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Abstract

The financial industry sector has been faced massive challenge in recent years due to global cries
due to the Ukraine vs Russian war and Covid 19 impacts. The concept of ESG (Environmental,
Social, and Governance) performance management refers to the practice of organizations
considering the impact of their actions and decisions on the planet, society, and their governance.
It has become crucial in today's world, where climate change, social inequality, and corporate
accountability have come to the forefront of public discourse. Investors can use their financial
power to encourage organizations to prioritize ESG practices. By investing in companies that score
high in ESG ratings, they can influence the market to promote a more sustainable and responsible
approach to business. The current state of EGS investing in Europe has grown rapidly in Europe
in recent years, with assets expected to exceed €7 trillion by 2025, driven by increasing awareness
of sustainability issues and changing consumer preferences. European Union regulations such as
the Sustainable Finance Disclosure Regulation (SFDR) and the EU Taxonomy have created a
framework for standardizing ESG disclosures and defining sustainable economic activities.
However, several challenges remain, such as a lack of standardized ESG metrics, skepticism about
the real impact of ESG investments, and greenwashing by companies that exaggerate their

sustainability credentials.

Because of these challenges and opportunities, there is a requirement to investigate the financial
sector drivers towards ESG performance. The scope of this project is limited to the European
countries including UK and ESG performance analysis is carried out based on the top five banking
companies aligning to the top five banking components of STOXX® EUROPE ESG LEADERS
50 INDEX. The thesis focuses on a comprehensive literature review to identify the background
theories and practices in the financial sector. As a result, the SWOT analysis will perform to
overcome the challenges and effectively use the identified opportunities to improve the level of

performance in the financial sector.

Keywords: ESG, financial performance, financial sector, challenges, and opportunities.
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Introduction

In this period when sustainability is no longer optional but a requirement of the times
Environmental, Social and Governance scores have become instrumental in shaping financial
spaces. ESG integration into financial investment strategies is more than just a trend, especially in
Europe — it’s about changing how business performance metrics and management are
counted. This paper discusses the complicated dynamics of managing ESG performance through
financial investment in Europe. It seeks to analyze and comprehend the relationships between ESG
metrics, how they affect financial health and the strategic decisions of top banking organizations
in Europe. This research aims to offer a thorough and informed analysis based on careful
consideration of current practices, regulatory environments, and the changing dynamics
surrounding ESG standards in an attempt to influence future investment decisions as well as

employee policy choices within the European financial sector.

The goal of the Paper

This research addresses the knowledge gap in this field, especially where ESG performance
management and financial investment practices are highly nuanced yet touched on briefly when
discussing European institutions. The ultimate aim in the process is to uncover and solve the
complicated mechanisms underlying relations between ESG indicators, as well as their connection
with financial performance focusing on retail banking. Leveraging a rich, well-developed literature
review, the paper seeks to provide an in-depth analysis of historical settings and frameworks that
influence regulating ESG implementation. This foundation will enable an extensive and
sophisticated SWOT analysis, unveiling the strengths, weaknesses, opportunities, and threats in
both ESG's landscape of performance. In addition, the research aims to assimilate current updates

in ESG reporting and sustainable investing practices into its analyses for relevancy and timeliness.

In essence, this paper aims to offer a complex and current study of the dynamic interplay between
ESG factors and financial results in European retail banking. The results are expected to advance
knowledge not only in a scholarly sense but also provide timely awareness and understanding for
investors, financial institutions as well as policymakers involved with the emerging field of

sustainability finance.
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Background

Environmental, Social, and Governance (ESG) criteria have emerged as central aspects of investor
relations in the recent past; they reflect a willingness to adopt sustainable and responsible business
models. In Europe, this trend is especially noticeable with ESG being more and more incorporated
into the essence of financial institutions. This transformation is primarily taking place in the
European banking sector, a crucial part of the global financial system. With greater demand for
transparency and accountability by investors as well stakeholders, banks are forced to shave their
operations reductions according to little ways that revolve around the ESG standards together with

portfolios.

The European financial market has been historically a melting pot for sustainable investment
practices. With the introduction of the European Union’s sustainable finance action plan and
regulatory framework such as the Sustainable Finance Disclosure Regulation (SFDR), it can be
said that this region has set standards for ESG integration. These regulatory landscapes not only
encouraged but also required investment strategies to shift toward value on sustainable growth and

long-term, rather than short-term values.

Previous Works

A variety of literature supports the growing importance of financial decision-making. Research on
the connection between ESG performance and financial returns has mostly concentrated on that
aspect, with sometimes conflicting conclusions. However, there is an increasing agreement that
stringent ESG standards have a positive correlation with long-term financial stability and lower
risk exposure. On the one hand, it has been noted that stringent regulatory environments become
a significant factor in facilitating ESG integration into investment strategies within the European
context. Additionally, multiple studies discuss the different levels of ESG implementation among
various sectors with banking often mentioned as one of its main participants and initiators of such

agenda.

Albeit comprehensive research has been carried out, there is a need for a more focused analysis

that explores the details of ESG performance management particularly in terms of financial
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investment. This gap is particularly observed when looking into specific practices and results in

some leading banking institutions, that are usually taken as standard for the entire industry.

Scope of the Paper

The scope of this paper is twofold: In addition, it includes two main parts — firstly to do a
comprehensive review of the industrial practices of ESG performance management within the
European banking industry; and secondly analyze 5 biggest banks their performances on structure
that is built around three pillars namely economic, social business environment which are
considering as component under this index. These companies will be investigated whether they
comply with the key five components of the Index, offering a minimized perspective on ESG

integration in financial approaches.

This research stands out for its approach focusing exclusively on the European context and restricts
this analysis to only some of the leading banking institutions from the STOXX® Europe ESG
Leaders 50 Index. This kind of narrow research will enable us to gain an in-depth understanding
of how ESG indicators can directly impact financial investment decision-making and
performance. Utilizing the identified performance indicators, this paper seeks to provide a holistic
and balanced perspective on how these top banks have fared in anchoring ESG principles into their
central business strategies by generating a SWOT analysis. The research question driving this
study is the question “How do ESG performance indicators impact financial investments in the
European banking sector?” helps unveil intricate connections between ESG practices and

financial outcomes, thereby offering practical information for investors and policymakers.

Roadmap to the Content

The initial step of the research path is a sufficient introduction with certain conclusions, which
define what goals and areas are covered by this study. It creates context by focusing on the
redefining scene of ESG reporting and sustainable committed investment, outlining their growing
importance all over the world. The literature review further looks into the historical background,
regulatory structures, and current tendencies determining ESG reporting. It discusses the

relationships between ESG practices and financial performance before diving into further analyses.
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The methodology is structured, explaining the methods of data collection and analysis. Although
the limitations are indisputable, this section provides a foundation for subsequent case studies. The
case studies progress with a thorough analysis of prominent financial entities; namely, Intesa
Sanpaolo, Nordea Bank thus ING Group BNP Paribas, and finally Banco Santander. Each case
analyzes the companies’ sustainability programs, risk management structures, and decision

frameworks as well as the effect that ESG considerations had on their financial performance.

There follows a comparative analysis in the discussion section which compares ESG performance
against financial measures. The implications for investors and stakeholders are analyzed, offering
a detailed analysis of the complex relationship between sustainability practices and financial
returns. Outside the financial industry, this study travers regulation where NFRD and CSRD
deliberations are discussed. This section also addresses the compatibility of reporting guidelines
with UN SDGs. A SWOT analysis delves into each company’s strengths, weaknesses,
opportunities, and threats. This critical analysis reveals the intricacies of sustainability practices in
each organization. The study then focuses on a strikingly interesting perspective of herding
behavior in ESG investments to investigate investor patterns and implications for portfolio
management. Such insight from this reading provides insights for both seasoned and neophyte

sustainable investors.

The conclusion provides high-level key takeaways, including summarizing what is learned and
highlighting contributions made as well as pointing out practical implications for investors’
investment decisions and firms such actions that can be taken it also points out core relevant data
on specifics needed by the policymaker along with their suggestions. It also points out possible
directions for future studies, promoting further progress in the analysis of ESG factors and
financial market relationships. The study covers more generalized implications to financial
markets outlining how ESG considerations shape portfolio structure and market trends. It reiterates
the main research findings, suggests pragmatic implementation approaches, and identifies areas
for future inquiry as a holistic guide to understanding the challenging convergence of sustainability

1ssues with finance.
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Chapter: 1

Literature Review

In the contemporary setting of European retail banking, ESG factors have emerged as a critical
element that ensures financial strategies and decision-making processes are optimized. The scope
of this introduction, therefore makes the relevance of ESG considerations to sustainable and

responsible banking practices evident.

Given the shifts caused by environmental issues, social responsibilities, and governance structures
that markets undergo to sail through, European retail banking is standing at such a junction which
signifies a paradigm shift. The impact of broader societal and environmental contexts is already
being recognized by investors, regulators, as well as customers. Therefore, this preface provides
the basis for an in-depth analysis of the literature that examines the ESG integration and financial

performance relationships within European retail banking.

Within the study of disentangling ESG factors and financial performance, many scholars offer
helpful inferences. As far as many scholars have undertaken different studies focusing on ESG
issues and financial performance, Amel-Zadeh & Serafeim in 2018 are among them. To begin
with, their study highlights the importance of ESG disclosures that are significant in
acknowledgment by knowledgeable investors who need information availed tangibly for use as a

basis for investment decision-making (Amel-Zadeh and Serafeim, 2018).

At the same time, Gillan notes that corporate social behavior is becoming an increasingly attractive
source of public attention on changes in efficiency and complexity among business entities which
involves positive externalities arising from multi-faceted characteristic nature considering
different links with other businesses to come into place (Gillan, Koch and Starks, 2021). The fund
managers who are using Verheyden, Eccles & Feiner’s framework categorize the investment
processes into two different perspectives regarding decision making (Verheyden, Eccles and
Feiner, 2016). These classes include large, mid-cap stocks from developed as well emerging
countries and Global All’s and “Global Developed Markets (DM)”. In this auspicious
environment, Giese analyzes the complicated interdependent relationship between ESG-related

risk and return on investment across various compositions of portfolios which are driven by the
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capitalization effect to define what can be its relative risk rating in terms of price structure at

valuation figures they receive (Giese et al., 2019).

According to De Lucia, involved investments and ESG factors related to environmental topics;
diversity matters with inclusions of some social categories or aspects must have been applied at an
evenness level by meaning after a year from that time the previous description was done because
an additional credit was also admitted within past view about this three pillar concept which The
Pillars constitute environment with the components of solid waste and climate change from a
human rights or cultural standpoint; implying that social determinants such as policies governing
society’s structure laws aimed at curbing malpractices involving openness in society (De Lucia,

Pazienza and Bartlett, 2020).

This elaborate assessment is augmented with a broad range of literature. Key articles such as
"Environmental, Social, and Governance Integration into the Business Model" by Aldowaish and
"ESG: Their research paper “Research Progress and Future Prospects” (Li et al., 2021) serve as a
source that both summarize the world’s knowledge while defining direction for future work in this
field (Aldowaish et al., 2022). What Hvidkjer synthesizes as a fully comprehensive literature
review of ESG examining the complexity related to environmental, social, and governance due to

differentiation between years showcases these following elements (Hvidkjer, 2017).

Roy Henriksson focuses attention on the economic benefits of ESG concerning the cost of capital
as companies having a better performing score on Diagno rule 5 often enjoy improved borrowing
terms and high credit rating so equity costs are cheaper than in other cases (Henriksson et al.,
2018). On the one hand, the core focus of Gillan is on much-required ESG and CSR research in
corporate finance as they bring environmental considerations into integrated themes broad
compassions [adherence to social responsibility] On the other hand, Oualaid Janah and Sassi study
ESG links with corporate performance in an emerging market using another approach to take into
account firm-specific characteristics (Oualaid and Sassi, 2021). Literature as a whole helps to
define the standards framework in which ESG integration is performed, where critical analysis of

the process and implemented mechanisms will be done.
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ESG Pillars and Framework
The ESG dimensions have been well understood from the literature as they work to encompass a
detailed interpretation of each pillar, sorting out the complexity that results from corporate actions

and responsibilities.

