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ABSTRACT

The study examine the influence of financial risk on the nature of the relationship
between ESG and the financial performance of Indian banks. In India, loans are
key financial products of banks that are exposed to carbon-intensive sectors, which
hinder their efforts to mitigate against transition risks and global ESG standards,
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amid the growing pressure from international investors. The study uses ROA to
measure financial performance. The independent variable ESG was measured using
the ESG scores Indian banks indexed in the NIFTY 100 ESG Index. Altman’s Z-
score model which predicts the financial risk of Indian banks was considered as the
mediating variable to assess its influence on the nature of the relationship between
ESG and financial performance. The evidence from the study would be useful to
identify the changes in the financial performance of Indian banks resulting from
their sustainable performance.

INTRODUCTION

Sustainable and responsible investment techniques have gained importance due to
the growing public interest in issues that relate to environmental security and social
progress. The constant interaction of humans with the environment and their natural
surroundings to enhance the quality of their lives intensifies issues such as global
warming, industrial pollution, and environmental degradation. In the twenty-first
century, information, progressive advancements, and the disruptions to environment
provide humanity with its biggest challenge (Pater & Cristea, 2016), leading to the
need for sustainability. Maintaining an ecological balance is the key to fostering
sustainability (Yadav et al., 2021), the basic idea of which was rooted in the UN
Conference in Stockholm during the early 1970s. Sustainability is guided by the
principle of harmonising development and environment in a mutually beneficial
manner (History of SD - What Is Sustainable Development - Sustainable Development
Commission, n.d.). By fulfilling the Sustainable Development Goals (SDG) initiated
by the UN, businesses can also take part in this process (Sustainable Development
| UN Global Compact, n.d.) by making investments that take into consideration
environmental, social and governance (ESG) factors to reduce risk and boost returns.

ESG is a key to obtain sustainability, which is also a self-driven contribution to
Sustainable Development by focusing on the environment, society, stakeholders,
ethical behaviour, and volunteering, which offers a balance between pursuing the
present needs of corporations, while protecting the future of humans and natural
resources.(Shayan et al., 2022). In this regard the Sustainable Development Goals
contain a universally agreed-upon and delimited set of sustainable development
issues, many of them broken down into targets that are directly relevant to business.
In addition, it provides a framework against which companies may start to map their
CSR activities in order to identify leverage points for enhancing positive impacts
and mitigating negative ones (Schonherr et al., 2017) Through our research work we
carry out an evaluation on how ESG pillars affect the performance of an organisation,
which would help identify the obstacles in achieving SDGs. SDGs can serve as a
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