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Abstract. This study investigates the relationship between ESG disclosure 

quality and international competitiveness among commercial banks in Central Asia, 

benchmarked against a matched sample of European Union (EU) institutions. Using a 

mixed-methods approach—including content analysis of sustainability reports (2018–

2024), a novel ESG Disclosure Quality Index (EDQI), and panel regressions on 495 

bank-year observations—we find that Central Asian banks exhibit significantly lower 

ESG transparency across environmental, social, and governance dimensions 

compared to EU peers. Crucially, higher-quality ESG disclosure is robustly associated 

with greater foreign investment inflows, increased likelihood of Eurobond issuance, 

higher foreign ownership, and improved credit ratings—even after controlling for 

bank fundamentals and institutional quality. Notably, the marginal benefit of ESG 

transparency is significantly stronger in Central Asia than in the EU, suggesting that 

credible disclosure serves as a critical signaling mechanism in emerging markets 

where such information is scarce. These findings support the strategic adoption of 

global ESG reporting standards (e.g., ISSB, TCFD) by Central Asian regulators and 

banks to enhance financial integration and investor confidence. 
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Introduction 

In the past decade, Environmental, Social, and Governance (ESG) disclosure 

has evolved from a voluntary corporate social responsibility exercise into a 

cornerstone of global financial regulation and investor decision-making. Driven by 

mounting pressure from institutional investors, international regulatory bodies, and 

civil society, ESG reporting is now widely regarded as a critical mechanism for 

enhancing transparency, managing long-term risks, and signaling strategic alignment 

with global sustainability goals. The European Union’s Corporate Sustainability 

Reporting Directive (CSRD), the International Sustainability Standards Board (ISSB) 

framework, and the Task Force on Climate-related Financial Disclosures (TCFD) 
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exemplify the rapid institutionalization of standardized ESG disclosure requirements 

across advanced economies. These frameworks not only mandate comprehensive 

reporting on climate risk, labor practices, board diversity, and anti-corruption 

measures but also link disclosure quality directly to access to capital, cost of 

financing, and market reputation. 

For financial institutions—particularly commercial banks—ESG disclosure 

carries heightened significance. As gatekeepers of capital allocation, banks influence 

the sustainability trajectory of entire economies through their lending and investment 

decisions. Consequently, investors, rating agencies, and multilateral institutions 

increasingly scrutinize banks’ own ESG practices and the transparency with which 

they report them. High-quality ESG disclosures serve multiple strategic functions: 

they reduce information asymmetry for foreign investors, bolster reputational capital, 

facilitate inclusion in ESG-themed investment indices (e.g., MSCI ESG Leaders), and 

enable participation in green bond markets and sustainability-linked syndicated loans. 

In this context, ESG transparency is no longer merely an ethical consideration but a 

competitive imperative in an increasingly integrated global financial system. 

Central Asia – region comprising Kazakhstan, Uzbekistan, Kyrgyzstan, 

Tajikistan, and Turkmenistan – stands at a pivotal juncture in its financial 

development. Following decades of post-Soviet transition, these countries are actively 

modernizing their banking sectors through regulatory reforms, digital transformation, 

and gradual integration into international financial networks. Kazakhstan, for 

instance, has established the Astana International Financial Centre (AIFC) as a 

regional hub for sustainable finance, while Uzbekistan has launched a National 

Strategy for Green Economy (2023–2030) with explicit provisions for ―green 

banking.‖ Kyrgyzstan and Tajikistan, though less advanced, are engaging with 

international financial institutions such as the World Bank and the European Bank for 

Reconstruction and Development (EBRD) to pilot ESG risk assessment tools in their 

banking sectors. Despite these efforts, ESG disclosure remains fragmented, 

inconsistent, and largely non-standardized across the region. Most Central Asian 

banks publish limited sustainability information—if any—often confined to generic 

statements on community support or energy efficiency, with minimal third-party 

verification or alignment with global reporting frameworks. 

This divergence between global expectations and regional practice raises 

critical questions about the role of ESG disclosure in shaping the international 

competitiveness of Central Asian banks. In an era where cross-border capital flows 

are increasingly filtered through ESG lenses, the quality and credibility of 
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sustainability reporting may determine whether these institutions can attract foreign 

portfolio investment, secure syndicated loans from international banks, or list on 

major stock exchanges. Thus, understanding the current state of ESG disclosure in 

Central Asia—and its tangible impact on financial globalization—is both timely and 

policy-relevant. 

Despite growing policy interest in sustainable finance, Central Asian banks 

continue to lag significantly behind their European and global counterparts in ESG 

transparency. A 2024 benchmarking study by the EBRD found that fewer than 20% of 

commercial banks in the region publish standalone sustainability reports, and even 

fewer disclose quantitative metrics on carbon emissions, gender pay gaps, or 

governance structures. In contrast, over 85% of EU-listed banks comply with 

mandatory ESG reporting under the Non-Financial Reporting Directive (NFRD), with 

many already transitioning to the more rigorous CSRD standards. This transparency 

gap not only limits comparability but also signals higher perceived risk to 

international investors, who rely on standardized ESG data for due diligence and 

portfolio construction. 

