
Effat University Repository

The Impact of ESG Disclosures on Bank Performance

Item Type Capstone

Authors Sabbagh, Tala

Publisher Effat University

Download date 2025-08-03 19:21:15

Link to Item https://repository.effatuniversity.edu.sa/
handle/20.500.14131/2145

https://repository.effatuniversity.edu.sa/handle/20.500.14131/2145
https://repository.effatuniversity.edu.sa/handle/20.500.14131/2145


Effat University 

 1 

 
 

 

 

 

 

 

 

 
 

Effat University 
Collage of Business 

Jeddah – Kingdom of Saudi Arabia 

 
 

The Impact of ESG Disclosures on Bank Performance: 
Evidence from Saudi Arabia 

 

By 
 

 Tala Sabbagh 
 
 
 

A Dissertation Submitted in Partial Fulfillment of the Requirements of the Degree 

Bachelor in Accounting and Finance 

 

Thesis Advisor: Dr. Alaa Alqudah 

 

Spring 2024/2025 



Effat University 

 2 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Effat University 

 3 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Effat University 

 4 

 

ءادھلاا  

ماتخلا ىلعو ءدبلا ىلع الله دمحلاف الله لضف لاول اذھ لعفلأ تنكام ،انانتماو اركشو ابح الله دمحلا  

......  

نَیمَِلاَعلْا بِّرَِ َِّ|ُ دمْحَلْا نَِأ مْھُاوَعَْد رُخِآوَ )  ) 

 انا اھو ،اھتلعف يننكل تلایھستلابً افوفحم ناك قیرطلا لاو ابیرق ملحلا نكی مل ،نوكت نأ اھل يغبنی لاو ةریصق ةلحرلا نكت مل
 يجرخت ثحب متخأ مویلا انا اھو ،ملحلاو ملعلا لیبس يف تاونس سمخ دعبو ةقشمو بعت دعب ةیعماجلا يتلحر ةیاھن ىلإ تلصو

ماتخلاو ءدبلا ىلع انانتماوً اركشوً ابح اللهدمحلاف  

 

 ىلإ لباقم لاب يناطعأو دودح لاب ينمعد نم ،ھتنبا ينأ رختفا يذلا ىلا ،میظعلا لجرلا كلذ ھمسا نع يمسا لصفنی لا يذلا ىلا
 يدنسو يتریسم يف لولأا يمعاد قلاخلأا مراكم يحور يف سرغ نم ىلإ ،ةفرعملاو ملعلا اھحلاسو حافك ایندلا نأ ينملع نم

"بیبحلا يدلاو " ...الله دعب يذلامو يتوقو  

 

 دئادشلا يل تلھسو امئاد يمسا مضت اھتاوعد تلظ يتلا ىلإ ،اھیدی لبق اھبلق يننضتحاو ،اھمادقا تحت ةنجلا الله لعج نم ىلإ
"ةنونحلا يتدلاو" ...نونحلا بلقلا ىلإ ،كاوشلاا يقیرط نع تلازأ يتلا ةیفخلا دیلا ىلإ ،اھئاعدب  

 

 ،بحلاب ينوقسو يفعض دنع ينودناس نم ىلإ ،يتاردقب ونما نم ىلإ ،يتایح يف ةتباثلا ةدمعلاا ىلإ ،اھتوفصو يمایأ ةریخ ىلإ
"يتاوخأو يناوخأ" ...نیعم ریخ اوناكف يدضع مھب الله دش نم ىلإ ،نیتملا يرادجو ةبلصلا يضرأ ،ھل رمع لا دنس يل متمد  

 

 اوعس نم ىلا دئادشلا باحصأو نینسلا ءاقدصأ ىلإ ،ءاطعلاو ءافولاب اوزیمتو ... قلاخلأاب اولحتو ،قیرطلا ينوكراش نم ىلإ
"تازیزعلا يتاقیدص" ةریسملا هذھ مامتإ يف يعم  

 

 مامتإ يف يل ھتدعاسمو ھیجوت ىلع "ةاضقلا ءلاع :روتكدلا" يجرخت ثحب يف ھتدعاسمل ریدقتلاو ركشلا لكب ھل نتما نم ىلإ
ریخ لك الله هازجف ،ثحبلا اذھ  

 ركشلا لك ،يتاوخاو يناوخا معدو يدلاو ءاعدو ... الله نم قیفوت لاول لعفلأ تنكام ،اھل انأو "اھلان" اھل انا لاق نمً اریخأو
 الله نم ھیجار دعبو لبق نم اللهدمحلا حاجنو رخفب ھیف تررم ام لك متخا مویلا انا اھ رارصلإاو ةمیزعلاو ربصلا ىلع يسفنل

  .ينملع امب ينعفنی نا ىلاعت

ماتخلاو مامتلا ىلع اللهدمحلاف  
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Abstract 

 

Saudi banks must buplished their Environmental, Social, and Governance (ESG) in order to showe 

their ethical duty, sustainability, and transparency. This research investigates the relationship of 

Environmental, Social, and Governance (ESG) disclosures and the banks performance in Saudi 

Arabia during the period 2018 to 2024. The study's primary goal is to determine whether banks 

that actively report on their ESG efforts have better financial results. As we used a quantitative 

approuch, using a secondary data from the banks annual reports, ESG disclosure, and financial 

statements. As we used the regression analysis to test how is the relationship between ESG 

components and the financial performance (ROA) of the banks. However, the research results 

showes that the ESG disclosues have an positev impact on the finacial performance. In addition, 

Environmental, and the Social pillars were statistically significant, while the Governance was less 

pronounced. So these results highlight that reporting ESG will improve the financial outcomes and 

supporting the goal of vision 2030 in Saudi Arabia.  

 

 

Keywords: ESG Disclosure, Financial performance, Bank Size, Return on Assets, Saudi Arabia 
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صخلملا  
 

 ،يقلاخلأا اھمازتلا راھظإ لجأ نم (ESG) ةمكوحلاو ةیعامتجلااو ةیئیبلا اھتاسرامم نع حاصفلإا ةیدوعسلا كونبلا ىلع نّیعتی

 ءادلأاو (ESG) ةمكوحلاو ةیعامتجلااو ةیئیبلا تاحاصفلإا نیب ةقلاعلا لیلحت ىلإ ةساردلا هذھ فدھت .اھتیفافشو ،اھتمادتساو

 كونبلا تناك اذإ ام ةفرعم وھ ثحبلا نم يسیئرلا فدھلا .2024 ماع ىلإ 2018 ماع نم ةرتفلا للاخ ةیدوعسلا كونبلل يلاملا

 نم اھعمج مت ةیوناث تانایب مادختساب يمك جھنم دامتعا مت .لضفأ ةیلام جئاتن ققحت ESG يف اھتاسرامم نع ةیلعافب حصفت يتلا

 رابتخلا رادحنلاا لیلحت مادختسا مت امك .ةیلاملا مئاوقلاو ،ةمكوحلاو ةیعامتجلااو ةیئیبلا تاحاصفلإاو ،كونبلل ةیونسلا ریراقتلا

 حاصفلإا نأ ةساردلا جئاتن ترھظأ .(ROA) لوصلأا ىلع دئاعلا يف لثمتملا ،كونبلل يلاملا ءادلأاو ESG تانوكم نیب ةقلاعلا

 يونعم ریثأت امھل ناك ةیعامتجلاا ةیلوؤسملاو ةئیبلا يرصنع نأ امك .كونبلل يلاملا ءادلأا ىلع يباجیإ ریثأت ھل ESG نع

