerations have 
become increasingly relevant to strategic decision-making and risk 
management in the banking sector. Growing regulatory expectations, 
investor attention, stakeholder demands, and the expansion of sustain-
able finance have encouraged banks to integrate ESG considerations 
into governance structures, lending practices, operational processes, 
and disclosure frameworks. ESG is therefore increasingly considered 
not only a reporting or compliance dimension but also a factor po-
tentially associated with profitability, operational efficiency, risk man-
agement, and long-term resilience. Nevertheless, empirical evidence 
on the relationship between ESG performance and financial outcomes 
remains context-dependent, with studies reporting heterogeneous ef-
fects across countries, institutions, and ESG dimensions (Friede et al., 
2015; Krüger, 2015). The financial relevance of ESG practices is par-
ticularly important in banking because banks combine a central role 
in financial intermediation with substantial governance, reputational, 
regulatory, and credit-related risks. ESG-related practices may be as-
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sociated with financial outcomes through improved risk oversight, transparency, stakeholder relation-
ships, operational efficiency, and the allocation of financial resources. At the same time, ESG integration 
may generate additional reporting, compliance, monitoring, and organizational costs, particularly dur-
ing the early stages of implementation. The relationship between ESG performance and financial perfor-
mance should therefore not be presumed to be uniform or causal and requires examination within the 
institutional context of individual banking systems. Existing literature provides substantial evidence 
concerning ESG and corporate financial outcomes, but the findings vary across institutional settings. 
Cross-country evidence generally indicates a positive association between ESG performance and finan-
cial performance, although the magnitude and direction of the relationship differ across sectors, coun-
tries, and ESG dimensions (Friede et al., 2015). Governance has received particular attention in banking 
because board oversight, transparency, accountability, internal controls, and risk-management struc-
tures are closely related to the functioning and stability of financial institutions (Minton et al., 2014). 
Environmental and social factors may also be financially relevant through sustainable lending, resource 
efficiency, financial inclusion, employee relations, customer trust, and reputational capital (Cornett et 
al., 2016; Servaes & Tamayo, 2013). These relationships may be especially important in emerging and 
transition economies, where ESG frameworks, disclosure practices, and institutional mechanisms are 
still developing. Institutional quality, regulatory enforcement, disclosure standards, and market struc-
tures can influence both the implementation of ESG practices and their financial implications (Bénabou 
& Tirole, 2010; Dyck et al., 2019). Differences in disclosure quality and measurement practices also cre-
ate challenges for empirical assessment. The documented divergence among ESG ratings highlights the 
importance of transparent and reproducible approaches to ESG measurement, particularly when ESG 
indicators are used in empirical financial research (Berg et al., 2022). This issue is particularly relevant 
in Armenia, where ESG integration in the banking sector has developed progressively but remains rela-
tively under-researched from an empirical perspective. Armenian commercial banks operate within a 
common national regulatory and macroeconomic environment, while differences in institutional char-
acteristics, governance structures, sustainability practices, and disclosure intensity may result in differ-
ences in observed ESG performance. Recent research has examined ESG-related aspects of Armenian 
commercial banking, but systematic empirical evidence concerning the relationship between individ-
ual ESG dimensions and multiple measures of financial performance remains limited (Hakobyan & 
Margaryan, 2025). Evidence from other countries cannot necessarily be assumed to apply directly to 
the Armenian banking environment because institutional, regulatory, and market conditions may dif-
fer. The scientific problem therefore concerns the limited empirical evidence on how ESG performance, 
and particularly its Environmental, Social, and Governance dimensions, is associated with the financial 
performance of Armenian commercial banks. A further issue is the measurement of ESG performance 
in a setting where consistently available external ESG ratings are limited, and disclosure practices may 
differ among institutions. Addressing these gaps requires an empirically grounded, transparent ap-
proach that distinguishes aggregate ESG performance from individual dimensions and considers their 
relationships with relevant financial performance indicators. Accordingly, further empirical evidence 
from the Armenian banking sector is needed to clarify the observed relationship between ESG practices 
and financial performance and to determine whether differences among ESG dimensions are reflected 
in their relative financial associations. Such evidence can contribute to the development of ESG-related 
banking research in Armenia and provide a basis for subsequent studies using broader samples, addi-
tional explanatory variables, and more advanced empirical methods.