Environmental Pillar (E)

Waste Reduction, Natural Resources, and Climate Change: The first pillar, Environment (E),
referred to by Verheyden sheds light on ESG integration in the business model, stressing
systematic searches and reviews as a means to unpack an otherwise intricate relationship between
sustainable development and ESG (Karuppiah, Sankaranarayanan and Ali, 2023). Besides, the
literature including Robinson in 2019 emphasizes ESG in Commercial Real Estate which portrays
the relationship between the built environment and environmental aspects (Robinson and

Mclntosh, 2022).
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Social Pillar (S)

Working Conditions, Human Rights, Diversity, Inclusion, Equity, and Justice: The Social (S)
pillar, formed according to De Lucia is concerned with the way the company influences society
and the local environment in which it carries out its operations. It goes as far from staff-related
problems such as human rights, working environment conditions, diversities, and inclusion to
equality between employees’ supply or provision of products/service promises. Notably, the
literature of Widyawati is a meta-analysis of SRI and ESG indicators which proves that social side

effects affect investment decisions (Kurniawati et al., 2018).

Governance Pillar (G)

Organizational Structure, Policies, Corruption, Compensation, and Donation: The G pillar focuses
on corporate governance which involves how management leads to the end-use of power. This
refers to matters such as organizational structure, policy corruption, payment, and contributions.
ESG integration into the business modeling literature of Aldowaish, governance is established as
a critical aspect revealing the influence practices had socially responsible investments as well

sustainable development aspects associated with them.

The holistic approach to corporation actions evaluation and responsibilities is formed by the three-
pillar framework—Environment, Social, and Governance. This framework, clarified and
composed by many studies, is a basic background for the evaluation of ESG's influence on
financial results. Several scholars like Hvidkjaer (2017) or Gillan et al. (2021), point attention to
the ESG factors to financial performance, which demonstrate how environmental issues interact
with social desires and governance amongst companies’ organization's tendencies whereby they

shape what can be achieved for-profit investing without being completely lost on both sides.

Secondly, the literature touches on standards and frameworks regarding ESG concerns. Aldowaish
et al. (2022), Tsang and Cao. This not only helps understand how ESG performance is measured,
but it also forms the basis of evaluation for benchmarking and finance related to analysis. The
model of ESG, which has been developing since the early 2000s is already used as a universal
notion for any investing strategy with a social component or aim reflected in Avetisyan’s work.
(Avetisyan and Hockerts, 2016). Essentially, the ESG framework is a guide for investors;

managers of funds, and researchers in terms of sustainable investment terrain. It offers a great
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perspective through which corporations are assessed and revives the paradigm shift towards more

holistic socially responsible financial perspectives.

Case Analysis in the Literature Review

Intesa Sanpaolo demonstrates a commitment to sustainability, evident in its A CDP climate change
score (Source: (Masola, 2023)). The bank's focus on a green transition aligns with its strategic
emphasis on climate risk management and reducing its environmental footprint (Source:
(Sanpaolo, 2023)). With a B-CDP climate change score, Nordea Bank places importance on
sustainable practices (Source: Nordea Bank, 2023). Its involvement in financing clean energy and
prioritizing projects aligning with market practices showcases a dedicated approach to ESG

considerations (Source: Nordea Bank, 2023).
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Figure 3

ING Group stands out with its diverse sustainability efforts, boasting a B-CDP climate change
score (Source: ING, 2023). The bank incorporates climate risk into various aspects, from credit
risk management to sustainability-linked financial models, showcasing a comprehensive ESG

strategy (Source: ING, 2023). As the top bank in the EU, BNP Paribas emphasizes the integration
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of climate concerns into its overall risk management framework (Source: BNP Paribas, 2023). Its
A-CDP climate change score reflects a strong commitment to aligning climate risk factors with
conventional risk categories (Source: BNP Paribas, 2023). Santander's commitment to
sustainability is evident in its A-CDP climate change score (Source: Santander, 2022). The bank's
unique approach involves issuing sustainability-linked bonds and loans, contributing to social and
sustainable goals, and showcasing its multifaceted involvement in climate action (Source:

Santander, 2022).

On the other hand, this case analysis confirms that there are different approaches to sustainability
strategies around risk management and investments into innovative solutions used by major banks

worldwide in line with global initiatives aimed at a sustainable future.

ESG Integration

Basic research on ESG integration facilitates the understanding of crucial aspects of sustainability
and financial performance. Aldowaish et al.’s systematic search and review describe the changing
climate of ESG integration. Their work covers a more general overview, highlighting the
importance of research frameworks to address business models and socially responsible
investments, as well as their relationship during sustainable development. Tsang’s discovery goes
deep into the reasons for ESG disclosure, unveiling several consequences involving such
information. The research also addresses user-level attributes, revealing how various stakeholders

react to ESG disclosures.

The literature review in the work of Robinson points out a rather subtle intersection between ESG
issues within the field of commercial real estate. The research reveals the impact of ESG factors
on decision-making in the real estate sector which adds to our knowledge about sustainability
practices within this field. A systematic review by Widyawati defines the context of socially
responsible investment and ESG metrics. Due to the fusion of various resources, this study
provides a more holistic perspective on how sustainable investment and sustainability

measurements are related.

The quest of Li et al. links with the transforming environment in ESG research. From the

bibliometric perspective, this study does not only conduct knowledge synthesis but also develops
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a particular path for future research that would help understand ESG dynamics and form
background to further investigation. The study by Almeyda and Darmansyah is an attempt to assess
the delicate balance between ESG disclosure and firm financial performance. The study provides
information on how ESG disclosure affects a firm’s financial status (Almeyda and Darmansya,

2019).

Henriksson finds that ESG has a positive impact on financial metrics especially the cost of capital.
However, their results demonstrate the economic benefits that sustainability integration provides
to companies with high-performing ESG scores. Firms and Social Responsibility: This Review of

ESG and CSR Studies in Corporate Finance.

In a review of the terrain occupied by research on ESG and CSR in corporate finance, Gillan et al.
guide us through this landscape. Through analyzing responsibilities towards the environment,
society, and government, this study brings a more detailed picture of changing corporate roles in

societal life as well as the environmental domain.

Oualaid Janah and Sassi’s study introduces the significant aspect by investigating how ESG affects
corporate financial performance for developing nations. In recognizing the peculiarities and
opportunities of doing business in emerging economies, this research adds an inclusive element to
ESG dynamics. This ESG integration literature synthesis provides a comprehensive approach to
include motivations, implications, and different environments of real estate, responsible
investments as well as corporate finance. The shared wisdom serves as a basis for understanding

the diverse nature of sustainability and financial performance (Oualaid and Sassi, 2021).
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Examining ESG Reporting Frameworks and Governance Standards

As is shown in their meta-analysis, Lagasio and Cucari provide a detailed overview of the
interrelation between corporate governance aspects and ESG disclosures. They provide valuable
information on governance structure efficacy in promoting environmental, social and corporate
disclosures. However, Christensen discuss the economic impact and potential design goals of
mandatory CSR as well as Sustainability reporting in their literature review; The study reveals
some influential elements such current topics about economics oriented studies concerning

scenario with CSR report (Lagasio and Cucari, 2019).
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Wilkerson’s work is a foundational piece that familiarizes readers with the environment of ESG
reporting standards and frameworks. The report offers an introduction to current standards, thus
presenting the shifting dynamics of ESG reporting and frameworks that underlie this practice. This
section of Courtnell highlights the complexities associated with ESG reporting frameworks,
standards, and requirements (Jane Courtnell, 2022). The discussed research does not only delineate
the current state of affairs but also discusses changes in reporting standards, enabling an
understanding of where regulatory frameworks originated that guide ESG disclosures (Singhania

and Saini, 2021).

It is what the contribution of Novisto’s Innovation Team provides a list of top ESG reporting
frameworks, standards, and rates. This resource can be used as a practical tool that guides the
stakeholders to different reporting frameworks for informed decision-making on issues concerning
sustainability reports. The corpus of literature on the standards for ESG includes a campus-living
study to realize that both governance and reporting mechanisms are essential concerning
environmental, social, as well as corporate governance. The divergent images presented in these
works contribute to a general view of the requirements for ESG disclosures that lie at the core of

all modern business areas (jhaxell, 2023).

The Evolution of Financial Markets and ESG

Sustainability has been the core theme in financial markets and this growing interest towards
sustainability directly can be equated to the Paris Agreement. This evolution is incorporated into
the center of ESG values. Carney adds that the financial sector is one of the primary decarbonized
keys and efforts from around to world on “fight’ against climate change (Carney et al., 2015). The
urgency of the Paris Agreement has led to a revolution in the concept and strategy operations that

have come up as they are mainly based on sustainability principles (Sheren et al., 2015).

At the same time, public figures, academics, and business leaders have all played a transformative
role in influencing how ESG factors are viewed by those working within an organization’s
financial sector. Of key importance, the pronouncements of Prince Charles (Duque-Grisales and
Aguilera-Caracuel, 2021), academic contributions ((Klapper, Oberstrass, and Upham, 2021), and
top financial banks' exhortation for reviewing risk and investment strategies have cumulatively

accelerated thinking. This combination of factors brings to the fore a much wider societal demand
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for more accountable and sustainable financial practices that shows how leadership figures have

shaped new attitudes towards finance.

The financial crisis of 2008 had a lasting impact on ESG norms and laws. With this crisis, there
has been unprecedented growth in assessments that draw on lessons from the root causes and
intended capital model modifications (Cornett et al., 2011). In response to these events, the post-
crisis period saw action from both industries and regulatory authorities that led to enhanced norms
and laws. In the aftermath of the financial crisis, sustainable and responsible considerations
became a catalyst in promoting changes aimed at aligning financial practices to it. However, the
advent of the ESG model which is discussed in detail by Robins and based on a 2004 UN Global
Compact report showed signs of revolutionary change in developing models for society (Krosinsky
and Robins, 2012). This model represents a comprehensive approach to sustainable business that
takes into account environmental, social, and governance factors. The relationship between these
pillars reflects a holistic framework for organizations to tackle issues dealing with risk
management, compliance, and its impact on society (Williams, 2004). The ESG model
incorporates a holistic, evolving, and interdependent view of corporate governance and

performance.

There has been a notable increase in interest and investment in ESG considerations since the year
2006 to date. According to PWC, there was a significant increase in the number of organizations
in responsible investing from 63 recorded in 1947 (PWC, 2020). In this period of transition, the
assets that these organizations managed simultaneously increased from $6.5 trillion to 68.4trillion
This data supports the paradigm change as ESG investments have become “the investment

opportunity of a century”, justifying predictions that will continue to remain dominant in

developed countries (PWC, 2020).

Opportunities and Challenges in ESG Research

However, the vague nature and quick evolution of ESG concepts make it difficult to navigate this
living but moving space. The numerous aspects of ESG and its implementation in business require
constant amendment to terms and concepts. This is a dynamic environment that warrants constant
scholarly interaction to have relevant and meaningful incorporation of ESG factors in various

industries. One of the main obstacles to uniformity in disclosure practices is that ESG reporting
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standards are very complex. According to Tamimi and Sebastianelli, there is a gap in disclosure
levels between environmental, social, and governance elements that form an ESG landscape
beautifully in terms of quality as well as transparency. Inconsistencies in reporting practices
amongst companies and sectors are due to the lack of standardized frameworks, limiting

comparability and evaluation (Tamimi and Sebastianelli, 2017).

While ESG ratings are important in the hands of stakeholders, they may not be free from any
limitations. Drempetic points out that today's ESG ratings may not adequately represent a firm’s
actual behavior regarding the factors of sustainable investment (Drempetic, Klein and Zwergel,
2020). The limitations of existing rating systems highlight requirements for improvement and
innovation in measuring all aspects of ESG performance. One of the key aspects of ESG analysis
deals with analyzing the complicated correlation between performance in terms of ESG and
financial success. Peloza claims that there are various correlations, thus calling for an intricate
interplay between ESG behavior and financial performance whereby a positive relationship is
noticeable (Peloza, 2009). Yet, the changes are parameterized with differences from one industry
to another as well as between different countries. The investigation of this connection is still at the
center of attention for scholars trying to make sense of the financial aspects concerning sustainable

and responsible business approaches.

However, despite significant headway made, ESG research is handicapped by question marks and
uncertainties. The dynamic nature of ESG involvement requires constant research into
unaddressed aspects. Topics that still require further study include the lasting impact of ESG
practices on financial performance, effectiveness related to regulative frameworks as well as

scalability.