 اھنع حاصفلإاو ESG تاسرامم يّنبت نأ ىلإ جئاتنلا هذھ ریشت .احًوضو لقأ ةمكوحلا رصنع ریثأت ناك نیح يف ،يئاصحإو

 .يلاملا عاطقلا يف ةمادتسم ةیمنت وحن 2030 ةكلمملا ةیؤر فادھأ معدیو ،ةیلاملا جئاتنلا ززعی

 

 

 ةیدوعسلا ةیبرعلا ةكلمملا ،(ROA) لوصلأا ىلع دئاعلا ،كنبلا مجح ،يلاملا ءادلأا ،ESG نع حاصفلإا :ةیحاتفملا تاملكلا
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Chapter One: Introduction 

 

The relationship between Environmental, Social, and Governance (ESG) disclosures and the 

financial performance of banks has become an important focus of attention in today's international 

financial arena. Banks and other firms are been required to report how they address the governance 

of their firm, the ethical conduct of their businesses and sustainability. There are stakeholders 

responding to ESG reports - that want to know how firms are managing their risks related to social 

and environmental issues, including investors, regulators and consumers. In the financial markets, 

ESG disclosures have become very important in recent years and have become required disclosures 

in some countries. Its worth noting that banks in the financial sector have started the 

implementation of ESG practices under the Vision 2030 goals developed by Saudi Arabia. That 

said, there is no research on whether ESG disclosures are actual determinants of financial 

performance for banks in Saudi Arabia. This study seeks to explore the relationship between the 

financial performance of Saudi banks and ESG disclosures. 

 

1.1 Background 

In recent years, Environmental, Social and Governance (ESG) factors have garnered immense 

prominence in the global financial industry as an effective means to evaluate a company's 

sustainability and ethical footprint. ESG disclosures define the published, non-financial 

information to be reported that explains a company's environmental measures, social 

responsibilities and governance measures. ESG disclosures are growing ever more important to 

stakeholders from investors to regulators to the general public, as a means of gaining insight into 

a firm's long-term risks and opportunities which are not measured via traditional financial 

performance metrics. Typically, investors have been most concerned with the returns on their 

investments, with less concern on how they were to be achieved. The financial sector is in a period 

of change where the shift is toward greater accountability and transparency with investors 

accessing all engaged in managing their funds. As pension and retirement investors become more 

cognizant of where and how their money is invested, they are demanding more ethical and 

responsible investment options. While impact investing, ethical investing, sustainable investing 

and socially responsible investing have been established for some time, ESG has now become the 
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standard measure for determining how corporations considered their operational environmental 

footprint, social interactions and governance. 

 

The Environmental aspect of ESG considers how companies respond to environmental issues, 

especially climate change, resource usage, pollution control, and waste management. Firms that 

ignore environmental responsibilities expose themselves to financial penalties, reputational 

damage, and legal consequences, while those that proactively adopt sustainable practices are better 

positioned for long-term success. The Social component addresses how a company manages 

relationships with employees, suppliers, customers, and the broader community. Fair labor 

practices, workplace safety, respect for human rights, and product responsibility all fall under this 

pillar. Companies that neglect these areas risk reputational harm, employee dissatisfaction, and 

regulatory action. Finally, the Governance dimension  

focuses on corporate leadership, transparency, ethical decision-making, shareholder rights, and 

internal controls. Strong governance promotes integrity, reduces the risk of scandals or fraud, and 

ensures fair and responsible management. In the banking sector where trust, accountability, and 

risk management are fundamental ESG disclosures play a vital role in building credibility, 

ensuring regulatory compliance, and attracting responsible capital. 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1: Key Themes and Issues Under Environmental, Social, and Governance (ESG) 

Pillars 
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1.2 ESG Progress in Saudi Arabia 

Saudi Arabia is taking strong steps to apply ESG (Environmental, Social, and Governance) 

principles as part of its Vision 2030 plan. The country has set a goal to reach net zero emissions 

by 2060 and has launched the Saudi Green Initiative, which includes over 60 projects and 

investments worth more than SAR 700 billion to support the green economy. Government bodies 

and private companies are working together to apply ESG frameworks. For example, Tadawul has 

issued ESG disclosure guidelines, and Riyad Bank has created a Sustainable Finance Framework 

to support green activities. The Saudi Electricity Company also published its Green Sukuk 

Framework in 2020 to support environmental efforts in line with Vision 2030. The Public 

Investment Fund (PIF) plays an important role in driving ESG by supporting sustainable 

investments both inside and outside the Kingdom. The Future Investment Initiative (FII Institute), 

based in Riyadh, has also developed an inclusive ESG framework for emerging markets. Officials 

and company leaders stress that ESG is not only about money. It’s about protecting the 

environment, supporting communities, and building a better future. Saudi Arabia aims to lead in 

ESG by focusing on strong governance, environmental responsibility, and social progress. 

 

 

1.3 Problem Statement 

As the topic of ESG disclosures and bank performance is important because it connects financial 

success with responsibility. Today, banks are expected to do more than just make profits they are 

also expected to protect the environment, treat people fairly, and follow strong governance 

practices. In Saudi Arabia, this is especially important as the country is moving toward a more 

sustainable and diversified economy under Vision 2030. ESG practices help banks build trust with 

investors, customers, and regulators. They also help reduce risks that could lead to legal issues, 

financial loss, or damage to reputation. Understanding the link between ESG and bank 

performance can help banks make better decisions, improve their long-term stability, and attract 

responsible investors. It also supports the country’s goals for a greener and more transparent 

financial system. That’s why this topic matters for banks, the economy, and the future. 
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1.4 Research Objectives 

This research aims to achieve the following objectives: 

 

1. To investigate how Saudi Arabian banks' financial performance is affected by ESG 

disclosures. 

2. To analyze which ESG factors (Environmental, Social, or Governance) have the strongest 

relationship with bank profitability. 

 

In this research, the main goal is to investigate the relationship between ESG disclosures and the 

financial performance of banks in Saudi Arabia. The study aims to find out whether banks that are 

more active in reporting their environmental, social, and governance practices perform better 

financially compared to others. This includes looking at how ESG factors like sustainability, 

fairness, and transparency affect key financial indicators such as profitability,  

 

return on assets (ROA), and return on equity (ROE). The research will also explore which part of 

ESG (Environmental, Social, or Governance) has the strongest influence on a bank’s performance. 

By doing this, the study hopes to give a better understanding of how ESG reporting can support 

the growth and stability of banks in Saudi Arabia, and how it fits into the country's long-term 

economic goals. 

 

 

1.5 Hypothesis 

So in this research we will answer about Does ESG disclosure improve bank performance in 

Saudi Arabia? As we have two hypothesis: 

 

H₀ (Null Hypothesis): 

The null hypothesis (H₀) states that there is no significant relationship between ESG disclosures 

and the financial performance of Saudi banks. This means that whether a bank reports its ESG 

practices or not, it has no clear effect on financial indicators like Return on Assets (ROA) or Return 

on Equity (ROE). If this hypothesis is accepted, it would mean that ESG reporting does not have 

a direct impact on how well the bank performs financially. 