1. LITERATURE REVIEW  

AND HYPOTHESES

Environmental, Social, and Governance (ESG) in-
tegration has become an important framework for 
assessing the broader sustainability-related char-

acteristics of financial institutions. The literature 
generally considers ESG as a multidimensional 
construct encompassing governance quality, envi-
ronmental practices, and social relationships, with 
potential implications for risk management, stake-
holder relationships, resource allocation, and 
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long-term financial performance (Friede et al., 
2015; Krüger, 2015). From a theoretical perspec-
tive, stakeholder theory and legitimacy theory 
provide relevant foundations for understanding 
ESG adoption. These perspectives suggest that or-
ganizations may strengthen long-term relation-
ships with stakeholders and maintain legitimacy 
by responding to social and institutional expecta-
tions (Suchman, 1995). Empirical evidence indi-
cates that ESG-related practices can be associated 
with firm value, risk management, and resilience, 
although the direction and magnitude of these re-
lationships vary across institutional contexts 
(Albuquerque et al., 2019; Bolton & Kacperczyk, 
2021; Lins et al., 2017). In banking, the relation-
ship may be particularly relevant because finan-
cial institutions are exposed to governance, repu-
tational, regulatory, and credit-related risks. 
Governance mechanisms such as board oversight, 
transparency, accountability, internal controls, 
and risk-management structures may therefore 
have direct relevance to financial performance 
and institutional stability (Minton et al., 2014). 
The three ESG dimensions may affect financial 
performance through different mechanisms. 
Environmental practices may be associated with 
climate-related risk management, sustainable 
lending, and changes in the composition of banks’ 
loan and investment portfolios (Battiston et al., 
2017; Bolton & Kacperczyk, 2021). Social practices 
may influence customer relationships, employee 
outcomes, financial inclusion, and reputational 
capital (Cornett et al., 2016; Servaes & Tamayo, 
2013). Governance practices may affect monitor-
ing quality, transparency, internal controls, and 
risk-taking behavior and have consequently re-
ceived particular attention in the banking litera-
ture (Minton et al., 2014). The literature also rec-
ognizes that ESG integration can involve imple-
mentation costs. Investments in reporting systems, 
compliance infrastructure, monitoring mecha-
nisms, and organizational processes may create 
short-term costs, particularly during the early 
stages of ESG adoption (Gibson Brandon et al., 
2021; Krüger, 2015). Thus, the relationship be-
tween ESG performance and financial outcomes 
should not necessarily be expected to be uniform-
ly positive or linear. The relationship between ESG 
performance and financial outcomes may be par-
ticularly context-dependent in emerging and tran-
sition economies. Differences in regulatory quali-

ty, institutional development, enforcement mech-
anisms, disclosure standards, and investor sophis-
tication can influence both the adoption of ESG 
practices and their financial implications 
(Bénabou & Tirole, 2010; Dyck et al., 2019). 
Consequently, evidence obtained from developed 
financial markets may not be directly transferable 
to emerging banking systems. Empirical research 
in emerging markets has reported heterogeneous 
findings concerning ESG and financial perfor-
mance. Some studies identify positive relation-
ships between ESG practices and profitability or 
risk outcomes, while others emphasize nonlinear 
effects and the importance of institutional condi-
tions (Wu & Shen, 2013). In particular, the finan-
cial benefits of ESG practices may depend on the 
quality of implementation and the institutional 
environment in which those practices operate. 
Where regulatory enforcement and disclosure 
mechanisms are weaker, ESG reporting may not 
necessarily reflect substantive changes in organi-
zational practices. The governance dimension is 
particularly relevant in this context because insti-
tutional quality and internal governance mecha-
nisms can influence the effectiveness of environ-
mental and social initiatives. Stronger governance 
may facilitate the implementation, monitoring, 
and disclosure of ESG practices and may therefore 
affect the extent to which ESG activities are re-
flected in financial outcomes. At the same time, 
the relative importance of individual ESG dimen-
sions may vary across countries and banking sys-
tems, which supports the need for country-specif-
ic empirical investigation. A further issue in the 
ESG literature concerns the measurement of ESG 
performance. Differences among ESG ratings and 
assessment methodologies can produce substan-
tial variation in measured ESG performance and 
complicate comparisons across institutions (Berg 
et al., 2022). This issue is particularly relevant in 
emerging markets, where standardized external 
ESG ratings may be less consistently available. 
Accordingly, disclosure-based approaches can 
provide an alternative means of constructing 
transparent and reproducible ESG measures. The 
quality and comprehensiveness of ESG disclosure 
may itself be economically relevant because great-
er transparency can reduce information asymme-
try and provide stakeholders with more consistent 
information about an institution’s sustainability-
related practices (Berg et al., 2022; Christensen et 
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al., 2021). A transparent measurement framework 
is therefore particularly important when ESG in-
dicators are subsequently examined in relation to 
financial performance. The literature also increas-
ingly considers ESG as a multidimensional rather 
than purely aggregate construct. An aggregate 
ESG score may conceal differences among 
Environmental, Social, and Governance practices. 
Examining the individual dimensions separately 
can therefore provide additional information 
about which aspects of ESG are more closely as-
sociated with financial outcomes within a particu-
lar institutional setting. The Armenian banking 
sector provides a relevant setting for examining 
these relationships because ESG integration and 
sustainability-related disclosure have developed 
within a relatively concentrated banking system 
and a specific national regulatory and institution-
al environment. However, empirical research ex-
amining the financial implications of ESG prac-
tices in Armenian commercial banks remains 
limited. Hakobyan and Margaryan (2025) exam-
ined aspects of ESG and financial performance in 
Armenian commercial banks and provided evi-
dence concerning the relationship between sus-
tainability-related practices and financial perfor-
mance. Nevertheless, systematic empirical evi-
dence distinguishing the Environmental, Social, 
and Governance dimensions and examining their 
associations with multiple financial performance 
indicators remains limited. This creates an oppor-
tunity to extend the existing literature through a 
more explicit examination of the individual ESG 
dimensions and their relationship with bank-level 
financial outcomes. The Armenian context is also 
relevant from a measurement perspective. The 
limited availability of consistently comparable ex-
ternal ESG ratings increases the importance of 
transparent disclosure-based approaches that al-
low ESG performance to be assessed using pub-
licly available institutional information. Such an 
approach can improve reproducibility and facili-
tate comparisons among banks within the same 
institutional environment. The literature indicates 
that ESG performance may be associated with fi-
nancial performance through several channels, 
but the evidence remains heterogeneous across 
countries, institutional environments, and ESG 
dimensions. Three issues are particularly relevant 
to the present research. First, empirical evidence 
from emerging and transition banking markets 