Conclusion

Summarizing the extensive literature reviewed, salient trends emerge as revealed in this
transformative journey of financial markets to higher incorporation levels. The literature has shed
light on the critical interactions between global commitments, influential leaders, historical
occurrences, and the origin of the ESG model. The growth has been exemplified by the rising
interest, investments, and responses from regulatory authorities in integrating sustainability

aspects into financial practices.
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While the respective knowledge base is robust, there remain gaps in our understanding of ESG
dynamics. These gaps provide lines for further investigation. The researchers should go on and
explore the complicated issues regarding integrating ESG with financial crises, bringing some
order to reporting standards for improved consistency, testing how different types of behavior are
associated with performance in terms heuristically, supplementary inquiries into new territories
including the influence of digital transformations on ESG strategies give encouraging trends for

developing our understanding of sustainable finance.

The reviewed literature, as a result, highlights the development of financial markets in terms of
ESG implications and thus describes this transformative process to be dynamically developing
over. The reviewed literature, as a result, highlights the development of financial markets in terms
of ESG implications and thus describes this transformative process to be dynamically developing
over. With time as financial landscapes continue to morph towards integrating sustainability
imperatives, the challenges and opportunities relating to ESG research call for scholars of this field

to contribute to an increasingly dynamic discourse on developing responsible future finance.
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Chapter: 2

Methodology

Research Design

This study uses qualitative research methods concentrating on in-depth investigation rather than
quantification. In a qualitative approach, the research seeks to describe in detail and
comprehensively report phenomena on ESG integration by European companies. Qualitative
research is selected because it provides the contextualization and interpretation necessary to

develop a clear picture of ESG behaviors, motivations, and outcomes (Saunders, 2007).

The Rationale for Selecting the Specific Design

Therefore, the qualitative approach is favored over a quantitative one as it underlies subjective
concepts and the need for a complex understanding of ESG practices. Unlike quantitative research
focused on counting and measuring, qualitative analysis is characterized by detailed descriptions
that are in line with the explorative nature of ESG's impact on financial investments (Macdonald

et al., 2008).

Data Collection

Secondary Data Sources

The study applies secondary data sources. The secondary data is from the STOXX® Europe ESG
Leaders 50 indexes databases and ESG reports already published. Such sources support the
foundation of ESG metrics and financial performance statistics. Data is also collected through a
literature review and case studies. The literature review is an effective way of dealing with the
entire body of knowledge related to ESG performance, a risk and investment strategy because it
tackles all aspects in-depth while case studies are aimed at answering particular questions on

specific cases involving these facts (Collis and Hussey, 2014).
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Criteria for Selecting Data Sources

Data source selection is based on relevance and reliability. Therefore, The ESG reports and the
STOXX® Europe ESG Leaders 50 indexes database is chosen for their broadness concerning ESG
metrics because they created an industry standard. The rationale for selecting literature reviews
and case studies is that they provide alternative perspective on interpreting the interaction between

ESG performance measures as well as financial investments (Sospeter, 2020).

Data Collection Methods

The study utilizes a literature review and case studies as the secondary methods for data collection:

Literature Review

A systematic data collection allows us to synthesize the results of research in earlier studies about
ESG, financial investments and budgets. This methodology ensures an exhaustive review of all
past empirical findings with the possibility to construct a powerful theoretical model and highlight

areas that require further investigation (Tranfield, Denyer, & Smart, 2003).

Case Studies

So, the case study method is selected to develop a detailed understanding of present-day
phenomena linked with ESG indicators and financial investments. The chosen cases encompass
different features including ESG performance, risk-related investments related to ESG, and
investment strategies. This method is consistent with the conceptualization of the research

question, which aims at understanding how ESG factors influence financial investments

(Aberdeen, 2009).

Sample Selection

Target Population
The target population that is described with meticulous precision for this research paper includes

corporations in the financial, insurance, and banking sectors dealing in European countries. This
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focus on these sectors is supported by the fact that ESG ratings and sustainability stances in
European nations are highlighted, which remains an appropriate target for understanding their part
of the financial market. This subtle demarcation of the target population paves the way for an in-

depth analysis of ESG practices across industrial sectors.

Sampling Strategy

It is driven by practicality, which bounds to the study’s reach and limits for convenience sampling
that was designed intentionally. This approach offers a realistic and practical choice of companies
given the peculiarities that characterize these three sectors, the financial services industry, the
insurance sector, and well banking field. The study makes use of convenience sampling to involve
only those companies that are amongst the top 10 on ESG criterion components. This strategic
approach makes it possible for a heterogeneous representation of the industries within these

sectors, providing to enrich the data of this study (Rao, 2020).

Criteria for Inclusion and Exclusion
The inclusion criteria include companies in the top 10 ESG criterion components for a
representative sample with good performance on such issues. There is no mention of exclusion

criteria but these are companies that do not meet the inclusion criteria.

Variables and Measures

Identification and Operationalization of Key Variables

The robustness of this study is supported by the detailed classification of major variables. The
concept of ESG performance indicators, including environmental aspects addressing the natural
environment and social components reflecting specific people as well as governance factors
specific to corporate control and management functions, is seen to be a foundation for a
comprehensive understanding of organizational work. As a result, not only the risk related to ESG
investments and investment strategies but also this variable information-augmented landscape
makes conducting an inclusive analysis of the complex intermingling between financial

considerations and ESG principles.
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Measurement Methods and Instruments

The sources of data focus on ESG reports, STOXX® Europe ESG Leaders 50 indexes, and the
methods are also applicable for measuring. The STOXX® Europe ESG Leaders 50 indexes offer
a standardized approach to evaluate the leadership in sustainability, ethical business practices, and
environmental concerns through universal metrics that are incorporated into an overall
methodology — which allows for monitoring of weighted scores associated with each company
under study — as opposed to specific insights into individual companies’ performance on ecolabels
or other mark This qualitative lens is supported by case studies, which ideally can complement
these quantitative measures and demonstrate uniquely how key variables surface into the real-life

situations.

Consideration of Validated Scales or Indices

The research utilizes the scales and indices that have been offered in ESG reports as well as
STOXX® Europe ESG Leaders 50 indexes. These widely accepted measures offer a benchmark
to measure ESG performance. Although qualitative data from the literature review and case studies
do not provide standardized methods, they nonetheless contribute to a deeper study in that their
inclusion provides detailed views. To sufficiently analyze the interrelationship between ESG
performance indexes and financial investments in a given sample, this study promulgates three
principles for defining the target population; applying an appropriate sampling strategy; and using

existing variables and main measures.

Data Analysis

Analytical Techniques

The core aspect of the analytical strategy that this research is based on, therefore, lies in very
discreet pattern-matching logic. This is a methodological option that overshoots the levels of just
pattern recognition; it entails systematic construction for seeking their expected results from
deeper understanding embedded in a detailed nature viewed here and there through highlighted

different cases. This method's dependence and subsequent comparison of such predicted patterns
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with empirically derived data form the basis for pattern matching. This sophisticated analytical
tool does not seek only to reveal patterns but with an even greater focus on its unique role in finding
meaningful correlates between the ESG performance indicators and investments. Through
practicing pattern matching, the study aims to increase its analytical depth by revealing those
underlying mechanics that define the connection between ESG practices and financial

performance.

Data Processing, Organization, and Interpretation

The data processing model used in this analysis does not end at extraction but performs total
curation of relevant and appropriate information. A complicated process, this involves the
compilation of insights from various sources such as ESG reports and analysis derived through
STOXX® Europe ESL 50 Indexes besides qualitative inputs which are obtained via literature
reviews a case studies. The organizational framework is not limited to a linear model; it has chosen
an alternative approach—chronological and theme-based. Such a sophisticated organization seeks
to make an elaborate carpet that reflects ESG development as time goes by and the grouping data
for patterning purposes. In this connection, however, interpretation goes beyond passive
comprehension; it is an active process of engaging the said patterns to make meaningful inferences

from bits and pieces of empirical information incorporated together with hypothetical frameworks.

Ethical Considerations

Ethical Guidelines

This study emphasizes strong compliance with ethical issues based on defined principles and
standards for social scientific research. Though the specifics of such guidelines are not explicitly
defined, the fundamental principle is laid out to implement good research practices. Using an
ethical compass to guide this research ensures that every step is guided by the principles of honesty,

openness, and fair treatment toward participants.
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Participant Confidentiality and Data Integrity

A major element of the research process is thorough confidentiality and integrity procedures
implemented within each database. Unspoken, hidden in the design of research stands a promise
to ensure that participant confidentiality will be observed and data integrity maintained through
standard ethical conduct procedures. It is a condensed methodology on these details, but it clearly

articulates an ethical position that sets the research in a responsible and conscientious framework.

Limitations

Identification and Acknowledgment

Since this study gives a detailed comparison of the possible constraints, there is a need for an in-
depth awareness and identification of these factors that may influence such functions. These
limitations, in one way or another shape themselves into numerous manifestations including
geographical ones along with all those factors linked to such industrial characteristics and temporal

phenomena that are reflected in this sphere.

Geographic Scope

Meanwhile, a spotlight is put on European countries as well as some generalizability issues. The
imminent differences in terms of standards regarding how ESG is applied by different continents
only add to the complex nature surrounding these standards, making it hard for outcomes
emanating out of an undoubted flag to be transported around other nations across the globe. The
complicated interplay of regional quirks is likely to affect and undermine global adequacy with
regard not only to such implementation but also to research findings implemented worldwide

beyond peculiarities within regions.

Industry-Specific Focus

A critical act includes a decision that considers the restrictions in the researcher’s survey to
domains embedded with financial, insurance, and banking spheres. Even though these subspaces
can be frequently attractive to a set of characteristics determining ESG integration locally, one

should not neglect all other analogous interpretations possible. This means that ESG industries
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differ in each industry faction: This is due to the limited research. Therefore, it was possible that
central aspects of insights that form an integral part of general understanding regarding integration

could be overlooked and missed intentions actualized correctly.

Impact on Interpretation

Limited Generalization

The consequences of regional focus and industry-specific nature are echoing in the weave of
interpretation itself. A circumspect lens has to be used when generalizing the findings beyond the
boundaries of this study. Transferring the inferences to other regions or industries that were not
scrutinized requires a cautious approach, understanding well the limitations created by the

geographic and industry specificity of the chosen landscape.

Incomplete Sector Representation

Echoing such a potential limitation is the partiality of sectors’ representation due to selectivity
within which only financial, insurance, and banking are delved. This strategic choice, though not
entirely without merit, comes with the risk of inadequate coverage by sector. These un-included
sectors may represent different ESG practices, thereby resulting in a ‘blind spot’ that undermines

the holistic comprehension of what is going on in both positive and negative practice examples.

Temporal Relevance

The temporal dimension reveals a dynamic constraint that highlights the fleeting nature of ESG
practices. What remains to be seen is the fact that the changing environment after research may
introduce additional changes that have a direct impact on the feasibility and suitability of results.
The potential temporality misalignment causes some outcomes time-sensitive, so requires them to
industrialize in the temporal period of research. In conclusion, the restrictions embedded in this
research must be recognized carefully because they are a guiding map for future researchers to
conduct their work within these boundaries. This study has limitations that require careful

consideration in relation so it may give directional guidance needed by other people conducting
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studies others who consider such as you wish and also remember how effects influence on its

generalizations.

Steps for Validity and Reliability

Comprehensive Data Collection

The measured performance of the data acquisition that includes secondary sources is a deliberate
intention to forge a comprehensive picture of the research subject. Although in the sphere of this
integral collection of data, the study stands on the threshold between challenges. The requirement
of data integrity and correctness is not least since it requires a balance between quantity and quality

to provide more insightful information.

Pattern Matching Logic

A pattern-matching logic is essentially at the analytical core of the study in terms of its application
and cautious use to ensure a degree of consistency in interpretation. This deliberate decision makes
the validity greater because designed taxonomies are made from theoretical information about life
experience in an advantageous form. It is associated with the real quality that reflects hard
character from which its interpretation is also made up as if it was somewhat inflexible towards

misgivings.