Effat University 

 15 

H₁ (Alternative Hypothesis): 

The alternative hypothesis (H₁) suggests that banks with higher ESG disclosures perform better 

financially. This means that banks which are more transparent about their environmental, social, 

and governance activities are likely to have stronger financial results. If the data supports this 

hypothesis, it would show that ESG plays an important role in improving bank performance in 

Saudi Arabia. 
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Chapter Two: Literature Review 

 

This chapter reviews earlier research that examined the connection between banks' financial 

performance and Environmental, Social, and Governance (ESG) disclosures. It outlines the 

evolution of ESG reporting, particularly in the Saudi banking industry, and demonstrates how 

scholars have looked at the financial impacts of ESG policies in various settings. Since ESG has 

grown in importance in company reporting, numerous studies have attempted to quantify its effect 

on performance metrics such as return on equity (ROE) and return on assets (ROA). ESG is also 

receiving increased attention in Saudi Arabia, particularly as a result of national initiatives like 

Vision 2030 that support financial sector sustainability and transparency. This chapter's overview 

of the literature provides a current and pertinent perspective on the subject by concentrating on 

studies that were published between 2018 and 2024.  It covers both domestic and foreign 

viewpoints, with a particular emphasis on Saudi Arabia.  The goal is to comprehend the application 

of ESG practices in Saudi banks, the obstacles they face, and whether or not financial outcomes 

and ESG reporting are positively correlated.  The chapter is structured according to major issues 

that emerged in the research, such as the development of ESG policies, empirical results on ESG 

and performance, green banking, and the potential influence of bank size. 

 

2.1 The effectiveness of green banking in saudi arabia (Alamri, 2023) 

In a thorough analysis, Razan Alamri (2023) lays out the conceptual framework for green banking 

in Saudi Arabia, placing it within the framework of the Kingdom's Vision 2030 goal as well as the 

fields of economic modernization and environmental sustainability.  The conceptual 

underpinnings of green banking are presented in this paper, which links it to the broader area of 

sustainable finance, which emerged in the 1980s as a result of increased awareness of 

environmental degradation and the social repercussions of unchecked economic growth.  

According to Alamri, "green banking" can simply refer to financial practices that place a high 

priority on social governance and environmental responsibility, encouraging banks to reduce their 

environmental impact through both internal operations and external investments.  
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According to Alamri, green banking is a financial model that actively supports economically 

sustainable behaviors by offering services including socially conscious investment portfolios, 

green loans, and green mortgages.  In addition, the approach promotes paperless banking, energy-

efficient internal operations, and the incorporation of environmental risk assessments into lending 

and investing choices.  Historical examples of early adopters of this strategy include HSBC's 2005 

pledge to become carbon neutral and Triodos Bank in the Netherlands.  More recently, 

organizations such as Saudi Arabia's Al Rajhi Bank have introduced sustainable finance 

frameworks in partnership with international organizations, indicating the region's increasing 

acceptance of green banking. 

 

It's important to note that Alamri makes a distinction between eco-friendly banking and green 

banking.  Eco-friendly banking places more emphasis on openness and moral banking practices, 

especially when it comes to the distribution of client assets, even if both models encourage 

sustainable investment and work to lessen environmental damage.  Eco-banks tend to prioritize 

investments in renewable energy, sustainable infrastructure, and ethical businesses over ventures 

that harm the environment.  This contrast highlights the importance of accountability and 

quantifiable environmental impact in green finance, which is a major issue in Alamri's work. 

 

The article lists a number of the main advantages of green banking. These include promoting long-

term sustainability objectives, drawing in eco-aware millennial consumers, improving brand 

recognition, and possibly forming alliances with governmental and nonprofit institutions. 

Additionally, by making investments in cutting-edge technology and environmentally friendly 

business models, green banking may promote innovation and reduce the financial risks connected 

to climate change. Alamri also highlights how green banking may help achieve the Sustainable 

Development Goals (SDGs) of the UN, particularly by providing targeted finance for initiatives in 

the fields of sustainable energy, poverty alleviation, healthcare, and education. 

 

The report highlights that Saudi Arabia has significant obstacles in implementing green banking, 

despite its encouraging potential. These include the lack of a strong legislative framework, the 

general lack of knowledge about environmental sustainability, and the high expenses of switching 

to green operational methods, especially in an oil-dependent nation. Alamri emphasizes that the 
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development of green banking will continue to be constrained in the absence of robust institutional 

and political backing, particularly unambiguous direction from the Saudi Central Bank (SAMA). 

 

One of the main topics of Alamri's work is the regulatory environment. She looks at national and 

international policy changes meant to promote sustainable finance. Organizations like the Network 

for Greening the Financial System (NGFS) and the Sustainable Banking Network (SBN) are 

becoming more and more important in directing regulators and central banks around the world. 

Green bond frameworks, Environmental Due Diligence (EDD) procedures, and the use of 

voluntary guidelines like the Green Bond Principles (GBPs) and Climate Bonds Standards are 

among the policy measures described in the article. China and the United Kingdom are 

commended for their aggressive legislative strategies. For example, the UK's net-zero pledges and 

China's required green finance disclosures serve as regulatory models that may influence 

comparable developments in Saudi Arabia. 

 

The study also notes a number of drawbacks and hazards related to green banking. These include 

the potential for organizations to inflate or fabricate the environmental advantages of their 

operations, a risk known as "greenwashing," the absence of standardized definitions and reporting 

metrics, and the challenge of controlling the financial risks involved in investing in novel and 

untested green technologies. Furthermore, some financial institutions may be discouraged from 

embracing these models due to the greater upfront expenses of implementing green practices and 

the lack of technical know-how in sustainable finance. 

 

In conclusion, Alamri’s work provides a holistic overview of the role of green banking in 

supporting sustainable development, particularly in the context of Saudi Arabia. The article 

emphasizes that green banking holds significant potential to reshape the banking sector by aligning 

financial practices with environmental and social priorities. Nevertheless, Alamri stresses that 

meaningful progress will require coordinated efforts between banks, regulators, policymakers, and 

consumers. The article concludes by advocating for clear regulatory frameworks, increased 

education and public awareness, and the development of practical incentives to support the growth 

of sustainable finance in the Kingdom. 
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2.2 The effect of ESG disclosure on firm performance (Firmansyah et al., 2023) 

 

2.2.1 Overview of Saudi Policy on ESG Reporting 

As part of its larger national reform program, Saudi Arabia has made deliberate efforts in recent 

years to encourage Environmental, Social, and Governance (ESG) reporting. The Saudi Exchange 

established official ESG reporting guidelines in 2021 with the goal of assisting over 200 listed 

companies and prospective public corporations in improving their disclosure procedures. A major 

regulatory step toward increasing openness and boosting investor trust is represented by these 

requirements. ESG has received strong backing from the Kingdom's government. Policies that 

promote ESG disclosure and investment are in line with Vision 2030's goals, which include 

strengthening the financial market infrastructure and diversifying the country's economy. Al-

Rumaih, the CEO of the Saudi Exchange, claims that local and international investment decisions 

are more influenced by ESG principles. These days, voluntary ESG reporting is seen as a key sign 

of a company's long-term viability and stability. To encourage the implementation of ESG, several 

Saudi institutions have joined forces. These include the Capital Market Authority, the King Khalid 

Foundation, and a number of ministries, including those in charge of finance, commerce, 

investment, energy, the environment, economy and planning, human resources, and social 

development. Together, these groups strive to integrate ESG concepts into business operations in 

order to create a robust and sustainable economy. The focus on ESG is a reflection of the increasing 

understanding that fulfilling changing stakeholder expectations and achieving sustainable growth 

depend on ethical corporate conduct. 

