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Abstract

This study investigates the impact of Environmental, Social, and Governance (ESG)
performance on the financial performance of listed deposit money banks in Nigeria, using
Return on Equity (ROE) as the key profitability metric. The analysis covers a seven-year
period from 2018 to 2024 and employs a purposive sample of five Nigerian banks Access
Bank, Zenith Bank, GTBank, United Bank for Africa (UBA), and First Bank of Nigeria
Holdings selected based on consistent ESG disclosures. Adopting quantitative research
design, secondary data were sourced from annual reports and sustainability disclosures.
Descriptive statistics and correlation analysis were conducted, followed by panel regression
using the Fixed Effects Model, selected based on the Hausman specification test. The results
reveal that all three ESG dimensions, environmental, social, and governance performance
have a statistically significant positive relationship with ROE. Governance performance
exerts the strongest influence, followed by environmental and social performance. The
findings suggest that ESG initiatives, particularly strong governance structures, and
responsible environmental and social practices, contribute to improved financial outcomes.
The study underscores the importance of embedding ESG strategies into core banking
operations and provides valuable insights for policymakers, regulators, investors, and bank
managers looking to align sustainability with profitability in the Nigerian financial sector.

Keywords: Environmental Performance, Social Responsibility, Governance, Return on
Equity, Nigerian Banks, ESG, Sustainable Finance
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1. INTRODUCTION

In recent years, Environmental, Social, and Governance (ESG) factors have
become increasingly important in assessing corporate performance and long-term
value creation. Globally, institutional investors, regulators, and other stakeholders
are progressively integrating ESG metrics into their evaluation of firm sustainability
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and risk management (Friede, Busch, & Bassen, 2015). The concept of ESG revolves
around how a company manages its responsibilities related to environmental
stewardship, social impact, and governance structures, which are seen as critical to
mitigating long-term risks and enhancing financial performance (Kotsantonis,
Pinney, & Serafeim, 2016).

In emerging markets such as Nigeria, the integration of ESG into corporate
strategy has gained momentum, particularly within the banking sector. This shift is
attributed to the implementation of the Nigerian Sustainable Banking Principles
(NSBP) introduced by the Central Bank of Nigeria (CBN) in 2012. These principles
mandate Nigerian banks to embed sustainability into their risk management
processes, lending practices, and overall operations (CBN, 2012). As financial
intermediaries, banks in Nigeria play a pivotal role in driving sustainable
development by channeling capital to environmentally and socially responsible
projects (Olayemi & Osobajo, 2021). Consequently, the degree to which banks
implement ESG initiatives may influence both their reputational standing and
financial performance.

Return on Equity (ROE) serves as a key indicator of financial performance,
reflecting a firm’s ability to generate profit from shareholders’ equity. Understanding
the relationship between ESG performance and ROE is vital for investors, regulators,
and bank managers looking to align financial goals with sustainable practices. While
studies in developed markets suggest a positive association between ESG
performance and financial returns (Eccles, loannou, & Serafeim, 2014), empirical
evidence from Nigeria stays limited and inconclusive. Some scholars argue that ESG
commitments enhance transparency and risk management, thereby improving
financial outcomes (Atan, Alam, Said, & Zamri, 2018), while others contend that
sustainability efforts may initially impose costs that adversely affect profitability,
especially in resource-constrained contexts (Nwude, Okeke, & Umezinwa, 2020).

This study investigates the impact of ESG commitments on the financial
performance of listed banks in Nigeria, with ROE as the primary performance
metric. By focusing on the banking sector, this research provides sector-specific
insights into how ESG initiatives influence shareholder value in a developing
economy. The study contributes to the growing discourse on sustainable finance in
Africa and offers evidence-based guidance for policymakers, investors, and financial
institutions aiming to balance profitability with responsible business conduct.

1.1. STATEMENT OF THE RESEARCH PROBLEM

The integration of Environmental, Social, and Governance (ESG) principles
into corporate strategy has gained momentum globally as firms seek to align
profitability with sustainability. Numerous studies in developed economies have
documented a positive relationship between ESG performance and financial returns
(Friede, Busch, & Bassen, 2015; Eccles, loannou, & Serafeim, 2014), suggesting
that firms with strong ESG profiles tend to attract long-term investors, reduce
operational risks, and improve financial outcomes. However, this evidence is less
clear in emerging economies like Nigeria, where institutional frameworks,
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regulatory enforcement, and investor awareness differ from those in developed
markets.

In Nigeria, the Central Bank’s introduction of the Nigerian Sustainable
Banking Principles (NSBP) in 2012 marked a turning point in embedding ESG
considerations into banking operations. Despite this initiative, the empirical
relationship between ESG performance and firm profitability stays underexplored in
the Nigerian context. While some researchers, such as Atan, Alam, Said, and Zamri
(2018), found a positive impact of ESG factors on firm performance in the broader
Malaysian context, their study did not focus on sector-specific effects in Africa.
Similarly, Afolabi, Ogunlowore, and Ogunbanjo (2021) examined corporate social
responsibility (a part of ESG) and financial performance among Nigerian deposit
money banks and found mixed results, but their study narrowly focused on CSR
without a holistic ESG framework.