Mitigation of Bias
Transparent Methodology

A methodology that is forceful and targeted at bias emerges as a striking modus operandi; it was
an action designed to reveal the complexity of research design, data collection techniques, and
analytical tools. This degree of openness becomes an unconquerable weapon in the arsenal against
any potential prejudices - stakeholders can actually “look beneath its dashboard,” as one were, and
evaluate what criteria such study relies upon. This realization that despite these and several other
such efforts, prejudice survives even though hence palls one observant skeptical boundaries as

well remarkable truths.
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Diverse Data Sources

However, using non-identical sources of data for alignment is a purposeful strategy to fight the
monadic orientations since they lead to unpredictability. In addition to the problem of bringing in
a variety of views into research, there is also another subtle difficulty that appears at once.
Managing discordances among such sources in other cases becomes virtually a sophisticated theme
for the researcher to dance with subtlety and even requires utmost restraint on his / her part not to
pass prejudices unwittingly forward through. The sober reflections on the nature of even proactive
action that is taken to enhance the integrity and validity of the ESG study system as an objective
design are laughable. Bias also is like an invisible night shadow that even after attentions are paid
not to be left unattended stays so nobody leaves it alone. The shifting contour of ESG operations
makes this landscape even harder to walk and the consistent attitude alerts us while going through
aprocess intended to find meaning in an interpretation. Thus, it can be seen that in such a laminated
context the creation of an opinion is not hard to see for no one could avoid some implications and
those limits deserved due consideration because someday researchers will successfully run on

muddy waters prejudice-infested with at least minimal judgment.
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Chapter: 3

Results & Discussion

Introduction

Financial institutions have a key role in determining the contours of global economies, with their
ESG compliance becoming an important factor. This chapter delves into the ESG performance of
five major international banks: Intesa Sanpaolo, Nordea Bank, ING Group, BNP Paribas, and
Banco Santander. While facing sustainability problems, society tries to ensure that financial sector
influences are readjustment through guiding investments on taking the approaches of responsible
and ethical practices. The role of ESG factors in the decision-making processes, regarding
strategies and commitments that these institutions have considered or embarked on from time to
time is investigated. Sustainability is a moral responsibility and an essential business strategy that
influences how organizations manage risk, spend money, and behave generally. The chapter
develops by describing each bank individually, giving a detailed review of their ESG ratings and
sustainable lending concepts as well as climate risk management practices. The comparative
analysis gives insight into how these financial titans position themselves in the changing matrix of

sustainable banking.

Outside of the bank assessments, regulations, and reporting standards are also illuminated. To shed
more light on the legal frameworks that underpin non-financial disclosures, a discussion of the
European Union’s Directives including Directive 2014/95/EU and Corporate Sustainability
Reporting Directive (CSRD) are included in this piece. Besides, the chapter describes the
framework and standard utilization by banks for ESG reporting and it highlights the alignment
with 17 SDGs of the UN. About this, the role of ESG considerations on market behavior is
discussed while focusing on herding behaviors in the vein of investments in climate and
environment. It then evaluates the various methods investors utilize in navigating through a
sustainability terrain, the ESG factors that influence decision-making, and its possible herd
behavior effects. Offering a complimentary process, a SWOT analysis is done on each financial
institution. Therefore, this strategic review takes sustainability goals and investment practices into
account in addition to climate risk management within the SWOT framework so that each bank’s

position is considered not only from a traditional perspective.
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Finally, the conclusion of this chapter refers to a summary of findings highlighting the delicate
dance between financial markets and their ESG implications. It emphasizes the critical role played
by financial institutions to guide flows of global capital towards sustainable practices and records

findings for investors, professionals, and beyond.

ESG Performance Analysis of Selected Financial Institutions

Intesa Sanpaolo

ESG Ratings and Overview

Intesa Sanpaolo is an ESG giant among European banking institutions that has a huge social
commitment, a good position in terms of societal impact, and a strong climate focus. t is the biggest
bank conglomerate in Italy, having more than 3.4 thousand lounges and almost 13.6 million clients;
as large institutional investors and financial organizations continue to gain presence within their
pursuit for dominating environmental growth through investment activities on corporate social
responsibility. Intesa Sanpaolo recognizes that responsibility is vital and sees the inclusion of ESG
metrics in its investment process as fundamental. It argues that, along with supporting
economically and socially viable green growth, they can improve the performance of customer

portfolios while reducing their risks (Intesa Sanpaolo, 2022).

Figure 6
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Sustainable Finance Initiatives

From the points set out in Articles 8 and 9 of SFDR Regulations, as of December 31,2022, it
follows that Fideuram asset management SGR together with Fideuram asset value Management
(Ireland ) has had 46.4 billion euros worth of assets under management with a total number of
products amounting In detail, out of the total 183 funds (26.6bn euro) representing a share
amounting to approximately 61% from across all Funds’ combined assets, thereof ESG funds
could be identified in respect of Art 8 and four categorized funds by Art. 9 of the SFDR Regulation
(Intesa Sanpaolo, 2023a).

Risk and Impact Analysis

In the Sustainable Investments and Insurance Report, the Company has recognized macro-level

issues.
Table 1:
Macro Issue Project/ 2022 Actions/Results Plan Objectives for 2025
Indicat
naieator Cumulative Value 2022-
25
Sustainable Funds There are 232 products on offer in Investments in
Investments according to all the asset classes that have an environmental, social, and
and Insurance = SFDR environmental or social focus, governance (ESG) goods

greater emphasis pf sustainability, will rise from 110 billion
and sustainable investment goals euros in 2021 to 156
from Eurizon as per Articles 8 and = billion euros in 2025, a
9 of SFDR with total assets under 46% to 60% increase,
management of around ofl110 through efforts to improve

billion euros constituting over
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Sustainable
Investments

and Insurance

Funds
according to

SFDR

Engagement
Activities

with Issuers

54% of total assets managed

(Sarkar and Locatelli, 2018).

A significant increase from 3
billion euros in 2021, Fideuram
now offers 81 funds classified
according to Articles 8 and 9 of
SFDR, with a total of 26.6 billion
euros in assets (61% of the funds
managed). This demonstrates
Fideuram's dedication to fund
development and conversion,
which is a part of the Intesa
Sanpaolo Group's wealth

management strategies.

In 2022, Fideuram conducted a
thorough  evaluation of its
advisory approach to integrate
environmental, social, and
governance (ESG) concepts into
need-based financial planning.
They also launched a training
program for bankers to become
ESG certified, which has already
covered more than 51,000 hours

(PERRICONE, 2017).

Out of 342 enterprises in Eurizon
that engaged in engagement
activities, 194 (or around 57% of

the total) focused on

the ESG offering in asset

management.

Development of
specialized ESG advisory
services for Fideuram,
including the provision of
financial advisors with

specialized training.

Alignment of engagement
initiatives with the
stewardship principles for

their improvement.
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Sustainable Unit-linked

Insurance Policies

Earthquake
and
Flooding
Insurance

Cover

environmental, social, and
governance (ESG) concerns.

Of the 538 engagement activities2
that Eurizon took out over time,
271 were classified as ESG. This
accounted for 50% of the total
engagements or 34% of the total
meetings. With a total of 47
customer-focused events (28 in-
person and 19 online), the Private
Banking Division attracted 11,150
(5,000
(Sarkar and Locatelli, 2018).

Articles 8 and 9 of the SFDR

classify  72%

attendees in-person)

of unit-linked
investment alternatives associated
with products that are open to new
subscriptions (excluding pension
plans), up from 48% in 2021
(PERRICONE, 2017).

The value of earthquake and flood
insurance coverage extended to
homeowners by insurers is 33.5

billion euros.

Source: (INTESA SANPAOLO, 2022)

Introduction of ESG
investment options  to
enhance the unit-

linked/multiline offering.

Enhancement of market
position in the segment of
non-auto damage
insurance, including real

estate asset protection.
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Investment Overview and ESG Analysis

Among other things, these products support social or environmental qualities. Another aspect of
their investment strategy is selecting companies that follow outstanding corporate governance
practices. These products have ESG strategies, as required by Article 8 of the European Union
Regulation (EU) 2019/2088 on Disclosure about Sustainability in the Financial Services Sector
("SFDR"). The management companies responsible for their creation are Fideuram Asset

Management (Ireland) and Fideuram Asset Management (SGR) (Sarkar and Locatelli, 2018).

Established in 2012, Fond Italia Ethical Investment is a flexible product that invests in bonds,
equities, and external funds. By incorporating the principles of social and environmental
responsibility (ESG) into the overall portfolio, the investment decision-making process aims to
make a positive impact on people and the environment through its investments. Founded in 2018,
Fond Italia Millennials Equity invests in companies with a focus on Millennials since this
generation is particularly concerned about environmental, social, and governance (ESG) issues.
Financial and sustainability aspects based on governance, social, and environmental issues are both

necessary for investors to make educated investment decisions (Care, 2018).

Sanpaolo invests in Omnia and GP Fideuram, many responsible investment alternatives have
emerged since 2018, bringing together the pursuit of financial gain with the promotion of social
and environmental causes. In 2019, GP Ego Active announced three new products: GP Ego
Sustainable, GP Ego High Conviction 70, and GP Ego High Conviction 100. To further ensure
compliance with ESG principles and to define essential issues related to sustainability and ethics,
several solutions have been created for the Ego Personal product line, which consists of customized

funds for high-level customers.

GP mix sustainable, it employs a method for choosing financial instruments that accounts for
economic and financial aspects in addition to specific sustainability concerns. Companies and
countries are evaluated according to criteria that take into account their contribution to
environmental protection and social advancement. The three equity categories of Fondo Pensione
Fideuram (Balance, Growth, and Value) now include sustainability considerations in their
investment decisions. This change took effect in 2019. To be more precise, we came up with a list
of criteria to weed out business models that could harm society in some way, either because of the

nature of their industry or because they don't follow the UN Global Compact's principles,
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especially when it comes to human rights, environmental protection, fighting corruption, and

creating employment (PERRICONE, 2017).

The Unit Linked Fideuram Vita Insieme policy's internal fund uses the Fideuram Vita Orizzonte
responsible leadership technique for sustainable investing. This versatile multi-asset fund uses
ESG (environmental, social, and governance) criteria to choose investments that are deemed
ethical and ecologically benign. Investing in financial goods with strong criteria for environmental,
social, and governance scrutiny is what the fund is all about. The eco-friendly GP Ego product is

the cornerstone of the fund's platform (Care, 2018).

Investment Portfolio (since 31 Dec. 2021)

Circular Economy

Renewable Energy & Energy efficiency

o Bu'ldlngs _

0 200 400 600 800 1000 1200 1400 1600 1800 2000
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Figure 7
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Source: (INTESA SANPAOLO, 2022)

The company focused more on the green portfolio, and they had segregated components into three

sections.

Nordea Bank
ESG Metrics and Ratings

Nordea Bank is a leading Nordic banking and financial services business with over 9 million

individual customers and 500,000 corporate clients. It is also one of the main banks in Europe.

The company's goal is to make a positive difference in the lives of its clients and the communities

where its employees live and work by sharing the extensive expertise that has been accumulated

over more than 200 years in the banking business (ESG Nordea, 2023).

Leaders in ESG Data Visualization

NORDEA

Review of Nordea’s Responsible
Investments Report 2020

I Responsible Investments
‘. Report20200

by Neil Thornburn

Figure 8
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Sustainable Financing Commitments

Sustainable investing nevertheless appeared favorable in the long run, even if some investors
played down their sustainability goals to cash in on the rising costs of energy. Dow Jones predicted
in 2022 that ESG investment will more than treble in the next three years in September 20223, and
66 percent of C-suite executives identified ESG spending as the key to sustained growth. Despite
the challenges faced by their economy and the inevitable need to boost ESG investment, they
stayed true to their mission of producing returns while also taking responsibility for their actions,

which helped them navigate the year (Burkinshaw, 2022).

In line with its net-zero commitment, the corporation set a target in 2021 to ensure that by 2025,
eighty percent of the top 200 sources of their financed emissions will be assessed as Paris-aligned
or will have taken steps to become so. This objective is set to reach 100% by 2030. To inform the
Top 200 emitters about the company's expectations for Paris alignment, a coordinated engagement
push was initiated in 2022. Such an engagement is often initiated by investee enterprises with the
highest level of direct exposure to one or more of the four core areas: Investing in areas like
biodiversity, climate, good governance, and human rights. Two primary sustainability efforts have

received the company's attention (ESG Nordea, 2023).