 

2.2.2 ESG Disclosure and Financial Performance 

The results of empirical studies looking at the connection between firm success and ESG 

disclosure are not entirely consistent. According to a number of studies, such as those by Ahmad 

et al. (2021), Alareeni and Hamdan (2020), and Bahadori et al. (2021), there is a positive 

correlation between ESG initiatives and better financial outcomes. This is because ESG initiatives 

encourage businesses to adopt socially and environmentally responsible practices. For instance, 

Ahmad et al. (2021) found that companies with greater ESG transparency typically report superior 

financial results using data from FTSE350-listed UK companies. In a similar vein, Friede et al. 

(2015) examined research conducted up until 2015 and discovered that 90% of them indicated a 
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favorable relationship between ESG and performance. Other researchers, however, present data 

that are in conflict. When evaluating business performance using Economic Value Added (EVA), 

Atan et al. (2016) found no discernible correlation between ESG and firm performance. Bătae et 

al. (2021) discovered that CSR may have a detrimental impact on business performance, especially 

in the European banking industry. In their analysis of Norwegian companies, Giannopoulos et al. 

(2022) found a positive correlation with Tobin's Q but a negative correlation with ROA. It's 

interesting to note that El Khoury et al. (2021) proposed a non-linear (concave) connection, 

indicating that ESG is beneficial at moderate investment levels but harmful at excessive ones. ESG 

performance also lessens the chance of stock market crashes, according to Gao et al. (2022). The 

current study aims to review this relationship in the Saudi Arabian context, which is politically 

and economically distinct from Western democracies, in light of the lack of agreement. 

 

2.2.3 Environmental Disclosure and Financial Performance 

According to studies like those by Abdi et al. (2022) and Al Amosh et al. (2022), there is a positive 

correlation between financial performance and environmental disclosure, suggesting that 

companies that practice environmental responsibility may see an increase in stakeholder trust and 

operational efficiency. However, some research (e.g., Ahmad et al., 2021; Duque-Grisales & 

Aguilera-Caracuel, 2021; Saygili et al., 2022) documents adverse consequences, contending that 

environmental initiatives frequently include substantial initial expenses that diminish immediate 

profitability. Duque-Grisales & Aguilera-Caracuel (2021) contended that excessive ESG-related 

costs could impede operational efficiency, while Saygili et al. (2022) noted that environmental 

disclosure had a detrimental impact on Turkish enterprises' performance. Given that resolving 

environmental issues is expected to improve a company's reputation and operational success, the 

stakeholder theory predicts a positive link. 

 

2.2.4 Social Disclosure (CSR) and Financial Performance 

Social disclosure, often aligned with CSR, is the second pillar of ESG. Again, the empirical 

findings are conflicting. Research shows that social activities can improve company performance, 

especially by lowering costs and strengthening stakeholder connections (Abdi et al., 2022; Ahmad 

et al., 2021; Bahadori et al., 2021). These findings include a range of scenarios, including a sample 

of 24 emerging nations, the US, India, Turkey, and the UK. CSR, however, does not always result 
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in financial gains, according to research like Bătae et al. (2021) and Duque-Grisales & Aguilera-

Caracuel (2021), especially in the banking and multinational industries. These unfavorable results 

can be the result of investors' doubts about the real benefits of social spending. Stakeholder theory 

contends that by enhancing stakeholder participation, social efforts improve corporate 

performance in spite of these inconsistencies. 

 

2.2.5 Governance Disclosure and Financial Performance 

The governance (G) component deals with risk management, ethics, transparency, and board 

structure. According to research by Maji & Lohia (2022), Ahmad et al. (2021), and others, robust 

governance frameworks are associated with better financial outcomes because they boost investor 

confidence and lessen managerial agency issues. However, not every result is favorable. According 

to Abdi et al. (2022), governance initiatives in the aviation industry actually decreased financial 

performance, presumably as a result of higher compliance expenses. Menicucci & Paolucci (2022) 

and Bahadori et al. (2021) also discovered negative relationships in specific sector and 

geographical situations. Stakeholder theory states that more responsibility brought about by 

excellent governance should enhance performance. 

 

2.3 Impact of ESG Initiatives on Financial Performance in the Banking Sector (Alamoudi 

& Hamoudah, 2025) 

According to stakeholder theory, which emphasizes that businesses should include sustainability 

into corporate plans in order to meet stakeholder expectations, there is a correlation between ESG 

initiatives and financial performance (Freeman, 1984). ESG initiatives are perceived as value-

adding processes that boost stakeholder confidence and enhance financial results by increasing 

cash flow and reputation (Gillan et al., 2021; Diez-Cañamero et al., 2020). This view is supported 

by earlier research, which indicates that businesses that prioritize sustainability perform better 

because they are more operationally efficient and have less risk exposure (Alahdal et al., 2024; 

Campbell, 2007). The continuing economic diversification of Saudi Arabia under Vision 2030 

makes the ESG discussion particularly pertinent in this context. According to scholars, in order to 

improve the performance of listed companies in developing markets like Saudi Arabia, 

comprehensive ESG legislation is required (Almulhim et al., 2024). In this transition, the banking 

industry in particular is crucial. Studies indicate that sustainability improves long-term viability 
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and trust, which is why Saudi banks have embraced ESG frameworks more and more in risk 

management and investment allocation (El Khoury et al., 2023; Mohamed Adnan et al., 2023; 

Yahya, 2024). According to data from Saudi businesses, including ESG practices improves 

financial success (Almohanna & Alhussayen, 2024). International research has also shown that 

ESG-related activities, particularly in governance and environmental disclosure, can have a 

positive impact on financial outcomes, such as increased ROE and ROA (Lee & Isa, 2023; Nguyen 

et al., 2022; Yoon et al., 2018; Pulino et al., 2022; Wu et al., 2024). Stakeholder involvement, cost 

savings, and reputational benefits have also been connected to ESG practices (Zhao et al., 2018; 

Naeem et al., 2022; Bruna et al., 2022). Some research, nevertheless, challenges this optimistic 

perspective. Excessive ESG investment has been linked to lower financial performance because 

of higher expenses and missed opportunities, according to research (Nareswari et al., 2023; Saygili 

et al., 2022). Additionally, a number of researchers discovered either no effect or just partial 

benefits, suggesting that the impact of ESG initiatives differs according on the industry, location, 

or ESG focus of the organization (Lamanda & Tamásné Vőneki, 2024; Bahadır & Akarsu, 2024). 

For example, environmental disclosures frequently reveal minimal or even negative connections 

with company performance, although social scores and governance have demonstrated a beneficial 

influence. The relationship between ESG activities and financial success in Saudi Arabia's banking 

industry is still unclear due to the conflicting empirical findings. 

 

2.3.1 The Moderating Role of Bank Size 

The study uses legitimacy theory, which contends that businesses adopt socially acceptable 

practices in order to retain stakeholder support, to further investigate the relationship between ESG 

and performance (Suchman, 1995; Deegan, 2002). In order to maintain legitimacy and strengthen 

their social compact with society, larger companies must engage more in ESG due to increased 

public and regulatory scrutiny (Udayasankar, 2008). According to research, the size of a bank may 

have a big impact on the direction and magnitude of ESG's influence. In order to successfully 

apply ESG standards, larger banks typically have better infrastructure, more resources, and more 

operational flexibility. Additionally, stakeholders give them more attention, so maintaining 

credibility and financial results depends on ESG alignment (Al-Jalahma et al., 2020; Buallay et 

al., 2020). Smaller banks, on the other hand, might not have the resources or motivation to fully 

participate in ESG projects, which would restrict their strategic efficacy. Although some research 
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indicates that bank size enhances the financial gains from sustainability initiatives by positively 

moderating the ESG–performance relationship (Dihardjo & Hersugondo, 2023; Sukesti et al., 

2024), others contend that size may not always have a significant moderating effect (Korkmaz & 

Nur, 2023). According to Abdi et al. (2022), since the advantages of sustainability fluctuate 

depending on the industry and organizational size, adoption tactics should be customized 

accordingly. These contradictory findings highlight the necessity of empirical research that is 

especially targeted at the Saudi banking sector. 