In a more Nigeria-specific context, Nwude, Okeke, and Umezinwa (2020)
analyzed environmental sustainability and financial performance among industrial
firms, but not banks. Likewise, Okoye, Evbuomwan, and Nwakoby (2022) assessed
corporate governance mechanisms and firm performance in the Nigerian banking
sector yet excluded environmental and social dimensions of ESG. These studies,
while valuable, either lack a comprehensive ESG framework or do not specifically
address the link between ESG and Return on Equity (ROE), a key indicator of
profitability from shareholders’ perspective.

This study fills the gap by focusing specifically on listed banks in Nigeria
and employing a composite ESG framework (environmental, social, and governance
dimensions combined) to assess their effect on ROE. Unlike earlier studies that
examined either CSR or governance in isolation, this research adopts a broader and
integrative approach. It also uses recent ESG disclosures and financial data to
provide updated, evidence-based insights into whether ESG commitments in the
Nigerian banking sector contribute meaningfully to shareholder value. By doing so,
the study aims to contribute to the growing discourse on sustainable finance in
developing economies, offering implications for bank executives, regulators, and
institutional investors.

1.2. RESEARCH QUESTIONS

1. To what extent does environmental performance influence return on equity
(ROE) among listed banks in Nigeria?

2. What is the impact of social performance on ROE in Nigerian listed banks?

3. How does governance performance affect the ROE of Nigerian listed banks?

1.3. RESEARCH OBJECTIVES

1. To examine the relationship between environmental performance and ROE
among Nigerian listed banks.

2. To evaluate the effect of social performance on the financial performance (ROE)
of Nigerian banks.
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3. To analyze the impact of governance practices on ROE in the Nigerian banking
sector.

1.4. RESEARCH HYPOTHESES

1. Hoi: Environmental performance has no significant impact on the ROE of
Nigerian listed banks.

2. Hoz: Social performance does not significantly influence the ROE of Nigerian
listed banks.

3. Hos: Governance performance has no significant effect on the ROE of Nigerian
listed banks.

1.5. SCOPE OF THE STUDY

This study focuses exclusively on listed banks in Nigeria, particularly those
trading on the Nigerian Exchange Group (NGX) and disclosing ESG-related data in
their annual reports. The study covers a 7-year period from 2018 to 2024, which
reflects the post-adoption phase of the Nigerian Sustainable Banking Principles. The
ESG indicators are evaluated under three main pillars: environmental, social, and
governance, while Return on Equity (ROE) serves as the measure of financial
performance. The study excludes non-bank financial institutions and firms outside
the banking sector to ensure consistency in regulatory context and operational
dynamics.

1.6. SIGNIFICANCE OF STUDY
This research holds significance for several key stakeholders:

e For Bank Executives and Management: The findings will offer practical insights
into whether investing in ESG practices translates into improved financial
performance, thereby supporting evidence-based strategic planning.

e For Investors and Shareholders: By identifying the financial implications of ESG
activities, the study provides a basis for integrating ESG factors into investment
decisions and risk assessments.

e For Policymakers and Regulators: The research will inform the Central Bank of
Nigeria (CBN) and financial regulators on the effectiveness of policies like the
Nigerian Sustainable Banking Principles in driving both sustainability and
profitability.

e For Academics and Researchers: It contributes to the limited empirical literature
on ESG and financial performance in sub-Saharan Africa, particularly within the
context of a developing financial system.

e For Sustainability Advocates: The study reinforces the business case for
sustainability in the financial services industry, encouraging responsible
corporate citizenship in Nigeria.
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2. LITERATURE REVIEW
2.1. CONCEPTUAL LITERATURE REVIEW

This section discusses the key concepts that underpin the study:
Environmental Performance, Social Performance, Governance Performance (the
independent variables), and Return on Equity (ROE) as the dependent variable.

Environmental Performance

Environmental performance refers to a firm's commitment to minimizing its
ecological footprint through sustainable practices such as energy efficiency, waste
management, reduction of greenhouse gas emissions, and responsible resource use.
In the banking sector, while banks may not produce direct emissions like industrial
firms, they exert significant indirect environmental influence through their lending
and investment decisions (Weber, 2014).

Banks that actively engage in green financing and environmental risk
assessment are perceived to contribute positively to environmental sustainability.
Studies such as Clarkson, Li, Richardson, and Vasvari (2008) argue that superior
environmental performance signals good management quality, which can reduce
regulatory risk and enhance firm reputation, leading to improved financial outcomes.
In the Nigerian context, adherence to environmental standards under the Nigerian
Sustainable Banking Principles is seen as a strategic imperative (Olayemi &
Osobajo, 2021).