Climate Risk Management

The corporation raised the standard for sovereign engagement in the Collaborative Sovereign
Participation on Climate Change program in 2022 by becoming a member of its advisory board.
To help governments combat climate change, Principles for Responsible Investment (PRI) is
managing this experimental investor endeavor. This shows that they are committed to acting on
their fiduciary responsibilities by advocating for strong climate action from policymakers so that

it reaches zero in a just and efficient way.

The investor group identified major sovereign issuers as the industry that may benefit most from
cooperative engagement. The investment firm recognized an opportunity to initiate the campaign

when the Climate Change Act was passed in Australia, which it backed (Maalahti, 2020).
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Investment Strategies

Along with twenty other prominent investors and their representatives, the firm joined the Investor
Initiative on Hazardous Chemicals in 2022, managing assets worth more than US$10 trillion. The
objective of this investor-led initiative is to encourage accountability and encourage chemical
companies to stop creating compounds with prolonged lifespans. The purpose of the IIHC is to
reduce exposure to harmful substances and the financial risks associated with them. The business
urged chemical manufacturers to increase transparency, by providing the entire list and production
quantities of all hazardous chemicals manufactured globally. Secondly, to make permanent
chemical phase-out plans public with provided deadlines, and collaborate with ChemSec to

enhance ChemScore and communicate relevant information (ChemSec, 2023).

Comparative ESG Analysis
There are several different types of environmental, social, and governance (ESG) risks associated

with Nordea Investment Management AB (NIM) (Nordea, 2023). When environmental concerns,
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including climate change, have a detrimental effect on NIM, its counterparties, or invested assets,
this is known as an environmental risk. This risk might lead to an undesirable financial outcome.
Then social risk refers to the potential for monetary loss due to existing or future effects of social
variables, such as people's and communities' rights, welfare, and interests. Fair working conditions,
social protection, and gender equality are all part of this. Executive leadership, auditing, internal
controls, tax evasion, board independence, shareholder rights, corruption, bribery, and any other

governance-related issues pose a risk to a company's financial well-being.
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Figure 10
Source: (Nordea, 2022)

The Nordea Climate Action Report 2022 states that the corporation has set a goal of reducing its
investments in listed equities and corporate bonds by half by 2030. The weighted average carbon

intensity was 23% lower in 2022 compared to 2019 (Sorrentino, 2023).
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ING Group

Overview of ING's ESG Approach

ING is a European-based global bank. It is estimated that over 37 million customers, corporate
clients, and financial institutions are served by more than 60 thousand employees worldwide in

many countries above forty. The objective of the company is to give people what they require for

their worldly success (ING.com, 2023).

Figure 11

Sustainability in Strategy

From the point of view of sustainability, the enterprise lends and grants ‘a helping hand’ to society
while going through towards a carbonless future, as well as creating innovative financial models
that could assist in forming a better world. One of the ING strategy pillars is sustainability. Based
on the September 2021, SEP ESG rating by Sustainalytics, ING has a “Strong” level of
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management of material risk. The ESG review rating for ING from S&P Global Ratings was 83
('strong') in January 2021. In December 2020, MSCI upgraded ING’s ESG rating to ‘AA’. Such
sustainability and ESG index products of the leading vendors STOXX, Morningstar, and FTSE
Russell include shares in ING Group (Sustainalytics, 2022).

Climate Risk and Impact Assessment

ING’s ability to identify climate risk factors and incorporate them into current processes of
managing risks has been significantly improved. The table below lists possible impacts of climate
risk on different areas by activities already taken and those planned for the future (ING Climate
Report, 2022).

Table 2:

Risk category Potential Effects of Combating Risks Future Steps

Climate Risk Drivers

Financial Risks

Credit Both physical and Climate risk drivers Modify and implement
transition risks, which are have been added to the the Climate Credit
climate change drivers, risk identification and RAS  with  more

can make it harder for
companies and individuals
to pay back their loans as
they become due.
Depreciation or
degradation of collateral
values might result from

them as well, increasing

assessment process and
the climate risk WB
sector heat map was
further developed.

A pilot program
involving the transport
and logistics industry

tested the integration of

climate and

precision.
Retail industries can

benefit from an

expanded Climate
Credit RAS.
Create specific

scenarios for the stress
on climate-related
credit and evaluate
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Market

Liquidity

loan-to-value ratios and

credit losses.

Income  from  related
products at ING could take
a blow if financial asset
revaluations and price
mismatches are caused by

volatility in equities (for

companies with
unsustainable business
models), fixed income

(increased sovereign risk),
commodities, and stranded

assets.

The availability and cost of

ING's funding  may
fluctuate more widely as a
consequence of shifting
market circumstances. A
shortage of affordable
professional finance, more
withdrawals from credit
and liquidity facilities, and

an increase in the outflow

environmental risk
assessments into the
loan approval procedure
in 2022, and this heat
map was essential in
that effort (ING Group ,
2020).

The drivers of C&E risk
have been evaluated for
their materiality and
incorporated into the
process of identifying
liquidity and market
risks (ING.com, 2023).

The policies on funding
and liquidity risk have
been revised to
incorporate C&E risk

factors.

their significance.
Incorporate longer
time horizons and

broader usage of data
into the C&E risk
analysis and roll it out
to all industries.

Make sure that
liquidity and market
stress scenarios

include climate risk.

Make sure that RAS
accounts for climate

risk in its assessments

of liquidity and market
risk.

Strategize and
implement policy
revisions.
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of deposits can result from

it.

Non-financial Risks

Operational

Compliance

Acute or chronic physical
risks pose a threat to ING's
operating capabilities and
customers' capacity to

receive services.

The potential of adverse
effects stemming from
actions that do not

conform to current or
future climate-related
rules, regulations, societal
norms, and company
policies and codes (such as

ING's Code of Conduct).

The capacity to recover
from the effects of
physical risk drivers has
been incorporated into
the new  Business
Continuity Framework.
The process of
identifying and
assessing risks includes

physical risk drivers.

The ING  Change
process and
Compliance

procedures, such as risk
assessment, policy
creation, and
monitoring, were used
to identify, follow up
on, and apply applicable
requirements.

Consideration of ESG
risk,  impact,  and
communication is a part
of the Product Approval
and Review Process,

which includes a

To the list of risk
drivers, add transition
risk and evaluate it
according to its

materiality.

Create specific stress
scenarios related to

climate risk.

Strengthening climate
risk management via
incorporating climate-
related  risks into
applicable governance,
policies,  guidelines,
and procedures as well
as a compliance risk
framework. Risk
Appetite Statement
and Compliance
Cockpit should include

climate risk indicators.
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Overarching Risks

Reputational

Potential for stakeholders
to perceive ING in an
unfavorable aspect if the
company fails to achieve
or make enough progress
toward climate-related

goals.

Customer Golden Rule
on ESG.

The non-financial risk
materiality evaluation
now includes scenarios
for evaluating climate

risk drivers (ING Group
,2020)

Group Sustainability's
Business Ethics team
and the Environmental
and Social Risk (ESR)
team offer guidance to
clients and transactions
where the Management
Board Banking (MBB)
determines that there is
a potential reputational
risk. Only MBB or the
Global Credit
Committee has the
authority to overturn
negative ESR

recommendations.

Source: (ING, 2023)

Adopt a strategy to

detect, evaluate, and

lessen ING's
reputational risk across

the board.
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Sustainable Financing Commitments and ESG Analysis

The company has made a strong commitment to addressing finance-related emissions, which are
directly linked to its lending and investing activities. By 2025, they aim to mobilize 125 billion
euros' worth of sustainable financing each year. To support its clients in this transition, the
company collects volumes of sustainability-linked loan products, green and social loans, green,
social, and sustainability bonds, and sustainability-linked bonds. They also track their sponsored

emissions and emission intensity indicators for climate reporting (ING, 2023).

Financed emissions

Business Loans —
Retail banking

Business Loans —
Wholesale banking
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o
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Figure 12

Source: (ING, 2023)
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BNP Paribas

BNP Paribas' Presence and Business Strategy

BNP Paribas is not just the largest bank in France, but it is also a formidable player on the
international stage, especially in the American and Asian markets. The company's diverse and
integrated business strategy promotes close collaboration across its subsidiaries as they work
together to accomplish their mission of supporting their customers, be they individuals, businesses,

or institutions, as well as the world in which we all reside (Mange, 2019).

ENVIRONMENTAL, SOCIAL AND
CORPORATE GOVERNANCE (ESG):
A DUTY AND AN OPPORTUNITY -

r T

)

A GUIDE FOR DUTCH PENSION FUNDS ————

BNP PARIBAS | SUSTAINALYTICS

The bank for a changing world

Figure 13
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Sustainable Funds Management

Loans, advances, debt securities, and non-tradable equity instruments amounted to 459 billion
euros as of December 31, 2022, constituting the Group's all reliance on non-financial corporates.
Aside from conventional funds, individual customers can subscribe to responsible investing funds
under their life insurance policy, shareholder savings plan, securities account, retirement savings
plan, or employee savings plan. Financial advisors tailor their recommendations to clients taking
into account their values, as well as their social and environmental impact objectives (e.g.,
healthcare for all), and the more conventional investment criteria (e.g., risk tolerance, time horizon,

etc.).

Additionally, BNP Paribas has structured its portfolio of sustainable funds into four divisions:
certified funds, ESG-integration funds, sustainable theme funds, and impact funds. Among its
many open-ended funds with European domiciles and a focus on sustainable investing, BNP
Paribas Asset Management was entrusted with the responsibility of overseeing 20 billion euros in

assets by the close of 2022 (Freitas, 2022).
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Synthetic view of the ESG risk management framework of BNP Paribas

@ Risk Appetite Framework

What has been done
» Completion of the first version of an internal climale transition risk sectoral heat map
i' * Launched the roll-out of the new ESG assessment framework for large corporates perimeter
Materlality assessment + Reinforced the Insertion of climate factors into the Global Credit Policy
1‘ * Further inserted climate fatars into the Group's risk taxenomy and Group-wide risk
Group-wide risk identification process identlfication process
T T : Eom_pietmn of the 2022 ECB climate stress testing exércise and upgrade of the stress testing
P platform
Portfolo analysis Counterparty / * Reinforced the integration of climate considerations Into the 2022 Group ICAAP
s transaction - Reinforced the insertion of factors into the Risk Appetite Statment metrics
analysis analysls as part of * Launched the RISK ESG CAMPUS to further raise awareness and upskill RISK indrviduals on
- Other portfolio due diligence processes: climate risks
analysis (sectoral - Application of sectoral
concentration, policies

- Controversies analysis

+ Exclusion & monitoring

= |isls

+ Application of Equator
Principles 4

+ Other analyss

What is next :
* Continue the coverage of other sectoral heat maps (such as climate physical risk or biodiversity)
+ Conunue ESG assessment framework for large corporates and institutional
* Further insert climate into credit policies (specific credit policies, risk classification and

portofolio alignment)

Ad-hoc analysis
(e.g. sectoral studies,
qualitatlve

]

collateral valuation)

assessments) + Further reinforce the intégration of climate factors (in terms of depth, coverage and articulation)
into the group-wide risk (dentification process and enhance climate scenario and other partfollo
analysis

* Continue Inserting climate-related metrics into the Risk Appetite Statement
- Further reinforce the Integration of climate factors Into operatianal risk management
7 e.g operational risk taxonomy) and market risk management framewaorks (e g market risk
Illsk monitorn ( :
8 manitaning)

Figure 14
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Climate Risk Integration

By 2025, the Group plans to have invested 450 million euros from its funds into startups and
enterprises that provide innovative solutions for environmental sustainability, fostering local
development, natural capital, and social responsibility (BNP Paribas, 2023). 200 hundred million
euros have been distributed to impact enterprises and startups in three categories: local economy
and climate, solidarity and social activities, and natural capital. 175 million euros spent on energy
and ecological transition startups, and a solar energy venture fund established by BNP Paribas with

a commitment of 75 million euros (L Van Meerbeck, 2023).
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Instead of seeing climate change risks as independent dangers, the Group sees them as potential
influences on other conventional forms of risk, such as credit, operations, or market issues.
Therefore, the present framework for managing conventional risks—including applicable
processes, organizational structures, and governance mechanisms—must incorporate climate
concerns as a risk factor. It has been an objective of BNP Paribas's risk management strategy since
2010 to incorporate climate risk drivers more fully and comprehensively. In 2021, the Group's
objective was to improve this integration and to do this, a complete financial sustainability

governance was put in place (BNP Paribas, 2023).