 

2.4 ESG Disclosure and Bank Sector in Saudi Arabia (Abu Hussain, Alsayegh & Boshnak, 

2024) 

The report "The Role of ESG Disclosure in Enhancing Profitability and Market Value: Insights 

from Saudi Arabia's Corporate Landscape" provides significant information for the banking 

industry despite its primary focus on non-financial companies. According to the research, Saudi 

Arabia's Vision 2030, which promotes sustainability, transparency, and improved corporate 

performance, has made ESG disclosure more significant in the kingdom. Due to variations in their 

accounting systems and regulatory requirements, banks were not included in the study's sample. 

Nonetheless, the authors point out that in the near future, the banking industry will probably come 

under increasing pressure to implement ESG principles. In order to satisfy investors and regulators 

alike, Saudi banks will be forced to provide more details about their environmental, social, and 

governance procedures as ESG becomes a more important consideration in investment decisions. 

The study also emphasizes how ESG initiatives, particularly in the governance and environmental 

domains, can raise a business's market value and profitability. Although non-financial companies 

demonstrated this, banks should also be expected to do so given their significant economic role 

and high degree of public trust. Since banks will be crucial in assisting the nation's transition to 

sustainability and responsible finance, the authors recommend that future studies concentrate 

exclusively on them. 
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2.5 Environmental Disclosure and Bank Performance in Saudi Arabia (Muneer, 2024) 

In the Saudi banking sector, environmental disclosure has become a crucial part of ESG reporting. 

According to the literature, Saudi Arabian banks are progressively including environmental 

practices into their public reporting, especially in response to the country's sustainability objective 

under Vision 2030 and rising stakeholder expectations. Several studies have used the 

Environmental Disclosure Index (EDI) to assess how well banks report on their ecological impact 

management, resource efficiency, and energy use. These disclosures continue to have a mixed 

effect on financial success, nevertheless. According to certain research, environmental disclosure 

and profitability metrics like return on equity (ROE) and return on assets (ROA) are negatively 

correlated. This is sometimes ascribed to the extra expenses banks face when putting 

environmentally conscious operations into place, especially when they are first adopting ESG. 

These results imply that although environmental reporting shows a dedication to sustainability, it 

could not result in quick financial rewards. However, research indicates that bigger banks with 

more robust environmental disclosure policies include Al Rajhi Bank and Banque Saudi Fransi. 

They are able to balance the demands of investors and regulators with the expense of implementing 

ESG due to their size and wider financial capacity. This suggests that the relationship between 

environmental disclosure and financial performance may be moderated by bank size. Due to the 

research, environmental disclosure can improve transparency, foster stakeholder confidence, and 

assist long-term strategic alignment with national goals, even though it isn't necessarily financially 

advantageous in the near term. The literature urges further regulatory guidance and standardization 

to increase the importance of environmental practices in company performance, although ESG 

reporting in the Saudi banking industry is still uneven. 
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Chapter Three: Research Methodology 

 

3.1 Overview 

With an emphasis on Saudi Arabia, this chapter examines earlier research on the connection 

between ESG disclosures and bank financial performance. It emphasizes how ESG has grown in 

significance within the banking industry, particularly in light of governmental objectives such as 

Vision 2030. To guarantee current and pertinent findings, the evaluation incorporates research that 

was published between 2018 and 2024. The chapter examines important subjects like green 

banking, Saudi Arabia's ESG regulations, the financial impacts of ESG practices, and the potential 

influence of bank size on this relationship. Finding out how ESG reporting is used in Saudi banks 

and whether it clearly affects financial performance metrics like ROA and ROE is the goal. 

 

3.2 Research Onion 

The research onion model created by Saunders et al. (2016) is a helpful tool for outlining the phases 

involved in developing a research methodology. The model illustrates the several stages that 

researchers go through when organizing their investigation. It begins with the research philosophy 

at the outermost layer and progresses inward through research strategies, approaches, 

methodological decisions, and time spans before arriving at the core, which deals with data 

collecting and analysis methods. Every layer aids in directing the researcher toward rational and 

understandable choices. This approach is beneficial because it systematically arranges the research 

process and guarantees that each component is interconnected and grounded in sound logic. 
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Figure 2: The Research Onion Framework by Saunders et al. (2016) 

 

3.2.1 Research Design 

This study uses a quantitative, cross-sectional, and explanatory research design based on secondary 

data. The goal is to investigate the connection between Saudi Arabian listed banks' financial 

performance and ESG disclosures. Because it provides the opportunity to generalize the results 

across the sector and aids in testing the relationship between numerical variables, a quantitative 

approach is employed. Data gathered between 2018 and 2024, when Saudi Arabia began putting 

more of an emphasis on ESG through new frameworks and policies under Vision 2030, is used in 

the study. The study examines trends and connections between financial metrics such as return on 

equity (ROE) and return on assets (ROA) and ESG reporting. The study can provide precise and 

unambiguous findings regarding the effect of ESG on bank performance in the Saudi context by 

utilizing actual financial and ESG reports. 
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3.2.2 Research Philosophy 

It serves as the foundation for the study by outlining the researcher's perspective on reality, the 

methods used to gather information, and the beliefs and presumptions that underpin the 

investigation. The philosophy chosen for this study is positivism, which aligns with the goal of 

employing a quantitative approach to investigate the connection between ESG disclosures and 

Saudi banks' financial performance. This school of thought holds that knowledge is derived from 

quantifiable facts and observations, and that historical and present data can be used to forecast the 

future. Because positivism adopts an objective viewpoint, the variables under study—such as 

ROA, ROE, and ESG scores—exist apart from the researcher and are observable and measurable. 

Focusing on facts rather than subjective perceptions or judgments is the goal. Positivism is the 

most appropriate philosophy because this study relies on actual facts from bank financial 

statements and ESG reports. This research philosophy is in favor of gathering numerical data, 

putting theories to the test, and utilizing statistical techniques to analyze the findings. The study 

intends to provide lucid and impartial findings regarding the relationship between ESG practices 

and bank performance in the financial sector of Saudi Arabia by employing this methodology. 

 

3.2.3 Research Approach 

Since the purpose of this study is to test particular hypotheses by analyzing the relationship 

between ESG disclosures and financial performance in Saudi banks using actual data, a deductive 

research approach was chosen. Based on prior research and theory, this method aids in verifying 

whether there is a quantifiable and rational relationship between ESG practices and financial 

results. The study can expand on previous scholarly work while evaluating its applicability in the 

Saudi context thanks to the deductive method. Because it employs observable and quantitative data 

to focus on cause-and-effect links, it also makes the conclusions more generalizable. 