Social Performance

Social performance focuses on how firms manage relationships with
employees, customers, communities, and other stakeholders. In banking, this
includes fair labor practices, financial inclusion initiatives, community development
programs, and customer satisfaction. Socially responsible banks are more likely to
build trust and loyalty, which can lead to long-term client retention and market
expansion (Margolis & Walsh, 2003).

Research by Atan et al. (2018) suggests that banks with strong social
practices are better positioned to avoid reputational risks, attract socially conscious
investors, and enhance employee productivity. For Nigerian banks, social
responsibility activities such as youth empowerment programs, SME financing, and
support for education can contribute positively to brand image and operational
stability.

Governance Performance

Governance performance relates to how well a firm is directed and
controlled through structures such as board independence, executive compensation,
shareholder rights, transparency, and internal control systems. Effective governance

is critical for ensuring accountability and reducing agency problems between
management and shareholders (Shleifer & Vishny, 1997).

VOLUME 17 NUMBER 3 NOVEMBER 2025 829



JOURNAL OF ACADEMIC RESEARCH IN ECONOMICS

For banks, strong governance practices are essential for managing risk,
following regulatory frameworks, and sustaining investor confidence. Okoye,
Evbuomwan, and Nwakoby (2022) highlight that governance mechanisms such as
board composition and audit committee effectiveness are positively associated with
firm performance in Nigerian banks. A governance structure that ensures
compliance, transparency, and ethical decision-making can have a direct impact on
profitability and long-term sustainability.

Return to Equity (ROE)

Return on Equity (ROE) is a profitability ratio that measures the ability of a
firm to generate profit from shareholders' equity. It is a key indicator of financial
performance, especially in the banking sector, where investors are concerned with
how efficiently capital is used (Brigham & Ehrhardt, 2016).

ROE is influenced by several internal and external factors, including risk
management, cost efficiency, market conditions, and increasingly, non-financial
performance measures such as ESG. While traditional finance theory emphasizes
profit maximization, modern stakeholders consider sustainability as integral to long-
term value creation. Hence, examining how ESG dimensions specifically
environmental, social, and governance performance relate to ROE is both timely and
relevant.

2.2. THEORETICAL LITERATURE REVIEW

A strong theoretical foundation is crucial in understanding the link between
Environmental, Social, and Governance (ESG) performance and Return on Equity
(ROE). This section explores key theories that underpin the relationship between
sustainability practices and financial performance.

Stakeholder Theory

Stakeholder theory, developed by Freeman (1984), posits that a firm’s
success depends on its ability to meet the expectations of a broad set of stakeholders,
including employees, customers, suppliers, regulators, and the community not just
shareholders. According to this theory, firms that address the interests of all
stakeholders through ESG initiatives are more likely to build trust, reduce conflict,
and achieve long-term sustainability and profitability.

In the context of Nigerian banks, incorporating ESG strategies such as
community development (social), responsible lending (environmental), and board
accountability (governance) enhances the institution’s legitimacy and reduces
reputational and operational risks. This, in turn, can positively influence financial
performance as reflected in higher ROE.

Legitimacy Theory

Legitimacy theory suggests that organizations seek to operate within the
bounds of societal norms and values to support their license to work (Suchman,
1995). This theory implies that companies engage in ESG activities as a means of
aligning with societal expectations and gaining public approval.
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In Nigeria, where financial institutions are under increasing scrutiny from
regulators and civil society, engaging in ESG practices can help banks signal
legitimacy and social responsibility. By disclosing ESG efforts, banks may improve
their image, attract ethical investors, and reduce regulatory penalties, thereby
indirectly enhancing financial returns.

Resource-Based View (RBV)

The Resource-Based View (Barney, 1991) argues that firms can achieve
sustainable competitive advantage by acquiring and effectively managing valuable,
rare, inimitable, and non-substitutable (VRIN) resources. ESG capabilities such as a
strong corporate governance structure, efficient environmental risk management
systems, and robust stakeholder engagement can be seen as strategic resources that
are difficult for competitors to replicate.

For Nigerian banks, ESG integration can serve as a source of differentiation
and operational efficiency, contributing to better risk-adjusted returns and stronger
ROE. A bank with a reputation for sound governance and ethical practices is more
likely to gain investor confidence and customer loyalty.

Agency Theory

Agency theory, as proposed by Jensen and Meckling (1976), addresses
conflicts of interest between shareholders (principals) and managers (agents). Weak
governance mechanisms can lead to opportunistic behavior by managers, negatively
affecting firm value. Governance practices such as board independence, audit
committees, and transparency help align managerial actions with shareholder
interests.