% The three key components of any risk event

|
o RISK DRIVERS IDENTIFICATION RISK EVENT DESCRIPTION QISK EVENT MATERIALITY ASSESSMENT
Causes or factors favouring, triggering or Severe but plausible scenario Materiality of the risk event assessed using a
aggravating the risk event, identified corresponding to the materialization severity / frequency pattern (several severity
based on BNP Paribas' reference risk of one of the risk types of BNP Paribas’ scales are available)
driver taxonomy reference risk type taxonomy

1 Any risk event (ie. elementary scenario, for example: a riverine flood in Europe which increases the cost of risk as its
damages lead to higher insurance prices causing a valuation shock for real estate properties in high flooded areas)
must be described and assigned to one of the risk types of BNP Paribas’ risk type taxonomy.

2 The risk driver(s) that favour, trigger and / or aggravate the risk event must be identified (for the flood example here.
acute physical Impact of climate change), on the basis of BNP Paribas’ risk driver taxonomy.

3 The materiality of the risk event must be assessed using the materiality assessment pattern that relies, mainly, on
the usual bi-dimensional severity assessment / frequency assessment framework. The materiality of the risk drivers
underlying the risk event is inferred from the materiality of the risk event.

Figure 15
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ﬂv_.‘ﬂ CLIMATE-RELATED RISK DRIVERS

Climate change-related physical
risk drivers

= Arute

* Chronie

Transition 1o low carbon Economy

risk drivers

* Policy changes

* Technological changes

* Behavioural / consumer
preferences changes

Cimate-related governance risk

driver

Climate-related Uabllity risk driver

Figure 16

@

* Carbon price / tax

* Mew climate-related laws /
régulations

* Stranded assets and workers

* Property damages

* Assel destruction

* Shifts In prices and asset values

* Increased vuln!mty of assel prices

* Lower assel performance

* Dperational disruption

» Supply chain disruption

* Lack of production input

* Lower production

* Productivity changes

= Lower profitability

* Losses of business opportunity

= Impact on wealth and / or solvency

* Technological change,
developments or disruplions

= Mew capital expendilure

* Increased costs

Investment and ESG Analysis

TRANSMISSION CHANNELS (iustrations)

* Dispute, claims, legal proceeds

against the Group

= Dispute, claims, legal proceeds
against clients

* Sanctions & fines

* Changes In Indlviduals” habits
and behaviour

= Clients' expeclations

= Labour markel & employees’
expectations

* Mortality

* Political decisions

= Migration of populations

= Social unrest

* Energy Performance
Certificates

* Reputational hit leading to
business iImpacts

= Avallability and affordability
& pricing of Insurance

s Climate-related transmission channels extracted from the BNP Paribas 2022 Risk Inventory

CE SCENARIOS / ISK EVENTS

(Materialization of traditional risk types)

Financial risks

= Business & strategic risk (sector
exit ete.)

= Credit risk (default, collateral
depreciation, country risk ete)

= Market risk (repricing etc.)

* Liguidity risk (Increased demand,
risk of climate related outflows /
default of Inflows etc)

= Insurance underwriting risk {claims

Increase (!'.{'}

Non-financial risks

= Execution risk

= ICT (obsolescence, disruptions ete)

= Damage to physical assets

= Third-party risk (failure, non-
compliance eic)

= Legal risk

= Health issue and human resources
safety risks

As stated in the DNSH Principle, no social or environmental objective should be significantly

jeopardized by the product's sustainable investments. When making investments, the manager

assured to consider the main negative effects on sustainability factors using the SFDR's adverse

impact indicators and to avoid companies that don't respect their core principles, following the

guidelines set out by the OECD and the UN Guiding Principles on Business and Human Rights.
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Figure 17
Source: (BNP Paribas, 2023)

BCO Santander

Overview of BCO’s Approach

The Spanish multinational financial services business Santander Group focuses on retail and
commercial banking; it is commonly referred to as "Santander" or the "Group" in short. Among
its most important markets are those in North America, Europe, and South America, but it has
substantial operations throughout several continents. There are currently 190,000 people working

at Santander out of its headquarters in Madrid, Spain.
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Under the parameters of the Santander Group Green, Social, and Sustainability Funding Global
Framework, Santander Group and its connected firms seek to issue bonds, loans, commercial
papers, promissory notes, and deposits using proceeds related to sustainability, social

responsibility, and the environment (A Chatterjee, 2019).

ESG Committee Involvement

The Corporate and Investment Banking teams have helped a large number of clients from all
around the globe accomplish their sustainability objectives by structuring innovative bonds and
loans that connect to sustainability. By tying together social and sustainable objective pricing with
key performance and sustainability indicators, these tools attempt to inspire users to establish and
achieve ambitious green targets. Borrowers or issuers are either rewarded or penalized according
to the achievement of sustainability targets, such as the reduction of greenhouse gas emissions

(Polyzoidis, 2023).

Santander US is a member of the LSTA ESG Committee, which follows environmental, social,
and governance (ESG) trends in the banking sector. Revised Green, Social, and Sustainability-
Linked Loan Principles were the result of collaboration between Santander US and worldwide loan
trade groups in 2022. In addition, Santander collaborated with the Banking Environment Initiative
(CISL) at the University of Cambridge to produce a fresh report on financial innovation to help
SMEs achieve net-zero emissions. The paper, which featured feedback from the US ESG Solutions
team, emphasizes how banks and multinational organizations aid SMEs in achieving net-zero debt

(A Chatterjee, 2019).

Use of Proceeds Framework

Table 3:

Use of Proceeds  Activity Classification Sustainalytics’ Assessment
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Affordable Basic Energy

Infrastructure

Transport

Water and Waste

Management

Social

The funding of clean, renewable
energy generation and distribution
lines, particularly those for essential
buildings and  structures for
underprivileged communities, by
the standards laid out under
Renewable Energy. According to
Sustainalytics, initiatives involving
fossil fuels are not included. The
fact that these funds would go to
individuals who do not have power
has been further verified by
Santander. Market practice is in line
with this.

Financing over ground and
underground railways n

underdeveloped areas.

Providing funding for infrastructure
that serves underprivileged
communities in the areas of water,
sanitation, and waste management.

Projects that fall under this category
may involve the following: water
distribution and treatment
infrastructure; sewage and
wastewater treatment and collection
infrastructure; and the collection,
sorting, disposal, treatment, and
recycling of both hazardous and

non-hazardous waste. Santander has
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Access to

Essential Services

Information and
Communications

Technology

Education

Social

officially stated that its fossil fuel
activities do not include water
treatment. Market practice is in line
with this.

Funding for the construction and
maintenance of telecommunications
networks, distribution lines, and
essential buildings and structures,
including 5G networks, fiber optic
networks, and the deployment of
high-capacity networks to
underserved communities. Market
practice is in line with this.
Providing funding for public
educational facilities that cater to the
general population's requirements in
the areas of sports and cultural
education, academic  tutoring,
remedial courses, art and dance
education, and elementary and
secondary schools.

If the conditions and terms are
financially beneficial, Santander
may provide student loans. By not
further targeting low-income or
disadvantaged people,
Sustainalytics sees  Santander's
funding of student loans as a
departure from the market norm.
Still, Sustainalytics points out that

the loans come with financial
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benefits, which might mean more
students have access to good loans
and more beneficial social
effects overall.

Adults who are already without
employment or who are at risk of
losing their jobs may be eligible for
educational loans through the bank
as part of initiatives to help them
acquire fresh skills. Lend money
from the bank at interest rates that
are currently floating on the market.
The absence of financial rewards is
pointed out by Sustainalytics, which
takes market practice for such loans
into account.

Although there are no monetary
benefits, which is against the market
norm, Sustainalytics points out that
the loans will impart to the
recipient’s valuable skills, therefore
they should have a beneficial social
impact. Santander made it clear that
all individuals, regardless of their
financial situation, would have equal
access to private facilities, including
sports arenas. To qualify, a private
facility must be non-profit or
provide services to low-income

people regardless of their capacity to

pay.
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Human
healthcare and

related activities

Social

Funding supports public healthcare
facilities, outpatient clinics,
diagnostic centers, physiotherapy,
speech therapy, family planning, and
general medicine, as well as public
labs and field hospitals.

In addition to vaccinations and other
fundamental pharmaceutical items
and preparations, Santander may
also fund the research and
production of radiation, -electro-
medical and electrotherapeutic
equipment, dental and medical
devices aimed at the general
population, and other medical

supplies.

Focusing on items that may be
expected to assist satisfy urgent
medical requirements is the market
expectation, according to
Sustainalytics, which takes into
account the overall nature of some of
the products to be funded in this
field. The items will be supplied to
both public and private healthcare
institutions, according to Santander,
so that everyone can access and
afford them, regardless of their

financial situation.
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Social housing

Research and development spending
will not exceed 10% of all
transactions, according to
Santander. Additionally, the Issuer
has the option to fund public health
services at residential care and social
work centers that specialize in areas
like nursing, learning disabilities,
and children's daycares that serve at-
risk youth, the elderly, migrants, and
displaced people.

Private and non-profit institutions
will be open to anyone, regardless of
capacity to pay, according to

Santander.

Providing funding for the building
of houses and related infrastructure
that caters to the socio-economic
needs of those who fit the criteria set
by the regional government. At the
Branch level, Santander is obligated
to report on the government's
qualifying conditions that are
followed.

With  low-interest rates and
repayment conditions, Santander
may provide mortgages to those who
cannot  otherwise afford an
apartment. Mortgage payments

shouldn't exceed 30% of a person's
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Employment
generation, and
programs
designed to
prevent  and/or
alleviate
unemployment
stemming from
socioeconomic
crises, including

through the
potential effect of

Financial
Insurance

Activities

and Social

net income, according to Santander.
Only first-time homebuyers are

eligible for mortgages under the

Framework, according to
Santander's explanation to
Sustainalytics. ~ Where possible,

Sustainalytics urges Santander to be
more transparent about the financial
advantages of the mortgages funded
by the Framework.

People living in slums and informal
settlements, as well as those without
houses, are considered part of the
target demographic  for this
category. Additionally, individuals
are prohibited from having incomes
that are more than 80% of the local
average or lower than the median
income in the country.

Initiatives related to the following
seek to support small and medium-
sized firms (SMEs), micro-
enterprises, and informal workers in
poor or disaster-stricken areas, as
well as rural populations engaged in
agricultural production and
entrepreneurial women:

Access to microinsurance and
transactional banking products and

services is one goal of lending to

small and medium-sized enterprises
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SME financing

and microfinance.

(SMEs), micro-SMEs  (micro-
SMEs), and entrepreneurs. Another
goal is to help SMEs, micro-SMEs
(micro-SMEs), and entrepreneurs
who have been hit hard by natural,
health, or man-made disasters and
are seen as important to the local
economy due to the jobs they create,
the services they offer, or the sector
they support. Market practice is in

line with this.

Source: (Santander, 2022)

Climate-Related Risks and ESG Performance

The company focused on three strategies under Climate-Resilient. Firstly, effective climate risk

management, which identifies, assesses, and manages climate change-related risks. Supporting the

sustainable transition and reducing our environmental footprint with an emphasis on Latin

America, BSI provides comprehensive private banking and financial services to high-net-worth

individuals and non-US citizens. For clients looking to grow their ESG-related portfolios, Banco

Santander International (BSI) is committed to sustainable investing and incorporates ESG inputs

into its advice and portfolio management processes. In this process, non-financial data is processed

and analyzed to produce ESG-scored mutual funds, exchange-traded funds (ETFs), and alternative

investments, both internally and externally. These products are then utilized to create specialized

ESG portfolio solutions (Karen Gloria Vargas-Santander et al., 2023).
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Figure 18

In 2022, BSI maintained over 120 ESG funds and 70 ESG ETFs within the product line with
$250M of AuM in ESG funds and ETFs. The company defined climate-related risks into two
categories. Transition Risks are risks associated with the transition to a lower carbon economy.
Physical Risks are risks associated with severe weather events or driven by longer-term shifts in

climate patterns (Santander, 2022).