 

3.2.4 Research Strategy 

This part of the study establishes the overall plan for gathering and applying data in order to 

address the research topic. The descriptive research approach is applied in this study. The objective 

is to outline the present state of ESG disclosure in Saudi banks and ascertain the relationship 

between it and their financial results. This approach aids in providing a clear picture of how 

financial results are impacted by ESG policies and how they are reported. Information is gathered 
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from listed Saudi banks' financial statements, annual reports, and ESG disclosures using a 

secondary data approach. The researcher can collect organized, trustworthy data that has already 

been published using this strategy. 

 

3.2.5 Research Choice 

This research uses a quantitative, one-method approach in which all data is gathered and examined 

through statistical and numerical methods. Since the goal of the current study is to investigate how 

ESG disclosures impact financial indicators such as ROA and ROE in banks, this approach is 

suitable. The study analyzes the direction and strength of the association between ESG 

(Environmental, Social, Governance) elements and bank performance using SPSS software. This 

decision is appropriate for examining financial data and ESG scores provided by Saudi banks since 

it supports the research goal of testing hypotheses and comprehending quantifiable effects. 

 

3.2.6 Time Horizon 

As this study uses a cross-sectional time horizon, data is gathered and examined at a particular 

point in time rather than across a longer period of time. The study focuses on Saudi banks' financial 

performance between 2018 and 2024 as well as their ESG disclosures. This enables the researcher 

to examine a certain time frame and contrast the financial outcomes and ESG practices of several 

banks throughout those same reporting years. A clear picture of the circumstances at that period is 

captured by the cross-sectional technique. It still offers solid information for examining the 

connection between ESG and financial success and is more useful than gathering data over many 

years. With this approach, the study can identify any trends or distinctions between banks within 

that three-year period without requiring long-term monitoring. 

 

3.2.7 Techniques and Procedures 

This section explains the data collection and analysis process. Secondary data gathered from Saudi 

Arabian listed banks' annual reports, financial statements, and ESG disclosures will be used in this 

investigation. The data will span 2018 through 2024, enabling me to compare financial 

performance and ESG reporting over a certain time frame. Return on Equity (ROE) and Return on 

Assets (ROA) will be used to gauge the financial performance. Regarding ESG, I will either create 

a checklist based on the information in the banks' disclosures or use the published ESG rankings. 
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I'll enter all of the data into SPSS software to perform the analysis when I've collected it. 

Descriptive statistics will be used to summarize the findings, and regression and correlation tests 

will be used to examine the connection between financial success and ESG. To make the data 

easier to read and comprehend, I will use tables, charts, and graphs to explain the findings. This 

method ensures that the research is based on official data and gives results that are clear, reliable, 

and objective. 

 

3.2.8 Variables and Measurements 

Both independent and dependent variables are included in the study: 

 

Independent Variable: Environmental, Social, and Governance Disclosure 

This covers the governance, social, and environmental aspects that the banks have disclosed. A 

disclosure checklist or ESG scores will be used to measure it. 

 

Dependent Variable: Financial Performance. 

Indicators like Return on Equity (ROE) and Return on Assets (ROA) will be used to gauge 

financial performance. 

 

3.2.9 Population and Sample Selection 

Each bank that is listed on the Saudi stock exchange is part of the research population. These banks 

were chosen for this study because they are obligated to release their financial reports and ESG 

disclosures, making their data accessible and trustworthy. Only banks that have disclosed both 

financial performance and ESG data between 2018 and 2024 will be included in the sample. 

Purposive sampling is used in the selection process, so only banks that satisfy the study's criteria 

will be included. This entails having transparent ESG data and consistent data over the entire time 

frame. Depending on the availability of data, the sample size may vary, but the emphasis is on 

selecting institutions that offer reliable and comprehensive reports. This will assist the study in 

providing a clear picture of the relationship between Saudi banks' financial performance and ESG 

reporting. 
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3.3 Ethical Considerations 

Any research project must take ethics into account, but this is especially true when using data from 

actual organizations. Ethical obligation still pertains to the collection, use, storage, and reporting 

of information, even though this study is based on secondary data. It is crucial to adhere to 

professional standards and make sure that no data is exploited or distorted because the study 

contains financial and ESG disclosure data from Saudi institutions. 

 

3.3.1 Informed Use of Data 

While there are no direct human participants in the study, the financial and ESG data are taken 

from bank reports that are made available to the public. Every source is appropriately cited, and 

the data is treated with care. Only published materials are included, and no private or personal 

information is used. A formal request and authorization will be obtained if any direct interaction 

with institutions is required (for example, clarification from bank authorities). 

 

3.3.2 Confidentiality 

The research refrains from identifying specific workers, teams, or internal details of any bank that 

are not revealed in official reports, even when the data is publicly available. Only the bank-level 

disclosures and financial performance metrics as stated in annual records are the subject of the 

study. Only the university supervisor and committee have access to the collected data, which is 

safely preserved and utilized exclusively for academic purposes. 

 

3.3.3 Responsible Reporting 

It is crucial that the research findings be communicated in an honest and civil manner. No bank 

faces criticism or condemnation. Rather, the emphasis is on finding trends and connections 

between financial outcomes and ESG practices. No assumptions are made beyond what the data 

supports, and any restrictions or gaps in the data are described in detail. The objective is to further 

scholarly knowledge, not to sway public opinion or harm people's reputations. 

 

3.3.4 Beneficence 

By providing insightful information about how ESG reporting could enhance Saudi banks' 

reputation and financial health, the study seeks to bring value. It backs the nation's Vision 2030 
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transition to sustainability and openness. Policymakers, bank managers, investors, and students 

who wish to comprehend the significance of ESG in the financial industry may also find the 

research useful. 

 

3.4 Chapter Summary 

The research approach was described in this chapter. The study's main goal is to investigate the 

connection between Saudi banks' financial performance and ESG disclosures. Using secondary 

data gathered from banks' annual reports, ESG disclosures, and financial statements between 2018 

and 2024, a quantitative research approach is used. SPSS software is used to analyze the data, 

which includes financial metrics like ROA and ROE. To verify the hypothesis and investigate how 

ESG affects performance, a deductive technique backed by positivism is employed. A cross-

sectional time horizon is used in the study, and descriptive tables and charts are included in the 

analysis along with regression and correlation methods. Throughout the process, ethical standards 

are adhered to, particularly with regard to the appropriate reporting of outcomes and the handling 

of public data. The results of the data analysis and an explanation of the study's key conclusions 

will be provided in the following chapter. 
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Chapter Four: Data analysis and findings 

 

This chapter will provide a detailed analysis of the data collected during the study, emphasizing 

significant trends and conclusions pertinent to the goals of the investigation. Examining the 

connection between ESG disclosures and Saudi banks' financial performance between 2018 and 

2024 is the goal. As we will explened in detail the minimum, the maximum, the average, and the 

standard deviation value for each variable. Furthermore, the correlation matrix will be shown to 

measure how strong the relationship is between the variables. Then, the regression results will be 

explained clearly to test the study’s hypotheses. The results are presented to show if ESG has effect 

on financial performance, based on ROA. 

 

4.1 Descriptive Statistics  

 

Variable Obs Mean Std. Dev. Min Max 

ESG 70 .399 .131 .196 .7 

ROA 70 .018 .004 .008 .024 

Bank size 70 10.748 .293 10.289 11.442 

MTB 70 1.787 .883 .704 5.269 

 

Table1: Descriptive Statistics 

 

Table 1 present the descriptive statistics for the main variables used in this study: ESG, ROA, 

Bank Size, and Market to Book based on 70 observation. 