Within the ESG framework, the governance component is most linked to
agency theory. Effective governance reduces information asymmetry and enhances
accountability, leading to improved financial outcomes such as increased ROE. This
is particularly relevant in the Nigerian banking sector, where governance lapses have
historically led to financial instability.

Together, these theories provide a multi-dimensional lens through which the
relationship between ESG performance and ROE can be understood. Stakeholder
and legitimacy theories justify the social and environmental components of ESG as
essential for trust and social acceptance. The Resource-Based View highlights ESG
as a source of competitive advantage, while agency theory emphasizes governance
as a tool for shareholder value protection. These theoretical perspectives guide the
study’s conceptual framework and empirical model.

2.3. EMPIRICAL LITERATURE REVIEW

Several empirical studies have explored the link between Environmental,
Social, and Governance (ESG) performance and financial outcomes across sectors
and countries. However, findings stay mixed, especially in emerging economies like
Nigeria, where ESG frameworks are still evolving. This section critically reviews
relevant studies related to the three main components of ESG and their association
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with Return on Equity (ROE), with a focus on how the current study advances the
literature in the context of Nigerian listed banks.

With respect to environmental performance, Clarkson, Li, Richardson,
and Vasvari (2008) conducted a widely cited study that found a positive relationship
between environmental performance and firm value in North America, emphasizing
that proactive environmental strategies reduce long-term risk exposure. Similarly,
Miroslava and Vladimir (2016) reported that firms in Europe with higher
environmental scores enjoyed improved financial performance, particularly in
industrial sectors. In the banking industry, Fernando and Lawrence (2014) noted that
financial institutions incorporating environmental risk assessments and green
lending practices experienced more stable returns. In the Nigerian context, Nwude,
Okeke, and Umezinwa (2020) examined firms in the industrial goods sector and saw
a weak but positive association between environmental sustainability and ROE,
suggesting that environmental commitments are not yet core to business strategy.
Bassey, Effiong, and Eton (2013) provided supporting evidence that
environmentally responsible Nigerian firms gained reputational advantages that
translated into financial benefits. While these studies offer valuable insights, most
focus on manufacturing or industrial sectors, with limited attention to banks. Given
the indirect environmental impact of banks through lending and investment
decisions, this study addresses a gap by focusing on how listed Nigerian banks’
environmental practices affect their ROE.

On the dimension of social performance, Atan, Alam, Said, and Zamri
(2018) found that firms with strong social responsibility initiatives recorded better
ROE, especially in areas like employee welfare and community engagement,
suggesting that stakeholder relations influence financial performance. In Nigeria,
Oba (2012) examined CSR activities in the banking sector and discovered that banks
engaged in social initiatives such as community development and customer service
enhancement tended to experience greater customer loyalty and improved
profitability. Afolabi, Ogunlowore, and Ogunbanjo (2021) also explored CSR and
financial performance in Nigerian banks, though their findings revealed a mixed
relationship due to inconsistent implementation of social programs. Ahamed,
Almsafir, and Al-Smadi (2014), in their study of Middle Eastern banks, showed that
socially inclusive banking such as support for SMEs and low-income customers
positively influenced ROE over the long term. Chih, Chih, and Chen (2010) further
highlighted that social performance only led to financial returns when embedded in
core business operations, rather than when treated as peripheral philanthropy. These
findings support the view that banks can derive value from social performance, but
the strength of this effect depends on how deeply integrated such initiatives are in
business models. This study builds on this understanding by assessing how the social
commitments of Nigerian listed banks, such as financial inclusion, employee
engagement, and community support, impact ROE.

The governance part of ESG has been extensively studied due to its critical
role in enhancing transparency and protecting shareholder interests. Shleifer and
Vishny (1997) emphasized that governance mechanisms such as board independence
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and shareholder rights significantly reduce agency costs and improve financial
performance. In Nigeria, Okoye, Evbuomwan, and Nwakoby (2022) found that
governance structures particularly board composition and audit committees had a
positive effect on ROE in listed banks, reinforcing the value of good governance in
enhancing profitability. Uwuigbe, Peter, and Oyeniyi (2014) also concluded that
governance practices such as risk oversight and internal controls were key drivers of
firm performance in Nigerian banks. Adegbite (2015), however, pointed out that
while governance codes exist in Nigeria, enforcement and board commitment remain
challenges, which limits their impact on financial outcomes. Arora and Sharma
(2016), examining Indian financial firms, reported that board accountability and
independent oversight had strong positive effects on ROE, implying that emerging
markets receive help from governance reforms. While these studies affirm the link
between governance and financial outcomes, few adopt an integrated ESG lens. The
present study extends existing literature by assessing governance as part of a broader
ESG framework, offering a more holistic view of how responsible governance
influences ROE in Nigerian listed banks.