remains less developed than evidence from major 
developed financial markets. Second, country-
specific evidence for Armenia is limited, particu-
larly regarding the separate financial associations 
of the Environmental, Social, and Governance di-
mensions. Third, differences in ESG measurement 
and disclosure create a need for transparent and 
reproducible assessment frameworks. Taken to-
gether, these gaps indicate the need for empirical 
research examining both aggregate ESG perfor-
mance and the relative associations of its individ-
ual dimensions with bank financial performance 
in Armenia. 

This study addresses this gap by focusing on the 
Armenian commercial banking context and treat-
ing the expected relationships as empirical ques-
tions rather than assuming that all ESG dimen-
sions have equivalent financial relevance. Based 
on the identified research gap and the theoretical 
and empirical evidence reviewed above, the study 
formulates the following hypotheses: 

H1: ESG performance is positively associated 
with the profitability of Armenian commer-
cial banks. 

H2: Governance demonstrates a stronger ob-
served association with bank financial per-
formance than the Environmental and 
Social dimensions.

2. METHODS

This study employs a multi-method empiri-
cal design to examine the association between 
Environmental, Social, and Governance (ESG) 
performance and the financial performance 
of selected Armenian commercial banks. The 
quantitative analysis combines descriptive analy-
sis, Pearson correlation, Ordinary Least Squares 
(OLS) regression, and Multi-Criteria Decision 
Analysis (MCDA), complemented by contextual 
evidence from banking professionals. The quanti-
tative analysis covers three Armenian commercial 
banks: Ardshinbank OJSC, Ameriabank CJSC, 
and ACBA Bank OJSC. The banks were purpo-
sively selected based on the availability and con-
tinuity of financial and ESG-related disclosures. 
The observation period is 2017–2025, resulting in 
27 bank-year observations. The bank-year consti-
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tutes the unit of analysis. The quantitative dataset 
was compiled from publicly available annual re-
ports, audited financial statements, corporate gov-
ernance reports, sustainability and ESG-related 
disclosures, and other official institutional publi-
cations. Where appropriate, reported information 
was cross-checked against information published 
by the Central Bank of the Republic of Armenia 
and other official sources. The analysis uses ROA, 
ROE, NIM, and the Cost-to-Income (C/I) ratio 
as financial-performance indicators. Dividend-
related information was treated as supplementary 
and is not included in the principal hypothesis-
testing framework. ROA and ROE represent the 
principal profitability measures, NIM captures 
interest-income performance, and C/I reflects op-
erational efficiency. Given the small number of 
banks and repeated observations of the same in-
stitutions, the results are interpreted as explorato-
ry associations rather than causal estimates or sec-
tor-wide conclusions. ESG performance was op-
erationalized through Environmental (E), Social 
(S), and Governance (G) dimensions using a struc-
tured disclosure-based framework developed for 
the banking context. External ESG ratings were 
not used because consistently comparable ratings 
were not available for all selected banks and years. 
Each ESG dimension comprises five indicators. 