 

 



Effat University 

 33 

ESG  

The average ESG disclosure is 0.399 with the minimum value 0.196 and the maximum value 

0.700, this showes that ESG practices differ from one bank to anther. The stander deviation is 

0.131, which means there is some variation among the banks in how much they report on ESG. 

 

Reutaern on Assets (ROA) 

For ROA, the average is 0.018, meaning banks in the sample earn about 1.8% return in their assets. 

The minimum ROA is 0.008, and the maximum is 0.024, with standard deviation of 0.004. Which 

showes that the profitability is close between banks. 

 

Bank Size  

Bank size, measured by the natural log of total assets has mean of 10.748, with a minium of 10.289 

and maximum of 11.442. The standard deviation is 0.293. Which reflect slight differences in size 

between the banks. 

 

Market to Book  

The MTB ratio has an average of 1.787, ranging from 0.704 to 5.269. The standard deviation is 

0.883, showing that the market value compared to the book value is not the same for all banks. 

 

 

4.2 Correlation Matrix 

 

Variables (1) (6) (7) (8) 

(1) ESG 1.000    

(6) ROA 0.219 1.000   

(7) Bank ESG size 0.258* 0.622* 1.000  
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(8) MTB 0.070 0.438* 0.342* 1.000 

 

Table 2: Pairwise correlations 

 

The study's key variables—ETG, ROA, bank size, and MTB—have a pairwise association, as 

shown in Table 2. This table is intended to show the relationships between each variable and 

determine whether any meaningful relationships exist. 

 

ESG and ROA have a 0.219 correlation, indicating a weak yet favorable association. Accordingly, 

there may be a weak correlation between improved financial performance and increased ESG 

disclosure. 

 

With a value of 0.258, asterisks show that there is a statistically significant correlation between 

ESG and bank size. This illustrates that larger institutions tend to have higher ESG transparency. 

ESG and MTB have a very weak and non-significant association of 0.070. This indicates that there 

is little correlation between ESG disclosure and the markup value relative to book value. 

 

ROA and Bank Size have a strong positive correlation of 0.622, and ROA and MTB show a 

moderate positive correlation of 0.438. These results are also significant and show that larger banks 

and higher market value are linked to better financial performance. 

 

4.3 Variance Inflation Factor 

 

     VIF   1/VIF 

 ESG 1.933 .517 

 Bank size 1.817 .55 

 MTB 1.313 .761 



Effat University 

 35 

 Mean VIF 1.351 . 

 

Table 3: Variance inflation factor 

Table 3 presents the Variance inflation Factor (VIF) results for the independebt variables used in 

this study, which are ESG disclosure, Bank Size, and MTB. The purpose of this test is to check 

for multicollinearity, which happens when independent variables are highly correlated with one 

anther. High multicollinearity can effect the accuracy of the regression results and make it difficult 

to understand the real impact of each variable. 

 

In this table, the VIF value for ESG is 1.933, for Bank Size it is 1.817, and for MTB it is 1.313. 

The mean VIF is 1.351. These values are all well below the commonly accepred threshold of 5, 

which indicates thet multicollinearity is not a concern in this model. When VIF values are under 

5, it means that the variables are independent enough from each other, and these is no strong 

overlap in the information they proide. 

 

Also, the 1/VIF values are all above 0.5, which supports the same conclusion the variables can be 

used in the regression anaysis without causing distortion. This results confirms that the model is 

statistically sound, and the regression results can be trusted when examining how ESG disclosure, 

bank size, and MTB relate to financial performance. 

 

4.4 Testing Research Hypotheses 

In this section we will explains the regression analysis results for the study. As there is two models 

were teated. The first one includes overall ESG, and the second separates the three ESG pillars 

(Social, Envirinmental, and Governance). Both models also include Bank Size and Market-to-

Book (MTB) as control variables. The dependent variable in both models is Return on Assets 

(ROA). 
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Multiple Regression Analysis 

ROA 

Unstandardized Coefficients 
Standardized 

Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) -.310 .530  -.585 .560 

ESG .226 .068 .338 3.351 .001 

Bank size -.008 .004 -.243 -1.917 .058 

MTB .000 .020 .001 .016 .987 

 

Table 4: Regression Results Using Overall ESG Disclosure 

 

In this model, ROA is the dependent variable, and the independent variables are ESG disclosure, 

Bank Size, and the MTB. 

 

ESG  

The coefficient for ESG disclosure is 0.226, with a standard error of 0.068. The standardized beta 

is 0.338, and the t-value is 3.351. This result is statistically significant with a significance level of 

0.001, which is below the 1% threshold. This means that ESG disclosure has a clear and strong 

positive effect on financial performance. In other words, as ESG reporting increases, the bank’s 

ROA also increases. This supports the idea that ESG practices are beneficial for Saudi banks. 

 

Bank Size 

The coefficient for bank size is –0.008, with a standard error of 0.004. The standardized beta is –

0.243, and the t-value is –1.917.Because the significance level is 0.058, which is marginally above 

0.05, the result is not statistically significant. This suggests that bank size and ROA may have a 

weakly negative connection, but we are unable to provide solid data to support this. It suggests 
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that as banks get bigger, their return on assets might slightly decrease, but the effect is not clear 

enough to be certain. 

 

Market to Book 

The MTB ratio has a coefficient of 0.000, a standard error of 0.020, and a standardized beta of 

0.001.With a significance value of 0.987, the result is not significant, and the t-value is 0.016. This 

demonstrates unequivocally that under this model, ROA is unaffected by the market-to-book ratio. 

It indicates that the bank's return on assets is unaffected by the difference between its book value 

and market value. 

 

The primary hypothesis that ESG disclosure enhances financial performance is supported by this 

model, but there is no discernible impact from the other two variables. 

 

Multiple Regression Analysis 

Model 

Unstandardized Coefficients 
Standardized 

Coefficients 

t Sig. B 

Std. 

Error Beta 

1 (Constant) -.450 .635  -.695 .720 

Social Pilar  .061 .029 .271 2.067 .041 
Environmental  .226 .068 .338 3.351 .001 

Governance  .008 .004 .243 1.917 .058 
Bank size .000 .020 .001 .016 .987 

MTB .000 .001 -.013 -.100 .921 

 

Table 5: Regression Results Using ESG Pillars 

 

 



Effat University 

 38 

Social Pillar 

The coefficient for the social pillar is 0.061, with a standard error of 0.029. The beta is 0.271, and 

the t-value is 2.067. The significance level is 0.041, which is statistically significant at the 5% 

level. This result shows that social responsibility activities have a positive impact on bank 

performance. Banks that invest in their communities, employees, and social programs are more 

likely to have better ROA. 

 

Environmental Pillar 

The environmental pillar has the strongest effect in the model. The coefficient is 0.226, with 

a standard error of 0.068, and a beta of 0.338. The t-value is 3.351, and the result is highly 

significant with a value of 0.001. This means that banks that focus on environmental practices like 

sustainability, green financing, and climate-related efforts tend to perform better financially. It 

confirms that environmental initiatives play a major role in improving profitability. 

 

Governance Pillar 

The governance variable has a coefficient of 0.008, a standard error of 0.004, and a beta of 0.243. 

The t-value is 1.917, and the result is not significant, with a significance level of 0.058. Even 

though the beta value suggests a positive relationship, the result is not strong enough to confirm a 

clear effect. So, governance practices might improve performance, but in this model, we cannot 

say that confidently. 