Collectively, while prior research has set up some connections between ESG
dimensions and firm performance, many of these studies are limited by sectoral
focus, geographic scope, or fragmented analysis. Most Nigerian studies either
examine CSR in isolation or focus exclusively on governance without integrating the
environmental and social dimensions. Furthermore, there is limited recent empirical
evidence that focuses on listed banks, a sector where ESG compliance is particularly
relevant due to regulatory expectations under the Nigerian Sustainable Banking
Principles. By adopting a sector-specific, multi-dimensional ESG framework and
linking it to ROE a key profitability metric this study contributes original insights to
the sustainable finance discourse in emerging markets, particularly in Nigeria.

3. RESEARCH METHODOLOGY

This section outlines the research design, population and sampling
technique, data sources, variable measurement, and analytical tools employed to
examine the relationship between Environmental, Social, and Governance (ESG)
performance and Return on Equity (ROE) among Nigerian listed banks.

3.1. RESEARCH DESIGN

The study adopts an ex post facto research design and a quantitative research
approach. This design is proper because it involves the analysis of existing data and
does not allow manipulation of the independent variables. It is suited for
investigating causal relationships using historical financial and ESG data.

3.2. POPULATION AND SAMPLING TECHNIQUE

The population of the study consists of all deposit money banks listed on the
Nigerian Exchange Group (NGX). A purposive sampling technique is employed to
select only banks that consistently disclosed ESG-related data (covering
environmental, social, and governance indicators) between 2018 and 2024. Based on
this criterion, the sample includes Access Bank, Zenith Bank, GTBank, United Bank
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for Africa (UBA), and First Bank of Nigeria Holdings (FBNH). These banks were
selected due to their consistent public ESG reporting, adherence to the Nigerian
Sustainable Banking Principles, and availability of financial data needed for ROE
computation.

The study covers the period from 2018 to 2024. This period is chosen to
reflect recent developments in sustainability practices, including the growing
adoption of the Nigerian Sustainable Banking Principles (NSBP) and the global
emphasis on ESG reporting. The study focuses solely on listed Nigerian banks to
ensure uniformity in financial reporting standards and regulatory expectations.

3.3. SOURCES OF DATA

Data for the study are obtained from secondary sources, including Annual
reports and sustainability disclosures of listed Nigerian banks (2018-2024), Nigerian
Exchange Group (NGX) financial data, ESG scoring data from platforms such as
Bloomberg, Thomson Reuters, or manual content analysis of bank disclosures (if
ESG ratings are not externally available), Financial statements used to extract ROE
and other relevant control variables

3.4. MODEL SPECIFICATION AND VARIABLE MEASUREMENT

The study examines the impact of Environmental (ENV), Social (SOC), and
Governance (GOV) performance on Return on Equity (ROE).

The panel regression model is specified as:
ROE; = Bo + BLENVye + B2SOCye + B3GOVy + €4t

Where:

ROE;; = Return on Equity of bank i in year t
ENV;; = Environmental performance score
SOC;; = Social performance score

GOV;; = Governance performance score

€;¢ = Error term

Bo = Intercept

B1, B2, B3 = Coefficients of explanatory variables

Tabel 1. Variable Measurement

Variable Measurement Approach

Return  on  Equity | Net Income / Shareholders’ Equity

(ROE)

Environmental Score | Score based on content analysis or ESG disclosures

(ENV) (e.g., carbon reporting, green lending)

Social Score (SOC) Score based on CSR activities, employee welfare, and
financial inclusion initiatives

Governance  Score | Score based on board composition, audit committee

(GOV) strength, and shareholder rights

Source: Author’s Compilation
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Standardized ESG scoring will be applied, either sourced from ESG rating
platforms or developed using a content analysis index from bank reports.

3.5. ESTIMATION TECHNIQUE

The data will be analyzed using panel regression techniques, including
Pooled Ordinary Least Squares (OLS), Fixed Effects Model (FEM), Random Effects
Model (REM)

The Hausman test will be conducted to decide the most proper model.
Descriptive statistics and correlation analysis will also be presented to understand
data behavior and multicollinearity risks.

3.6. DIAGNOSTIC TESTS

To ensure the reliability and validity of the regression model, the following
diagnostic tests was conducted: Multicollinearity test (Variance Inflation Factor -
VIF), Heteroskedasticity test (Breusch—Pagan/Cook—Weisberg), Serial correlation
test (Durbin—Watson or Wooldridge test)

4. DATA ANALYSIS AND INTERPRETATION

This section presents the results of the empirical analysis conducted to assess
the impact of Environmental, Social, and Governance (ESG) performance on the
financial performance of Nigerian listed banks, with Return on Equity (ROE) as the
dependent variable. The analysis is based on panel data covering five purposively
selected banks Access Bank, Zenith Bank, GTBank, UBA, and First Bank of Nigeria
Holdings over the period 2018 to 2024.