According to the findings below, the company has guaranteed that it can power up to 10.1 million

households per year.
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Breakdown of Financed MW by type of Renewable Energy
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Figure 19
Source: (Santander, 2022)

Overall ESG Analysis

Performance Indicator Calculation per Company

Table 4:
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30%
20%
0% B

68| Page




Company  Average  Average of Averageof Average Average of
of Beta Total Profit of Return Return on
5Y Debt/Equity  Margin on Assets Equity
Monthly) (mrq) (ttm) (ttm)
Intesa 1.39 16.45 28.5% 0.6% 8.50%
Sanpaolo
Nordea Bank 0.87 19.71 24.69% 0.79% 15.94%
ING Group 1.66 17.04 28.4% 0.37% 8.00%
BNP Paribas 1.67 19.82 22.69% 0.32% 7.41%
BCO 1.33 16.45 18.1% 0.52% 9.27%
Santander

Source: (Macrotrends, 2023)

The market volatility and risk of a stock are expressed by the beta indicator. A stock with a beta

of larger than 1.0 indicates that it fluctuates more than the market does over time, whereas a stock

with a beta of less than 1.0 indicates indicating the volatility of the overall market is lower. The

market is smaller than stock. High-beta stocks typically have greater potential returns, Low-beta

stocks, alternatively, are less risky yet offer higher returns. decreased profits. The investigation

revealed that, in general, businesses with strong ESG performance typically have a smaller beta,

which reduces risk (Macrotrends, 2023).

According to Google Finance CDP climate change score analysis has been carried out as below:
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Table 5:

Company CDP Climate Change Score
Intesa Sanpaolo A
Nordea Bank B
ING Group B-
BNP Paribas A-
BCO Santander A

Comprehensive Analysis of EU Directives, ESG Reporting, and Market Dynamics

Directive 2014/95/EU, formerly referred to as the Non-Financial Reporting Directive (NFRD),
provides requirements for the disclosure of diversity and non-financial information by some large
firms. Several large businesses are required by this order to make public their policies and practices
on human rights, corruption, the environment, and social and environmental issues. Information
like this assists lawmakers, clients, investors, and civil society groups evaluate the non-financial
performance of large enterprises, which in turn encourages businesses to embrace a responsible
business strategy. Listed companies, insurance companies, banks, and other businesses designated
as public-interest institutions by national authorities are among the 11,700 major firms and
organizations across the EU that are currently subject to the EU's non-financial reporting
regulations. These organizations have more than 500 employees (Sierra-Garcia, Garcia-Benau and

Bollas-Araya, 2020).
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Current Regulations and Figures

In April 2021, the European Commission approved a proposal for a Corporate Sustainability
Reporting Directive (CSRD). This will broaden the present NFRD reporting obligations to include
all major enterprises and corporations listed on regulated markets. The CSRD sets extremely
rigorous reporting requirements and requires audited data to be submitted in line with EU

sustainability reporting standards (Breijer and Orij, 2022).

Figure: “Breakdown of the entities in the database divided by sector and origin (colors). The y-

’

axes report the absolute number of the entities from the corresponding sector.’
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Figure 20

Source: (Mandas, et al., 2023)

71|Page




Figure shows that out of 11 entities and firms chosen for the study, most are in the financial sector
(19% of all organizations). There is a 31% weight for Europe, a 35% weight for Asia and the
Pacific, and a 25% weight for North America.

ESG Reporting Frameworks and Sustainable Development Goals

The majority of businesses use well-known and well-established ESG monitoring and reporting
frameworks, like the Global Reporting Initiative (GRI), which helps businesses, governments, and
other organizations understand and communicate their impacts on issues like human rights, climate
change, and corruption (GRI, 2023) Investors, insurers, lenders, and other providers of financial
capital are becoming more aware of the impact of environmental, social, and governance (ESG)
issues on company financial results, driving demand for standardized reporting of ESG data. The
Sustainability Accounting Standards Board (SASB) is a non-profit organization dedicated to the
development of sustainable accounting standards. The Financial Stability Board created the Task
Force on Climate-related Financial Disclosures (TCFD) to improve and increase the reporting of
financial data connected to climate change (Task Force on Climate-related Financial Disclosures,
2023). 'Measuring Stakeholder Capitalism: Towards Common Metrics and Consistent Reporting
of Sustainable Value Creation’ (World Economic Forum, 2020) and the World Economic Forum's

(WEF) indicators, all of which are in line with the 17 SDGs (Cuomo et al., 2022).
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Figure 21

The research is aware of the importance to measure harmony between 17 Sustainable Development
Goals (SDGs) as outlined in the United Nations’ Agenda, which are incorporated into ESG
reporting framework used by ESG Leaders. This point provides a crucial understanding of how
companies adapt their operational processes to world-wide sustainability goals. It emphasizes the
need for ESG frameworks in responding to and addressing these high-level SDGs. Data, thus,
highlights the relation between ESG reporting practice and a broader sustainability agenda driven

by UN (Cuomo et al., 2022).
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Sustainability Departments in Corporations

Recognizing the possible influence that sustainability has on their business plans, macro
corporations have been very proactive in setting up sustainable departments. Hence, these
dedicated departments contribute significantly to the process of incorporating sustainability
concerns into business strategies; they also promote formation procedures attitudes, and practices
that comply with responsible corporate behavior. On the other hand, micro and small businesses
do not have sustainability departments due to their limited size and financial limitations. Therefore,
these smaller organizations often resort to a constellation of tools that help evaluate and improve
operational performance in sustainability. On the same note, findings from Annunziata et al.
(2018) reveal that businesses seeking sustainability invest in resources and capacities to create a
competitive advantage by responding adaptively and resourcefully to the challenges of sustainable

practices (Landrum and Ohsowski, 2021).

Corporate Sustainability Committee

. Supervisors
. Independent directors

Chairman of the committee
President of CTEC Holding

Deputy chairman
Chief administration officer
of CTEC Holding

Committea mer s {President of GTBG subsidiaries) A Y
u CTBC Bank, Taiwan : L
A % -/ CTBC Agcet Managsmant,

Shareholders

Corporate governance Employee care Sustainable finance team Social engagement team Environmental

team team sustainability team
Corporate governanos Employss care Custormner cars Social investmsnt Environmental protection
Intsrnal auditing Education and training Credit policy project Charity cars AsGourcs managemsant
Regulatory compliance Workforoe development Financial monitoring Support for cultural and Green procursmsnt
Risk managsmsnt oreative industriss Ensrgy conssrvation and

Public welfars lottary carbon reduction
> v . > X
.
Figure 22
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SWOT Analysis

SWOT is a strategic technique that helps managers make decisions based on more information and
with greater precision. It displays the articulation between Strengths, Weaknesses, Opportunities,
and Threats (Pereira et al., 2021).

Table 6:
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Strengths

Weakness

e Sustainable objectives.

e Investment in asset management.

¢ Financial basis planning.

e ESG Product-linked investment options.

e Integration of climate risk drivers with the risk

assessment process and assessment process.
e Integration of risk drivers with liquidity.
e Plan and execute updates to the policy.

e Updated Business Continuity Framework.

Gaps in the investment policies.

Lack of identification of climate risk drivers.
Financial asset revaluations.

Mismatches in price levels.

Operational capabilities and/or ability to
deliver services to clients may be disrupted

due to acute or chronic physical risks.

Opportunities

Threats

e Adhere to the sustainable disclosure

regulations.

e Review the advisory model to incorporate ESG

principles.

e Launch of a comprehensive training program

for ESG certification for bankers.

e Engagement activities regarding ESG issues,
and new insurance options for natural disasters

such as earthquakes.

e Expand the climate risk credit methodology

and the use of climate risk analysis data.

e Develop dedicated Climate risk stress

scenarios.

Changes in regulations.

Human rights, well-being, and interests of

people and communities.

This includes, among other things, gender
equality, fair working conditions, and social

protection.

Climate changes, executive leadership,
audit, internal control, tax avoidance, board
independence, corruption and bribery, and
shareholder rights.

Market condition changes

Emerging climate-related laws, regulations,
society expectations, and internal policies

and codes.
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Application and Significance

The findings of our study bear implications for both financial markets and their participants:

Investor Behavior and ESG Ratings
Five enterprises in the study show investors do not compromise returns to invest in entities that
have high ESG ratings. This implies that sustainability problems might not be so vital to the

investors after all.

Investor Preferences for Smaller Companies
Smaller-sized firms having higher Sharpe ratios and greater price/book value may be the better
choice for investors considering potentially bigger returns. This is evident in the fact that both ESG

and financial indicators should be taken into account when making investment decisions.

Fresh Perspectives on Portfolio Structure
The findings provide new insights into the effect of both, financial (Debt/Equity, Return on Assets
and Equity) as well non-financial factors (ESG This understanding helps investors and finance

professionals make intelligent decisions.

Importance of ESG Education
This reality is identified in the research and, accordingly, stresses the importance of guiding
financial novices on ESG problems by fund managers. It underlines the impact that ethical ESG

principles have on stock price increases.

European Investors and Sustainable Funds
The above data has shown that European investors follow portfolio diversification or play a long
game, the reason why Europe has come to be recognized as the biggest market for sustainable

funds in the world.
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Conclusion

The ESG performance assessment and sustainability processes undertaken by leading financial
institutions such as Intesa Sanpaolo, Nordea Bank, and ING Group aided in creating an entire
landscape of environmental social governance activities present within the realm of finance. These
organizations demonstrate diverse strengths and approaches to incorporating sustainability into

their core activities.

However, the regulatory environment supported by directives such as 2014/95 / EU and CSRD is
an indication that non-financial reporting has gained significance in large public interest
organizations. The consistency of the reporting frameworks for example GRI, SASB, TCFD, and
World Economic Forum’s indicators with 17 SDG instead shows that there is a global will to
pursue clean business practices. The research analyzes herding behavior in ESG investments and
its impact on the structure and performance of a portfolio. The focus of the SWOT analysis applied
to the financial institutions under consideration is their strengths, weaknesses opportunities, and

threats that depict broad alternatives for sustainability goals reached.

It concludes that the dedication to ESG principles lies in such actions as creating dedicated
sustainability departments and building a robust climate risk management other than financing
based on sustainable activities. As the regulatory domain continues to change, these institutions
manage challenges and seize possibilities as they become more conscious of ESG variables that
affect financial results. The findings contribute to the literature on sustainability, regulatory
frameworks and investment choices in relation to countries’ financial institutions as promoters of

a sustainable economic system.
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Chapter: 4

Conclusion & Recommendations

In this final chapter, we focus on the interplay between sustainability initiatives in the global
financial industry and regulations as well as their effects on these firms’ performance. The course
of events we trace investigates different aspects and covers the comprehensive analysis on
sustainability’s evolution, changes in regulation provisions occurring thereof influencing market

dynamics as well as investors conduct.

Overview of Sustainability Initiatives

With our focus on sustainability performance, we identify a market in which the financial services
industry takes and leads through stream beside compliance ESG alignment. The story transcends
a checklist methodology; the economic ones become integrated integrity giants as tries to combat
environmental hindrances at their origins. The overwhelming emphasis on climate risk
management, which goes beyond pointing out the value-creating urgencies also casts financial
institutions as agents of broader environmental and social realities. Let’s look into details that

determine this commitment.

Environmental

Climate Change | Emissions
Waste Management | Resource Usage

Social

Human Capital | Safety Culture
Employee Relations | Community Impact

Governance

Shareholder Rights | Board Diversity & Structure
Executive Compensation | Risk Management

Figure 23
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ESG Integration

When looking closer at the individual entities, then a more detailed analysis that reveals changes
in integrating ESG principles emerges. The data-driven analysis demonstrates examples of
financial institutions steering beyond rhetoric and consistent with the ideals they espouse. The
initiatives indicated are fragmented case-by-case to highlight the wide array of approaches taken,
including sustainable investment options and integrating climate risk drivers into risk assessment
processes. With clarification of such particular tactics, our research points out some practical

information on visible actions that financial businesses do to attain sustainable practices.

Climate Risk Mitigation Strategies

With climate-related risks permeating the global environment, our study comprehensively presents
an analysis of strategies used by financial institutions to manage such threats. By moving away
from abstract theories, we discuss real-world cases of risk management techniques that the
financial institutions use to bolster themselves against climate change effects. This section goes
deeper than a summary, providing an array of practical examples that could be used as a reference

point by institutions working to increase their resilience against climate-related risks.

