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Abstract

The importance of ESG (Environmental, Social, and Governance) practices has been
steadily increasing in the modern financial sector, as investors, regulators, and other stakeholders
place growing emphasis on organizations’ environmental, social, and governance activities.
Despite the increasing significance of ESG, its relationship with financial performance has
produced mixed results across different countries and sectors. In particular, empirical evidence

regarding the Georgian banking sector remains limited.

The purpose of this thesis is to assess the relationship between ESG practices and the
financial performance of Georgian commercial banks during the period 2021-2024. The study
focuses on two key financial indicators: Return on Assets (ROA) and the cost of capital, measured

using the Capital Asset Pricing Model (CAPM).

The research is based on a quantitative methodology and includes data from five Georgian
commercial banks. To evaluate ESG practices, an ESG Disclosure Index was developed based on
the content analysis of banks’ financial and sustainability reports. Python programming language
and relevant econometric libraries were used for data processing and econometric analysis, while

a Fixed Effects panel regression model was employed to test the research hypotheses.

The findings indicate that the level of ESG integration among Georgian commercial banks
increased significantly during the period under study. According to the regression analysis, a
positive but statistically insignificant relationship was identified between the ESG index and
Return on Assets (ROA). Therefore, the study could not confirm that improvements in ESG
practices significantly increased bank profitability during the observed period. At the same time,
a negative and statistically significant relationship was found between the ESG index and the cost
of capital, suggesting that a higher level of ESG integration is associated with a lower cost of

capital.



The results indicate that ESG practices play an important role in strengthening investor
confidence and improving financing conditions for Georgian commercial banks. Although the
impact of ESG practices on profitability was not confirmed within the scope of this study, the
findings highlight their importance in reducing the cost of capital and emphasize the role of ESG
factors in ensuring the long-term financial sustainability and competitiveness of the Georgian

banking sector.

Keywords: ESG, Commercial Banks, ROA, CAPM, Cost of Capital, Panel Regression,

Georgia.