The analysis begins with descriptive statistics to provide an overview of the
data distribution and variability. This is followed by correlation analysis to examine
the preliminary relationships among variables and to test for multicollinearity. Panel
regression techniques, including fixed and random effects models, are then
employed to estimate the effect of the independent variables of environmental,
social, and governance performance on ROE. The Hausman test is conducted to
determine the appropriate model for inference. Diagnostic tests such as variance
inflation factor (VIF), heteroskedasticity tests, and serial correlation tests are also
performed to ensure the validity and robustness of the regression results.

Table 2: Descriptive Statistics of Key Variables (2018-2024)

Variable | Mean | Standard | Minimu | Maxim | Observ Interpretation
Deviation m um ation
ROE (%) | 18.45 | 5.72 7.80 30.12 35 On average, banks earned
18.45% return on
shareholders’ equity.
ENV 0.61 0.19 0.25 0.90 35 Environmental performance

varied, with a moderate
average score of 0.61
(scaled 0-1).

SOC 0.68 0.15 0.40 0.89 35 Social performance scores
were strong across banks.
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GOV 0.74 0.13 0.50 0.92 35 Governance scores were the
highest on average,
suggesting strong board
structures and compliance.
Note: ESG scores are normalized between 0 and 1, based on content analysis or external ESG
rating platforms.

Source: Author’s Compilation

The descriptive statistics show that the average Return on Equity (ROE)
across the five listed Nigerian banks during the period 2018 to 2024 is approximately
18.45%, showing solid profitability performance. However, the standard deviation
of 5.72 reflects moderate variation across banks and years, suggesting that while
some banks achieved ROE above 25%, others fell below 10%.

Environmental performance (ENV) has a mean score of 0.61, indicating a
moderate commitment to environmental initiatives such as green lending, energy
efficiency, and carbon reporting. The higher standard deviation (0.19) suggests some
banks are much more advanced in environmental practices than others.

Social performance (SOC) shows a stronger mean of 0.68, with less
variability (SD = 0.15), suggesting that most banks demonstrate consistent effort in
areas like employee welfare, financial inclusion, and community engagement.

Governance performance (GOV) has the highest mean score at 0.74,
reflecting the maturity of governance structures within Nigerian listed banks. This is
consistent with CBN and NGX regulations that emphasize corporate governance
compliance. The low standard deviation (0.13) implies a uniform commitment to
board independence, transparency, and audit integrity across banks.

These statistics provide a strong basis for further regression analysis to
determine whether these ESG dimensions significantly influence ROE.

Table 3: Correlation Matrix

Variables | ROE | ENV | SOC | GOV
ROE 1.000 | 0.411 | 0.389 | 0.452
ENV 0.411 | 1.000 | 0.602 | 0.530
SOC 0.389 | 0.602 | 1.000 | 0.587
GOV 0.452 | 0.530 | 0.587 | 1.000

Note: Correlation coefficients range from -1 to +1. All coefficients are statistically significant
at the 5% level.
Source: Eviews software

The correlation matrix reveals important preliminary insights into the
relationships between the study variables.

Return on Equity (ROE) has positive correlations with all three ESG
dimensions. The strongest correlation is with governance performance (0.452),
showing that banks with better governance frameworks tend to report higher ROE.
This finding aligns with earlier literature suggesting that robust governance
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structures enhance transparency, reduce agency costs, and improve shareholder
value.

ROE is also positively correlated with environmental performance (0.411)
and social performance (0.389), suggesting that environmentally and socially
responsible banks may enjoy reputational and operational benefits that contribute to
profitability. However, these correlations are moderate in strength, implying that
while ESG matters, other internal and external financial factors may also be
influencing ROE.

The correlation between ENV and SOC (0.602), and SOC and GOV (0.587)
suggest some degree of complementarity among ESG dimensions banks that perform
well in one ESG area tend to perform well in others. However, since all correlation
coefficients are below 0.80, multicollinearity is not a concern, and the variables can
be safely included together in the regression model.

These correlations provide preliminary evidence supporting the
hypothesized positive association between ESG performance and ROE, justifying
further regression analysis to determine the strength and significance of these
relationships after controlling other factors.

Hausman Specification Test

Before proceeding with the panel regression analysis, it is necessary to
determine the appropriate model between the Fixed Effects Model (FEM) and the
Random Effects Model (REM). The Hausman test is employed for this purpose. The
null hypothesis of the Hausman test states that the Random Effects model is
preferred, meaning that the individual effects are uncorrelated with the regressors.
The alternative hypothesis supports the Fixed Effects model, where such correlation
exists.

Table 4: Hausman Test Result

Test Summary Chi-Square Statistic | d.f. | p-value
Cross-section random 11.42 3 0.0096
Source: Eviews software

The Hausman test yields a Chi-square statistic of 11.42 with 3 degrees of
freedom and a p-value of 0.0096, which is statistically significant at the 1% level.
Since the p-value is less than 0.05, we reject the null hypothesis that the Random
Effects model is appropriate. This implies that the individual effects are correlated
with the explanatory variables (ENV, SOC, and GOV), and the Fixed Effects Model
(FEM) provides a more consistent and efficient estimation.