Environmental: 

1) green and sustainable lending;
2) renewable-energy financing;
3) energy-efficiency initiatives;
4) environmental policies and commitments; 

and 
5) environmental initiatives and reporting. 

Social: 

1) employee development and training;
2) financial inclusion;
3) customer protection;
4) employee welfare and social responsibility; 

and 
5) community and stakeholder engagement. 

Governance: 

1) board structure and independence;
2) transparency and disclosure;

3) risk-management practices;
4) internal control and compliance mechanisms; 

and 
5) ESG and sustainability governance 

arrangements.

Indicators were assessed for each bank-year ob-
servation using information disclosed in annual 
reports, sustainability-related reports, corporate 
governance disclosures, and other official institu-
tional sources. General statements of commitment 
without identifiable evidence of implementation 
were not treated as sufficient evidence of a fully 
implemented practice. For qualitative disclosure-
based indicators, a three-point coding scheme was 
applied: 0 for no documented evidence, 0.5 for 
partial implementation or limited disclosure, and 
1 for clearly documented implementation. Where 
available information was insufficient to distin-
guish between non-disclosure and non-imple-
mentation, the observation was treated as missing 
rather than assigned a zero score. This distinction 
was intended to avoid equating lack of disclosure 
with confirmed absence of an ESG practice. 

For quantitatively reported indicators, min–max 
normalization was applied:

( )
( ) ( )

*
min

.
max min

ijt j

ijt

j j

X X
X

X X

−
=

−
 (1)

For negatively oriented indicators, the reverse 
transformation was used:

( )
( ) ( )

*
max

,
max min

j ijt

ijt

j j

X X
X

X X

−
=

−
 (2)

where X
ijt

 represents the value of indicator j 
for bank i in year t. Higher normalized values 
therefore consistently represent stronger ESG 
performance.

The dimension scores were calculated as the arith-
metic mean of valid indicators:

*

1
,

1 En

it ijtj
E

E E
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*

1
,

1 Gn

it ijtj
G

G G
n =

= ∑  (5)

where n
E
, n

S
, and n

G
 denote the number of valid 

indicators contributing to each dimension. The 
resulting scores range from 0 to 1, with higher 
values indicating stronger observed ESG perfor-
mance. An overall ESG score was constructed us-
ing a weighted additive approach:

,it E it S it G itESG w E w S w G= + +  (6)

with weights of 30% for Environmental, 25% for 
Social, and 45% for Governance:

.0.30 0.25 0.45it it it itESG E S G= + +  (7)

The weighting structure reflects the relative im-
portance assigned to the three dimensions within 
the banking-specific assessment framework, with 
greater weight assigned to Governance because 
of its relevance to risk oversight, transparency, 
internal controls, and institutional accountabil-
ity. Importantly, these weights are construction 
parameters of the composite ESG index and are 
not estimated coefficients. Therefore, the 45% 
Governance weight is not interpreted as evidence 
that Governance explains 45% of financial per-
formance and does not constitute independent 
evidence for H2. MCDA was used to provide a 
structured comparative assessment of ESG per-
formance across the selected banks. It serves a 
measurement and comparative-ranking function, 
while Pearson correlation and OLS regression pro-
vide the principal statistical evidence for examin-
ing the hypotheses. Pearson correlation analysis 
was used to assess the direction and strength of 
linear associations between ESG measures and fi-
nancial-performance indicators. The analysis con-
siders the overall ESG score and the three ESG di-
mensions in relation to ROA, ROE, NIM, and C/I. 
The correlation coefficient is expressed as:

( )cov ,
,XY

X Y

X Y
r

σ σ
=  (8)

where X represents an ESG measure, and Y rep-
resents a financial-performance indicator. The 
analysis uses the underlying 27 bank-year obser-
vations rather than bank-level averages. Pearson 
correlation measures linear association and does 

not establish causality. Given the small sample 
and repeated observations, statistical significance 
is interpreted cautiously. To examine the associa-
tion between individual ESG dimensions and prof-
itability, an OLS model was estimated with ROA 
as the dependent variable:

1 2 3
,it it it it itROA G E Sα β β β ε= + + + +  (9)

where ROA
it
 denotes return on assets, G

it
, E

it
, and 

S
it
 represent the three ESG dimensions, α is the 

intercept, β coefficients represent estimated as-
sociations, and ε

it
 is the error term. The model is 

estimated using 27 bank-year observations. The 
coefficients represent conditional statistical asso-
ciations between each ESG dimension and ROA, 
holding the other ESG dimensions constant. The 
model is interpreted as exploratory rather than 
causal because it does not include a comprehen-
sive set of bank-specific and macroeconomic con-
trols and contains repeated observations for only 
three banks. Accordingly, conventional standard 
errors and p-values should be interpreted with 
caution. The quantitative analysis was comple-
mented by evidence from 52 banking profes-
sionals from the Central Bank of the Republic 
of Armenia and selected commercial banks, in-
cluding Ardshinbank, Ameriabank, ACBA Bank, 
Evocabank, AraratBank, AMIO Bank, and VTB-
Armenia Bank. A purposive sampling approach 
was used to select professionals working in areas 
relevant to ESG and banking, including risk man-
agement, compliance, governance, banking op-
erations, business conduct supervision, and ESG-
related activities. Data were collected through 
face-to-face and telephone interactions. The ex-
pert evidence is used as complementary contex-
tual information rather than as statistically rep-
resentative evidence for the Armenian banking 
sector. Because the item-level dataset and full 
questionnaire are not available for independent 
verification, the previously reported Cronbach’s 
alpha of 0.82 is not used in the revised analysis. 
The empirical design tests two hypotheses. 

The MCDA weighting structure is not treated as 
independent evidence for H2 because its weights 
are predetermined construction parameters rath-
er than estimated financial-performance effects. 
The quantitative analysis is limited to three banks 
and 27 bank-year observations, restricting statis-
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tical power and generalizability. The repeated-ob-
servation structure also means that the observa-
tions cannot necessarily be treated as fully inde-
pendent. The OLS specification does not include 
comprehensive bank-specific or macroeconomic 
controls, so omitted-variable bias and endogene-
ity cannot be excluded. In addition, ESG measures 
are based on publicly disclosed information and 
structured coding, meaning that differences in 
disclosure practices may affect measured ESG per-
formance. The resulting scores should therefore 
be interpreted as structured comparative mea-
sures rather than externally certified ESG ratings. 
Finally, the purposive expert sample provides con-
textual rather than statistically representative evi-
dence. These limitations support interpreting the 
findings as exploratory and associational. Future 
research could extend the sample, incorporate 
additional controls, apply appropriate panel-data 
methods, and introduce dedicated measures of fi-
nancial risk and nonlinear relationships.

3. RESULTS

The empirical analysis covers 27 bank-year obser-
vations for Ardshinbank OJSC, Ameriabank CJSC, 
and ACBA Bank OJSC over 2017–2025. The de-
scriptive results indicate differences in profitabil-
ity, interest-margin performance, and operating 
efficiency across the selected banks. Ardshinbank 
recorded the highest average ROA (2.60%) and 
ROE (15.10%), followed by ACBA Bank (2.25% and 
12.90%, respectively) and Ameriabank (1.95% and 
11.60%). A similar pattern was observed for NIM, 
with average values of 3.45% for Ardshinbank, 
3.20% for ACBA Bank, and 3.05% for Ameriabank. 
The average C/I ratio was 41.8% for Ardshinbank, 
45.2% for ACBA Bank, and 49.5% for Ameriabank. 
Since lower C/I values generally indicate stron-
ger operating efficiency, Ardshinbank recorded 
the lowest average ratio among the selected in-
stitutions. The disclosure-based ESG assessment 
also indicates differences among the selected 
banks. Using the predetermined weights of 30% 
for Environmental, 25% for Social, and 45% for 
Governance, the composite ESG scores were ap-
proximately 86/100 for Ardshinbank, 81/100 for 
ACBA Bank, and 73/100 for Ameriabank. The rel-
ative ESG ranking broadly corresponds to the de-
scriptive ranking of several financial-performance 

indicators. Ardshinbank records the highest com-
posite ESG score as well as the highest average 
ROA, ROE, and NIM and the lowest average C/I 
ratio. ACBA Bank occupies an intermediate po-
sition, while Ameriabank records comparatively 
lower composite ESG and several financial-per-
formance values. This correspondence is descrip-
tive and does not establish causality. Moreover, 
the 45% Governance weight is a predetermined 
construction parameter of the composite index 
and should not be interpreted as evidence of a 
stronger financial effect of Governance. The indi-
vidual E, S, and G scores are therefore analyzed 
separately below. Pearson correlation analysis was 
conducted using the 27 bank-year observations. 
Overall ESG performance shows a positive corre-
lation with ROA (r = 0.64) and ROE (r = 0.60). ESG 
performance is also negatively correlated with the 
C/I ratio (r = −0.52), which is directionally con-
sistent with an association between stronger ESG 
performance and lower operating costs relative 
to income. The dimension-level results indicate 
that Governance has the strongest observed as-
sociation with the principal profitability measures 
among the three ESG dimensions. Taken together, 
the correlation results provide preliminary em-
pirical support for H1 because overall ESG per-
formance is positively associated with both ROA 
and ROE. They also provide evidence relevant to 
H2 because Governance exhibits the strongest ob-
served association among the individual ESG di-
mensions. These findings represent statistical as-
sociations and should not be interpreted as causal 
effects. To examine the simultaneous associations 
of the three ESG dimensions with profitability, an 
OLS model was estimated with ROA as the depen-
dent variable:

1 2 3
.it it it it itROA G E Sα β β β ε= + + + +  (10)

The estimated coefficients are positive for all 
three ESG dimensions. Governance has the larg-
est coefficient, β = 0.037 (p = 0.001), followed by 
Environmental, β = 0.023 (p = 0.012), and Social, 
β = 0.019 (p = 0.018). Thus, within the estimated 
specification, higher values of each ESG dimension 
are associated with higher ROA when the other 
ESG dimensions are held constant. The ordering 
of the coefficients—Governance, Environmental, 
and Social – is consistent with H2. The OLS results 
should nevertheless be interpreted as exploratory 
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conditional associations rather than causal effects, 
given the small sample, repeated observations of 
three banks, and absence of comprehensive bank-
specific and macroeconomic controls. The MCDA 
assessment produces composite ESG scores of ap-
proximately 86/100 for Ardshinbank, 81/100 for 
ACBA Bank, and 73/100 for Ameriabank. The re-
sulting comparative order is therefore consistent 
with the composite ESG results presented above. 
The MCDA assessment provides a structured com-
parison of ESG performance but does not consti-
tute an independent statistical test of the hypoth-
eses. In particular, the 45% Governance weight is 
a predetermined index-construction parameter 
and should not be interpreted as an estimated 
contribution of Governance to profitability. The 
quantitative analysis was complemented by evi-
dence from 52 banking professionals representing 
the Central Bank of the Republic of Armenia and 
selected commercial banks. The responses indi-
cate that ESG-related considerations are relevant 
to banking practices, particularly in relation to 
governance, risk oversight, compliance, transpar-
ency, responsible financing, and customer-related 
practices. The professional evidence also empha-
sizes the importance of governance mechanisms, 
including institutional accountability, risk man-
agement, compliance, and transparency. However, 
because the respondents were selected purposively, 
these findings provide contextual rather than sta-
tistically representative evidence and are not treat-
ed as an independent statistical test of H2.

H1: ESG performance is positively associated 
with the profitability of Armenian commercial 
banks. H1 receives preliminary empirical support. 
Overall ESG performance is positively associated 
with ROA (r = 0.64) and ROE (r = 0.60), while 
the OLS model reports positive coefficients for all 
three ESG dimensions in relation to ROA. 

H2: Governance demonstrates a stronger observed 
association with bank financial performance 
than the Environmental and Social dimensions. 
H2 also receives preliminary empirical support. 
Governance has the largest OLS coefficient (β = 
0.037), compared with Environmental (β = 0.023) 
and Social (β = 0.019). The dimension-level corre-
lation results are directionally consistent with this 
ordering. The conclusion concerning H2 is based 
on the comparative statistical evidence and not on 

the predetermined MCDA weights. Overall, the re-
sults indicate a consistent positive association be-
tween ESG performance and selected measures of 
financial performance in the analyzed bank-year 
observations, while Governance demonstrates the 
strongest observed association among the three 
ESG dimensions. These findings are exploratory 
and associational and should not be interpreted as 
causal or sector-wide evidence.