 

Bank Size 

In the second model, bank size has a coefficient of 0.000, a standard error of 0.020, and a beta 

of 0.001. The t-value is 0.016, and the result is not significant with a value of 0.987. This shows 

no relationship between bank size and ROA in this model. Unlike in the previous model, even the 

slight negative trend disappears. 

 

Market to Book 

Finally, the MTB ratio has a coefficient of –0.013, with a standard error of 0.129, and the t-value 

is –0.100. The significance level is 0.921, which is not significant at all. This confirms again that 
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the MTB ratio does not influence ROA, and market valuation is not a factor affecting bank 

profitability in this case. 

 

This model shows that the Environmental and Social pillars are the main contributors to financial 

performance, while Governance, Size, and MTB do not show a strong effect. 
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Chapter Five: Conclusion 

 

5.1 Discussion of Findings 

The purpose of this study was to investigate the connection between Saudi Arabian listed banks' 

financial performance from 2018 to 2024 and their ESG disclosures. The regression analysis's 

findings demonstrated that ESG significantly and favorably affects bank performance as 

determined by ROA. This demonstrates that banks with more robust ESG policies typically have 

better financial results. The Environmental and Social components of the three ESG pillars clearly 

had a beneficial impact, whilst the Governance component had a favorable but not statistically 

significant effect. 

 

The pillar with the most impact was the environmental one, indicating that Saudi Arabian banks 

that prioritize sustainability, climate-related initiatives, and environmental reporting are more 

likely to see an improvement in their bottom line. Significant influence was also seen in the social 

pillar, indicating that banks with a strong emphasis on social responsibility, community 

involvement, and employee welfare are in a stronger financial position. Although the governance 

pillar came very near to being important, the outcome was insufficiently powerful. This might be 

the case due to the fact that governance procedures are already commonly used in the banking 

industry and may not vary significantly throughout banks. 

 

Other variables like Bank Size and MTB did not show any significant effect on ROA in both 

models. This suggests that ESG performance, especially in the environmental and social areas, 

plays a more important role in financial results than the size of the bank or its market valuation. 

 

5.2 Conclusion 

The results will be summarized using descriptive statistics, and the relationship between 

financial success and ESG will be investigated using regression and correlation tests. I will 

explain the results using tables, charts, and graphs to make the data easier to read and 

understand. The results from the regression analysis clearly show that there is a positive link 

between ESG disclosure and financial performance, especially when measured through Return 

on Assets (ROA). 
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Among the three ESG pillars, environmental and social factors had the strongest influence, both 

showing significant and positive effects on ROA.Accordingly, Saudi banks that actively 

participate in social programs, environmental responsibilities, and sustainability measures 

typically see higher profits. The governance pillar, on the other hand, demonstrated a positive 

association but was not statistically significant. This could be because governance norms are 

already broadly applied throughout the industry and may not vary significantly amongst banks. 

 

As a result, Saudi banks that actively engage in sustainability initiatives, environmental 

obligations, and social programs generally see higher profits. In contrast, the governance pillar 

showed a positive correlation, but it was not statistically significant. This might be the case due 

to the fact that industry-wide governance standards are already widely followed and may not 

differ greatly throughout institutions. 

 

This conclusion highlights that ESG is no longer just a voluntary or image-based concept, but an 

important strategic factor that influences real financial outcomes. With Saudi Arabia moving 

toward a more diversified and sustainable economy under Vision 2030, ESG practices will 

continue to grow in importance. This study supports the idea that banks should not view ESG as 

a burden but as an opportunity to improve both financial results and long-term value. 

 

The results of this research are useful for multiple stakeholders including bank managers, 

investors, regulators, and policymakers who are looking to make more informed decisions based 

on responsible and sustainable banking practices.Because ESG initiatives are both financially 

and ethically advantageous, it also encourages additional banks in the area to invest in them. 

 

 

5.3Future Research Directions 

There are still a lot of topics that might be covered in future research, even though this study 

concentrated on the connection between ESG disclosure and the financial success of Saudi banks 

that were listed between 2018 and 2024. Extending the study period into 2024 is one potential 

approach that would enable researchers to track the long-term impacts of ESG on financial 

performance and determine whether these trends persist or alter as regional ESG policies evolve. 
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Another important direction would be to include additional financial performance indicators, 

such as Return on Equity (ROE), Net Profit Margin, Earnings Per Share (EPS), or even stock 

market performance. Including these different measures could give a broader and more complete 

view of how ESG practices affect the overall strength and stability of banks. 

 

Comparing Islamic and conventional banks would also be helpful in order to determine whether 

ESG has the same effect on each. It would be fascinating to investigate if Islamic banks 

inherently perform better in ESG-related areas or whether the differences are negligible, given 

that they adhere to Sharia rules, which already place an emphasis on ethics and social 

responsibility. 

 

Future studies could also examine how internal and external factors, such as investor demands, 

consumer expectations, and governmental restrictions, affect banks' ESG practices. These 

elements may contribute to the explanation of why certain banks are more dedicated to ESG 

policies than others. 

 

Future study could use qualitative techniques such case studies or interviews with bank 

managers, compliance teams, or ESG officers in addition to quantitative methods. Deeper 

understanding of the practical application of ESG policies, the difficulties banks encounter, and 

how they match financial strategies with ESG objectives would result from this. 

 

Lastly, to examine how ESG influences financial results across businesses, comparable study 

might be expanded to other Saudi Arabian sectors like insurance, energy, or telecommunications. 

This would contribute to the development of a more thorough comprehension of ESG's function 

in the larger Saudi economy. 
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5.4 Recommendations 

Based on the findings of this research, two key recommendations are provided — one directed at 

Saudi banks, and the other at policymakers and regulatory bodies. These recommendations aim 

to support the development of responsible banking practices that align with both financial goals 

and national sustainability priorities. 

 

1. Saudi banks should increase their focus and investment in environmental sustainability 

initiatives. 

The regression analysis showed that the environmental pillar of ESG has the strongest and most 

significant impact on financial performance. This indicates that banks that engage in 

environmental practices such as green financing, energy-efficient operations, carbon footprint 

reduction, and sustainability reporting are more likely to see better profitability and stakeholder 

trust. Consequently, banks must to consider environmental activities as a component of their 

strategic financial planning, going beyond simple compliance. This can involve introducing 

green products, making investments in eco-friendly technology, and establishing specific 

environmental goals in line with Saudi Arabia's Vision 2030 and the country's goal of having 

zero net emissions by 2060. Programs for educating employees about the long-term financial and 

reputational benefits of environmental engagement can also be beneficial to banks. 

 

2. Regulators and financial authorities should establish a unified and mandatory ESG 

reporting framework for the banking sector. 

ESG reporting is still optional in Saudi Arabia at the moment, which causes disparities and 

makes it difficult to compare banks. Regulatory agencies like the Capital Market Authority 

(CMA) and the Saudi Central Bank (SAMA) should implement industry-specific, well-defined 

ESG disclosure criteria that are in line with international frameworks like the SASB or GRI in 

order to solve this problem. In addition to enhancing the caliber and transparency of ESG data, a 

consistent approach will assist analysts, investors, and policymakers in determining whether 

banks are genuinely dedicated to sustainable growth. A step like this would enhance Saudi 

Arabia's standing as a regional leader in responsible finance and boost confidence in the nation's 

financial industry among domestic and foreign investors. 
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Implementing these recommendations would allow banks to improve their competitive edge 

while contributing positively to environmental and social development. It would also ensure that 

ESG is no longer seen as an optional reporting tool, but rather as an essential part of long-term 

risk management, value creation, and national economic progress. 
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