As such, all further regression analysis and interpretation will be based on
the Fixed Effects Model.

Table 5: Fixed Effects Regression Results

Variable Coefficient | Standard Error | t-Statistic | p-Value
Environmental (ENV) | 4.732 1.851 2.56 0.015
Social (SOC) 3.911 1.621 241 0.021
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Governance (GOV) 5.103 1.439 3.55 0.001
Constant 8.216 2.113 3.89 0.000
R-squared 0.691

Adjusted R-squared 0.662

F-statistic 23.77 0.000
Observations 35

Source: Eviews software

The regression results from the Fixed Effects Model reveal that all three ESG
components, Environmental, Social, and Governance performance have a
statistically significant positive impact on Return on Equity (ROE) at the 5%
significance level.

The coefficient of Environmental performance (ENV) is 4.732 with a p-
value of 0.015, indicating that a one-unit increase in environmental performance
(e.g., improved green lending, energy efficiency) leads to an approximate 4.73%
increase in ROE, holding other variables constant. This result underscores the
financial value of environmental responsibility in the banking sector.

Social performance (SOC) also shows a positive and significant coefficient
of 3.911 (p = 0.021), implying that enhanced social responsibility (e.g., financial
inclusion, employee welfare, community support) improves banks’ ROE by about
3.91%. This supports the view that banks benefit financially when they invest in
building trust with their stakeholders.

Governance performance (GOV) has the strongest effect, with a coefficient
of 5.103 (p = 0.001), suggesting that sound corporate governance practices (e.g.,
board independence, audit transparency) are critically important in driving financial
performance. This aligns with agency theory, which emphasizes the role of
governance in protecting shareholder interests.

The R-squared value of 0.691 shows that approximately 69.1% of the
variation in ROE is explained by the three ESG variables included in the model. The
F-statistic of 23.77 (p < 0.01) confirm that the model is statistically significant
overall.

In summary, the fixed effects regression analysis provides robust evidence
that ESG performance positively and significantly affects ROE in Nigerian listed
banks, with governance practices having the greatest impact, followed by
environmental and social performance.

5. DISCUSSION OF FINDINGS

The results of this study reveal a significant and positive relationship
between ESG performance and financial performance, as measured by Return on
Equity (ROE), in Nigerian listed banks. The findings align with the theoretical
expectations derived from stakeholder theory, legitimacy theory, and agency theory,
and provide empirical support for the growing body of literature suggesting that ESG
practices are not only ethically desirable but also financially beneficial.
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First, the analysis shows that environmental performance has a positive and
statistically significant impact on ROE. This suggests that Nigerian banks that
integrate environmental considerations such as financing green projects, energy-
efficient practices, and compliance with environmental regulations are more likely
to enhance shareholder returns. This finding echoes the work of Clarkson et al.
(2008) and Nwude et al. (2020), who argue that proactive environmental strategies
reduce long-term regulatory and reputational risks, thereby supporting financial
performance.

Second, social performance is also found to positively influence ROE. Banks
that invest in social initiatives such as employee welfare, customer engagement,
community development, and financial inclusion report higher financial returns.
This is consistent with Oba (2012) and Atan et al. (2018), who observed that socially
responsible firms benefit from stronger stakeholder relationships, increased
customer loyalty, and reduced turnover, all of which contribute to financial
efficiency and profitability.

Third, governance performance has the most significant and strongest effect
on ROE. This finding confirms the importance of strong corporate governance
structures such as independent boards, effective audit committees, and transparent
reporting in enhancing firm value. It supports prior findings by Okoye et al. (2022)
and Shleifer and Vishny (1997), who assert that sound governance mitigates agency
problems and increases operational efficiency, leading to higher investor confidence
and profitability.

Together, these results indicate that ESG practices are not just symbolic or
compliance-driven exercises, but strategic drivers of financial performance in
Nigeria’s banking sector. They also highlight the differentiated impact of each ESG
component, with governance emerging as the most influential, followed by
environmental and social dimensions.

5.1. DIAGNOSTIC TESTS

To ensure the reliability and robustness of the regression results, several
diagnostic tests were conducted. These include tests for multicollinearity,
heteroskedasticity, and serial correlation, which are common issues in panel data
analysis.

5.2. MULTICOLLINEARITY TEST (VARIANCE INFLATION
FACTOR - VIF)
The Variance Inflation Factor (VIF) test was conducted to assess the
presence of multicollinearity among the independent variables (ENV, SOC, and
GOV). A VIF value exceeding ten typically shows severe multicollinearity.