Regulatory Frameworks and Reporting Standards

However, the seismic effects of regulatory frameworks such as NFRD and CSRD spread widely
through corporate world. Not only does our analysis of this effect accentuate the compliance point
but also touches upon the transformative nature underlying these regulations. Widening the field
of view, we consider how these mandates affect organizational channels thus influencing decision-

making procedures and forming corporate cultures.

Navigating Regulatory Compliance
Our research offers a guide for corporations struggling with the challenges of compliance issues.

We unravel the subtleties of compliance, providing a hands-on manual that cuts through reams of

80|Page




regulations. By analyzing best practices observed in practice, we demonstrate how reporting may
be aligned with established frameworks such as the Global Reporting Initiative (GRI),
Sustainability Accounting Standards Board (SASB) and Task Force on Climate-related Financial
Disclosures. This pragmatic guide therefore becomes an invaluable tool for corporations that seek
not only to satisfy regulatory requirements but use them critically towards sustainable business

conduct.

Impact on Stakeholder Relations

However, to this end, our research extends the effect of regulation compliance on external relations
with stakeholders beyond its initial effects and internal processes. We reveal how the compliance
of reporting standards becomes an effective channel through which a company can ensure open
communication with stakeholders. With the help of concise case studies, we demonstrate situations
when corporations employing reporting frameworks benefit from increased trust and cooperation

with investors, buyers, and civil society organizations.

Market Overview and Performance

Our research integrates an element of acute market trend analysis, which is at the heart our revenue
model like never before. An analysis of selected entities’ distribution over continents helps us
understand not only a statistical cross-section but more importantly, what makes these markets
tick. What we do is incorporate the lens advance of the European continent, Asia Pacific region,

and North America that enables us to transcend from the numeric standpoint.

ESG and Financial Indicators

However, the SWOT analysis does not present itself as a simple to-do list but a symphonic
composition where market capitalization, stock returns, Sharpe ratio, and price-to-book value
orchestrate in concert with each other into an ESG performance. Every financial performance
indicator is taken apart, showing the delicate ballet between sustainability activities and profit.
This section goes beyond superficial facts, looking at what is underneath them to understand the

mechanisms that govern how sustainability influences financial performance.
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Macro vs. Micro Dynamics

A recurring theme in our studies is the dichotomy of micro and macro-level businesses, that are
described here with all possible details. Using comparative analysis, we explore how large
corporations with specialized sustainability units stand out from their SME counterparts. The scope
shifts to the instruments and capabilities used by micro SMEs that allow us on one hand to
understand how resource scarcity and size considerations affect their reliance on sustainability.
This highly focused analysis transcends sweeping generalizations to grasp the delicate intricacies

of challenges and prospects faced by businesses at different scales.

Adherence to Sustainable Development Goals (SDGs)

Through such a thorough assessment of ESG frameworks in comparison to the SDG 17 goals, our
study boldly moves towards promoting a global perspective. This critical analysis crosses beyond
the budget realm, developing a compelling tale that considers corporations as participants in

broader global ambitions.

SDGs as Guiding Principles

The research puts 17 SDGs as no goals-private lower but, instead shows such guiding principles
becoming coronal strategies of firms. Drawing on a critical investigation, we demonstrate how
corporates work towards gender equality and job satisfaction equity along with providing social
security among many other aspects represented in the SDGs. The compatibility of the ESG
frameworks with global goals creates a powerful narrative for corporations to play as architect-for

positive changes on a global scale

Global Impact of Corporate Actions
Our, study provides a means by which stakeholders can perceive the global effect that corporate
actions have on SDGs. This section also moves beyond the statements and demonstrates that by

complying with ESG reporting standards, corporations become engines to address global issues.
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In its entirety, the global audience learns to understand how corporations located beyond national

borders can become part and parcel of creating a sustainable future.

Integration of ESG into Business Strategies

The creation of sustainability departments in large firms as a strategic move is much more than
incorporating the principle function into business strategies. This section digs deeper into the
underlying reasons behind such strategic shifts investigating changing attitudes, practices, and
procedures that allow corporations not only to meet sustainability standards but also incorporate

them as an intrinsic part of the organization’s identity.

Strategic Imperatives for Macro Corporations

For macro corporations to make some sense of the intricacies involved in integration with
sustainability, our research is an unfolding of strategic directives. We discuss how these entities,
spurred by the promise of large investments, create dedicated sustainability departments. These
departments are motivations, challenges, and success. They represent a playbook for corporations

that aspire to weave sustainability into their business plans as smoothly as possible.

Tools for Micro and Medium-sized Businesses

In addition, the narrative does not rely only on macro enterprises but sheds light upon micro and
medium entrepreneurs. For the reasons of size and budget, these companies leverage a diverse
array of tools in an attempt to measure success with sustainability. Our study helped to enhance
the understanding of Annunziata et al. (2018) and further contribute to their knowledge base as far
as why businesses that value sustainability should invest in formulating tools and capacities
concerned. This section is not solely a theoretical interpretation but rather an operational manual

for small enterprises trying to find their route in the landscape of sustainability.
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ESG Herding and Investor Behavior

Through our study of investor behavior in ESG issues, we have elucidated a more comprehensive
perspective of herding behavior. This section goes much further than a surface-level analysis,
providing an in-depth study of ESG performance and investor decision-making. The lack of much
literature on herding toward ESG stocks raises questions about the deep influence that ESG
pertinence has on investors becoming an extensive review, our study places ESG investments as a
particular approach in viewing the herding behavior. The emerging trend in investor choices
towards ESG stocks along with increased attention from academia to companies implementing
more effective environmental, social, and governance practices provides grounds for deepening

one’s knowledge of herd behavior.

Implications for Decision-Making and Portfolio Management

ESG herding wisdom augments not only the process of decision-making about investing but also
what we could call two basic processes governing portfolio building—the well-diversified and
efficient models. This sheds light on the subtleties of herd behavior prompted by ESG
considerations and others, providing readers with a more rounded understanding of what motivates
investors to match their preferences with green investments. The implications for portfolio
management become most significant, making the way clear to guide investors that can smoothen

out through ESG's investment’ evolving terrains with skill and understanding.

SWOT Analysis
The SWOT analysis acts as a navigation developed to help managers make decisions. Our in-depth

analysis of their SWOT for financial institutions sheds more light than a simple checklist.

The strengths that were highlighted, including the long-term goals to invest time in asset
management, become more than just attributes. Our study unveils the layers revealing how these
strengths are cornerstones in sustainability. Case studies, empirical evidence, and practical
instances provide working examples of these strengths; therefore, in a sense not abstract concepts
but rather real assets driving financial institutions towards sustainable leadership qualities. Such

identification of weaknesses such as investment policy loopholes and operational disruptions, is

84|Page




not simply a matter to enumerate the vulnerabilities. According to our results, deficiency
transforms itself into remedial need. Based on the in-depth assessment of such underlying
weaknesses and their implications, we offer guidance for financial institutions to meaningfully
build up a better foundation for sustainability frameworks. This section does not only serve
diagnostic purposes, but it also studies applicability and provides prescriptive guidance through an

aggressive approach to vulnerabilities.

Our SWOT analysis’s highlighted opportunities are not just theories. We provide an outline of
growth prospects ranging from using the sustainable disclosure principles to implementing full-
scale training initiatives on ESG certification. Consistently, with the focus on theoretical
implication and practical implications, our research diving into these opportunities gives financial
institutions a roadmap to take them towards long-term growth through strategic initiatives. Threats
that can be associated with regulatory changes and variations in market conditions are not
presented as unbeatable challenges but represent manageable dangers. Our research presents a
number of possibilities to mitigate the risks including regulatory changes and overcoming market
scenarios. This section is strengthening the financial establishments’ conquest by describing how

to be more resilient amid threats.

Recommendations

Based on this detailed analysis, several recommendations specific to the financial institutions
toward reaching sustainable high performance are drawn. These recommendations move away
from generalized solutions and provide guidelines specific to institutions of different sizes, with

varying capabilities.

Remedial Actions for Identified Problems

The major recommendation offers a coordinated action plan for financial firms in order to resolve
the issues that have been put forward. Feasible solutions are offered by various stopgap measures
ranging from eliminating loopholes in investment policies to improving operational capacities. In
every weakness identified, our customized set of actions can be implemented by the institutions to

secure a systematic approach for developing sustainability. This is a tool-kit for sustainable
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superiority which does not have ‘one size fits all’ but appreciates that each institution has particular

problems.

Gap Analysis and Policy Enhancement
Perform a gap analysis of the policies on investments that are already in place, highlighting areas
for improvement. Strengthen policies to achieve sustainable goals, integrating ESG principles into

the investment decision-making mechanisms.

Operational Resilience Framework
Create and enforce an operational resilience framework that allows the organizations to counteract
anticipated disruptors. This includes resolving the weak points revealed by SWOT analysis as well

as ensuring business continuity in addressing acute or chronic physical risks.

Climate Risk Identification and Integration
Improve climate risk identification measures for a quick response to risks associated with climate.
Unify climate risk drivers into the assessment of risks and liquidity, allowing a broad view of

possible effects.

86|Page




Cross-
Continental
Research

Training
Programs for
Staff

Figure 24

Training Programs for Staff

Remedial
Actions for
Identified
Problems

Climate Risk
Identification
and
Integration

Gap Analysis
and Policy
Enhancement

Operational
Resilience
Framework

Implement widespread training initiatives for staff, centered on ESG concepts and sustainable

techniques. This not only creates internal competences but also promotes a culture of awareness

about sustainability among employees.

Further Research Areas

The second suggested adjustments allow us to enter the unexplored lands of sustainable financing.

Whether delving deeper into other financial stock indicators or using more advanced models to

study herd behavior, these ideas can be viewed as a guide for researchers wanting to further the

frontiers of knowledge.
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Exploring Additional Financial Indicators
Examine more financial stock indices including Price to earnings (P/E), price to cash flow (P/CF),
return on equity(ROA), volatility, and return on assets (RA). This offers a broader perspective on

the financial situation, complementing current observations.

Dynamic Herding Analysis

Perform empirical research on sophisticated models such as DCC-MIDAS (Dynamic Conditional
Correlation with Mixed Data Sampling) in order to investigate the moving beta herd behavior.
This provides a more nuanced understanding of how ESG factors impact investors’ decisions

through time and contributes to an emerging area, namely behavioral finance.

Cross-Continental Research

Increase the geographical scope of the study panel by adding more continents or countries. This
not only increases the global portability of findings but also describes various regional dynamics,
thus leading to a more finely nuanced analysis of the sustainability-financial performance

relationship.

Further Investigation Direction

The direction of our research path does not represent the ultimate destination but instead a rest stop
in an ongoing adventure. Our third set of recommendations can be considered to serve as the call
for never-ending inquiry where specific directions are given on what else needs further
investigation. This section encourages scholars to focus on subtle features, perfect the

methodologies, and broaden the field of study.

Longitudinal Studies
Longitudinal studies are needed to investigate the development of sustainability practices and its

effects on financial output. This entails monitoring modifications to ESG ratings, financial
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parameters, and market trends that provide information about the sustainability path of finance

houses.

Behavioral Analysis of ESG Investors

Conduct a full behavioral analysis of ESG investors, including the reasons for their investment
decisions as well as the decision-making procedures and risk perceptions involved. This advanced
understanding lends to a more complex interpretation of investor behavior in the field of

sustainability.

Dynamic Regulatory Impact Assessment
Constantly evaluate the changing impact of developed regulatory regimes on corporate actions.
Understand how regulatory changes affect reporting processes, internal policy modifications and

stakeholder interrelations as a glimpse into real life.

Implementation of Recommendations: Operationalizing Sustainability Excellence

Along with recommendations, we emphasize the importance of an effective implementation
program. Integrating the recommendations into strategic development processes will enable
financial institutions to embed sustainability performances. This involves establishing task forces,
providing funds and creating structures for monitoring implementation to ensure that the

prescribed remedies bring about results.

Our holistic offer of advice ought to serve as a lighthouse for financial institutions navigating the
complicated intersection between sustainability and compliance requisites while pursuing fiscal
prosperity. By carrying out a proactive plan for corrective measures, introduction of new research
venues and continued search in identifying trends the financial institutions can be not only
compliant but leaders at sustainable crediting. These recommendations reflect the drive towards a
beneficial change within financial contexts, implying that it is an ever-changing system of

sustainability.
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