4. DISCUSSION

The findings provide exploratory evidence of a pos-
itive association between ESG performance and 
financial performance in the selected Armenian 
commercial banks. The positive relationships be-
tween overall ESG performance and ROA and 
ROE, together with the negative association with 
the Cost-to-Income ratio, suggest that stronger 
ESG practices tend to coexist with higher profit-
ability and operating efficiency in the observed 
bank-year sample. These results are broadly con-
sistent with the wider literature reporting positive 
or context-dependent relationships between ESG 
practices and financial performance (Albuquerque 
et al., 2019; Friede et al., 2015; Lins et al., 2017). 
However, the present results do not establish cau-
sality, as reverse causality, omitted variables, and 
bank-specific characteristics cannot be excluded. 
The negative association between ESG perfor-
mance and the Cost-to-Income ratio is particular-
ly relevant to banking efficiency. ESG-related prac-
tices may contribute to efficiency through stronger 
internal controls, improved governance, employee 
development, transparency, and more effective or-
ganizational processes. Nevertheless, C/I is an effi-
ciency measure rather than a direct indicator of fi-
nancial risk, and the observed relationship should 
not be interpreted as evidence that ESG perfor-
mance reduces banking risk. A central finding is 
the stronger observed association of Governance 
with profitability relative to the Environmental 
and Social dimensions. Governance has the larg-
est OLS coefficient, while the dimension-level cor-
relation results are directionally consistent with 
this ordering. This finding is consistent with the 
institutional characteristics of banking, where 
board oversight, risk management, internal con-
trols, regulatory compliance, transparency, and 
accountability are closely connected to financial 
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and operational outcomes (Minton et al., 2014). 
Governance mechanisms may influence several 
processes through which banks generate and pro-
tect financial performance. Effective oversight 
can strengthen strategic monitoring, while risk-
management and internal-control systems may 
reduce operational and regulatory vulnerabilities. 
Transparency and accountability may addition-
ally support stakeholder confidence in institutions 
operating under substantial information asym-
metry. These mechanisms may help explain why 
Governance demonstrates a stronger observed 
financial association in the present sample. The 
positive estimated relationships of Environmental 
and Social performance with ROA also indicate 
that these dimensions may be financially relevant. 
Environmental practices may be connected with 
sustainable financing, resource efficiency, and ad-
aptation to emerging sustainability requirements, 
while Social practices may influence employee de-
velopment, customer relationships, financial in-
clusion, and stakeholder trust (Cornett et al., 2016; 
Servaes & Tamayo, 2013). Their smaller estimated 
coefficients in the present analysis should not, how-
ever, be interpreted as evidence that these dimen-
sions are economically unimportant. Importantly, 
the stronger observed role of Governance is based 
on the statistical results rather than on the 45% 
Governance weight used to construct the compos-
ite ESG index. The MCDA weights are predeter-
mined methodological parameters and therefore 
cannot independently demonstrate a stronger 
financial effect of Governance. The findings ex-
tend the existing literature by providing coun-
try-specific evidence from an emerging banking 
market in which standardized ESG ratings and 
long historical datasets are less consistently avail-
able. Previous research has documented heteroge-
neous ESG–financial performance relationships 
across countries and institutional settings, em-
phasizing the importance of regulatory, disclo-
sure, and institutional conditions (Krüger, 2015; 
Wu & Shen, 2013). The present results are broadly 
compatible with this literature while indicating 
that Governance may have particular relevance 
within the Armenian banking context. The study 
also extends previous Armenian evidence by ex-
amining the three ESG dimensions separately 
rather than relying exclusively on an aggregate 
ESG measure. This distinction is relevant because 
aggregate scores can conceal differences among 

Environmental, Social, and Governance practices. 
The disclosure-based framework further provides 
a structured approach for measuring ESG perfor-
mance where consistently comparable external 
ratings are unavailable, addressing a measurement 
challenge identified in the broader ESG literature 
(Berg et al., 2022). The correspondence between 
the MCDA-based ESG ranking and the descrip-
tive financial-performance ranking provides addi-
tional contextual evidence. However, this conver-
gence should be interpreted as descriptive rather 
than causal evidence. The principal statistical evi-
dence remains the correlation and OLS analysis. 
The professional evidence from 52 banking prac-
titioners provides further contextual support for 
the importance of governance, compliance, risk 
oversight, transparency, and institutional ac-
countability in ESG implementation. Because the 
expert sample was purposive, however, it serves 
as triangulating evidence rather than statistically 
representative evidence of the Armenian banking 
sector. The findings suggest that ESG integration 
in banking may be closely connected with core in-
stitutional processes rather than being limited to 
reporting or reputational activities. In particular, 
governance, risk management, compliance, inter-
nal control, transparency, and stakeholder man-
agement appear relevant to the observed ESG–fi-
nancial performance relationship. For bank man-
agement, the results indicate that ESG integration 
can be considered alongside existing governance 
and risk-management processes. For regulators 
and policymakers, the findings provide analyti-
cal evidence concerning the relevance of ESG-
related governance, transparency, risk oversight, 
and accountability. Given the exploratory design, 
these findings should be treated as inputs for fur-
ther analysis rather than as a basis for prescrip-
tive regulatory conclusions. Several limitations 
constrain the interpretation of the findings. First, 
the quantitative analysis covers only three banks 
and 27 bank-year observations, limiting statisti-
cal power and generalizability. Second, repeated 
observations of the same institutions mean that 
the observations cannot necessarily be treated as 
fully independent. Third, the OLS specification 
does not include comprehensive bank-specific or 
macroeconomic controls, so omitted-variable bias 
and endogeneity cannot be excluded. Fourth, ESG 
performance is measured from publicly disclosed 
information and structured coding. Differences 