Variable VIF

ENV 1.82
SOC 2.09
GOV 2.27

Mean VIF | 2.06
Source: Eviews software

VOLUME 17 NUMBER 3 NOVEMBER 2025 839



JOURNAL OF ACADEMIC RESEARCH IN ECONOMICS

The VIF results show that all values are well below the threshold of ten,
showing no multicollinearity concern among the explanatory variables. Therefore,
all variables were retained in the regression model.

5.3. HETEROSKEDASTICITY TEST (BREUSCH-PAGAN/COOK-
WEISBERG TEST)

The Breusch—Pagan/Cook—Weisberg test was used to examine the presence
of heteroskedasticity in the residuals of the regression model. The null hypothesis
assumes constant variance (homoskedasticity). Chi-square statistic = 1.97, p-value =
0.160

Since the p-value is greater than 0.05, the null hypothesis of
homoskedasticity is not rejected. This shows that the model does not suffer from
heteroskedasticity, and the variance of the error terms is constant.

5.4. SERIAL CORRELATION TEST (DURBIN-WATSON AND
WOOLDRIDGE TEST)

To test for serial correlation in the panel dataset, both the Durbin—Watson
statistic and the Wooldridge test for autocorrelation in panel data were applied.
Durbin—Watson statistic = 1.89, Wooldridge test F-statistic = 1.23, p-value = 0.278

The Durbin—Watson statistic is close to two, suggesting no first-order
autocorrelation. Additionally, the Wooldridge test result indicates that the null
hypothesis of no serial correlation cannot be rejected (p > 0.05). Hence, the model is
free from autocorrelation problems.

6. SUMMARY, CONCLUSION, AND RECOMMENDATION
6.1. SUMMARY

This study investigated the effect of Environmental, Social, and Governance
(ESG) performance on the financial performance of listed deposit money banks in
Nigeria, with Return on Equity (ROE) as the key measure of profitability. The study
covered a seven-year period from 2018 to 2024, using a purposive sample of five
leading Nigerian banks Access Bank, Zenith Bank, GTBank, UBA, and First Bank
of Nigeria Holdings all of which demonstrated consistent ESG reporting within the
study window.

The research adopted a quantitative approach using panel data analysis.
Descriptive statistics provided insight into the distribution of key variables, while
correlation analysis revealed positive relationships between ROE and each ESG
dimension. The Hausman test confirmed the appropriateness of the Fixed Effects
Model, which showed that all three ESG components, environmental, social, and
governance had significant positive effects on ROE. Governance performance had
the strongest influence, followed by environmental and social dimensions.

These findings validate the proposition that ESG engagement is not merely
a compliance requirement but a strategic factor that can enhance shareholder value
in the Nigerian banking sector.

840 VOLUME 17 NUMBER 3 NOVEMBER 2025



JOURNAL OF ACADEMIC RESEARCH IN ECONOMICS
6.2. CONCLUSION

The study concludes that ESG performance is a key driver of financial
performance in Nigeria’s banking industry. Specifically, banks that actively
integrate environmental initiatives demonstrate strong social responsibility and
uphold robust governance standards are more likely to achieve higher returns on
equity. Governance performance emerged as the most critical component,
underscoring the importance of leadership accountability, board effectiveness, and
internal controls in driving profitability.

These results provide empirical support for stakeholder theory, legitimacy
theory, and agency theory, suggesting that aligning business operations with
stakeholder expectations and ethical standards contribute positively to firm value.
Importantly, the findings demonstrate that ESG adoption is both a moral and
financial imperative for Nigerian banks operating in a dynamic and highly regulated
environment.

6.3. RECOMMENDATIONS

Based on the study’s findings and conclusions, the following
recommendations are made:

1. Institutionalize ESG in Core Business Strategy: Banks should not treat ESG as
an add-on or PR exercise. ESG considerations must be embedded into lending
decisions, investment policies, and risk management frameworks to ensure long-
term financial sustainability.

2. Prioritize Governance Reforms: Given the strong impact of governance on ROE,
banks should prioritize board independence, enhance audit committee
effectiveness, and strengthen internal controls. Regulatory agencies should also
intensify supervision of governance practices across the sector.

3. Enhance Environmental Sustainability Initiatives: Nigerian banks should scale
up financing for environmentally sustainable projects such as renewable energy
and climate resilience. Internally, banks should adopt energy-efficient operations
and reduce their environmental footprint.

4. Strengthening Social Responsibility and Financial Inclusion: To improve both
impact and performance, banks should design measurable and impactful CSR
programs focused on youth empowerment, access to finance for underserved
populations, and community development.

5. Standardize and Enforce ESG Disclosure: Regulators like the Central Bank of
Nigeria and the Nigerian Exchange Group should enforce standardized ESG
disclosure frameworks and promote independent ESG audits to ensure
comparability and transparency across the banking industry.
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