49

Banks and Bank Systems, Volume 21, Issue 4, 2026

http://dx.doi.org/10.21511/bbs.21(4).2026.03

in disclosure quality and reporting intensity may 
therefore affect the resulting scores, even though 
the coding framework distinguishes non-disclo-
sure from documented non-implementation. Fifth, 
the predetermined MCDA weights represent ana-
lytical choices rather than estimated economic ef-
fects. Finally, the purposive expert sample does 
not support population-level statistical inference, 
and the analysis does not formally examine non-
linear, dynamic, or causal relationships. Future re-
search could expand the sample and observation 
period and apply appropriate panel-data methods 
with bank-specific and macroeconomic controls. 

Additional financial-risk indicators, including 
non-performing loans, capital adequacy, loan-
loss provisions, and earnings volatility, could be 
incorporated. Future studies could also examine 
lagged ESG effects, nonlinear relationships, and 
causal mechanisms using larger national or cross-
country samples. The findings therefore provide 
preliminary country-specific evidence on the 
ESG–financial performance relationship while 
highlighting the need for broader datasets and 
more rigorous longitudinal methods to establish 
whether the observed associations persist under 
stronger controls.

CONCLUSIONS

This study aimed to examine the association between Environmental, Social, and Governance (ESG) 
performance and the financial performance of selected Armenian commercial banks and to assess the 
relative role of the Environmental, Social, and Governance dimensions over 2017–2025. The empirical 
results provide exploratory evidence of a positive relationship between overall ESG performance and 
bank profitability. ESG performance is positively associated with ROA (r = 0.64) and ROE (r = 0.60) and 
negatively associated with the Cost-to-Income ratio (r = −0.52), indicating a consistent relationship with 
profitability and operating efficiency in the observed sample. The OLS results further show positive esti-
mated coefficients for Governance (β = 0.037, p = 0.001), Environmental (β = 0.023, p = 0.012), and Social 
(β = 0.019, p = 0.018)  performance, with Governance demonstrating the strongest observed association 
with ROA. These findings provide preliminary support for both hypotheses. The results also demon-
strate the usefulness of a structured, disclosure-based ESG framework in an emerging-market banking 
context where consistently comparable external ESG ratings are limited. The separation of aggregate 
ESG performance from the individual E, S, and G dimensions enables the analysis to identify differ-
ences in their observed financial associations. Complementary evidence from 52 banking professionals 
provides contextual support for the relevance of governance, risk management, compliance, transpar-
ency, and accountability in ESG implementation. From a practical perspective, the findings indicate that 
ESG integration may be most effectively considered as part of core banking processes, particularly gov-
ernance, risk management, internal control, compliance, and transparency. However, the results should 
not be interpreted as causal or representative of the entire Armenian banking sector. The analysis is 
limited to three banks and 27 bank-year observations, and the absence of comprehensive bank-specific 
and macroeconomic controls restricts causal inference. Future research should expand the sample and 
observation period, incorporate additional controls and financial-risk indicators, and apply appropri-
ate panel-data, lagged, nonlinear, or dynamic specifications. Comparative research across emerging 
banking markets could further examine whether the observed prominence of Governance is specific to 
Armenia or reflects a broader institutional pattern.
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APPENDIX A

The following semi-structured interview guide was used to obtain complementary contextual evi-
dence from banking professionals regarding ESG practices, financial performance, and governance in 
Armenian banking institutions. 

Section 1. ESG Financing 

1. What financial resources did your bank attract for ESG-related purposes during 2017–2025? 

Section 2. Financial Performance 

2. What financial performance outcomes, such as profitability, investment returns, or cost efficiency, 
have been observed in relation to ESG-related financing activities in your bank? 

Section 3. ESG Governance

3. Does your bank have a dedicated committee, governing body, or senior-management function re-
sponsible for ESG- or sustainability-related decision-making? 

Section 4. Corporate Governance Practices 

4. To what extent are decision-making processes within your bank aligned with internationally recog-
nized corporate governance practices?

Interview Procedure: The interviews followed the above guide, with questions clarified verbally when 
necessary. Data were collected through face-to-face and telephone interviews. The resulting evidence 
was used as complementary contextual information and was not treated as statistically representative 
of the Armenian banking sector.
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