More critically, there is a striking absence of empirical evidence linking ESG 

disclosure quality to measurable outcomes in international financial integration for 

banks in emerging and frontier markets like those in Central Asia. While studies in 

developed contexts (e.g., Ioannou & Serafeim, 2017; Chatterji, Levine, & Touboul, 

2016) have shown that robust ESG reporting correlates with lower cost of equity, 

higher analyst coverage, and greater foreign institutional ownership, these findings 

cannot be automatically extrapolated to institutional environments characterized by 

weak enforcement, limited data infrastructure, and nascent capital markets. It remains 

unclear whether improving ESG disclosure alone—without parallel improvements in 

actual ESG performance—can meaningfully enhance a bank’s international 

competitiveness in such settings. This knowledge gap impedes evidence-based 

policymaking and leaves banks uncertain about the return on investment in 

sustainability reporting. 

This study addresses these challenges through two primary objectives. First, it 

evaluates the quality, scope, and alignment of ESG disclosures issued by commercial 

banks in Central Asia against internationally recognized benchmarks, including the 

Global Reporting Initiative (GRI), TCFD recommendations, and ISSB standards. 

Second, it empirically assesses whether higher-quality ESG reporting is associated 

with improved access to foreign capital, measured through indicators such as foreign 
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direct investment (FDI) in banking equity, participation in cross-border syndicated 

loans, and inclusion in international ESG investment indices. 

By bridging descriptive analysis with econometric testing, the research moves 

beyond anecdotal assessments to provide a rigorous, data-driven evaluation of ESG 

disclosure as a strategic asset in global finance. 

To operationalize these objectives, the study is guided by the following research 

questions: 

1. How transparent, comprehensive, and standardized are ESG disclosures among 

commercial banks in Kazakhstan, Uzbekistan, Kyrgyzstan, Tajikistan, and 

Turkmenistan? 

2. Does the quality of ESG reporting correlate with increased foreign investment 

inflows, access to international debt markets, and enhanced global market 

positioning? 

These questions are designed to capture both the supply side (disclosure practices) 

and demand side (investor response) of ESG transparency, offering a holistic view of 

its role in financial globalization. 

This research contributes meaningfully to both academic scholarship and 

practical policy development. Academically, it expands the literature on sustainability 

reporting beyond OECD and BRICS contexts into a critically understudied region—

Central Asia—where institutional voids, geopolitical dynamics, and transitional 

economies create a unique testing ground for ESG theory. By examining whether 

disclosure alone (distinct from performance) influences investor behavior, the study 

engages with ongoing debates about the signaling versus substantive value of ESG 

reporting (Marquis, Toffel, & Zhou, 2016). 

From a policy perspective, the findings offer actionable insights for national 

regulators and central banks seeking to design effective ESG disclosure mandates. For 

instance, if high-quality reporting is shown to attract foreign capital, authorities could 

prioritize harmonization with ISSB or TCFD standards rather than developing 

idiosyncratic local frameworks. Similarly, banks themselves can use the results to 

justify investments in sustainability reporting systems, assurance mechanisms, and 

stakeholder engagement—thereby enhancing their credibility in global markets. 

Moreover, the study aligns with broader development goals. As Central Asian 

countries seek to diversify their economies and reduce reliance on commodity 

exports, a competitive, transparent, and internationally integrated banking sector is 

essential for channeling green and inclusive investments. Strengthening ESG 

disclosure is thus not only a financial strategy but a developmental one. 
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The remainder of this paper is organized as follows. Chapter 2 presents a 

comprehensive review of the literature on ESG disclosure, international 

competitiveness, and financial globalization, with a focus on emerging markets. 

Chapter 3 details the research methodology, including the ESG disclosure scoring 

framework, data sources (annual reports, sustainability reports, Refinitiv, Bloomberg, 

Dealogic), and the econometric model linking disclosure quality to foreign investment 

metrics. Chapter 4 presents the empirical findings, including comparative disclosure 

scores across Central Asian and EU banks, regression results, and robustness checks. 

Chapter 5 discusses the implications for regulators, bank executives, and international 

investors, while Chapter 6 concludes with limitations and suggestions for future 

research. 

 

Literature review 

The institutionalization of Environmental, Social, and Governance (ESG) 

disclosure has been propelled by the development of globally recognized reporting 

frameworks designed to enhance comparability, reliability, and materiality of 

sustainability information. Among the most influential is the Global Reporting 

Initiative (GRI), which provides a comprehensive, principles-based standard widely 

adopted by firms across sectors and geographies (GRI, 2023). GRI emphasizes 

stakeholder inclusivity and covers a broad range of ESG topics, making it particularly 

popular in emerging markets where social and community impacts are salient. 

In contrast, the Sustainability Accounting Standards Board (SASB)—now 

integrated into the IFRS Foundation’s International Sustainability Standards Board 

(ISSB)—focuses on industry-specific, financially material ESG metrics tailored to 

investor decision-making (SASB, 2021). This investor-centric approach has gained 

traction among listed companies in North America and Europe seeking to align 

sustainability disclosures with valuation models. 

 Climate-related risks have been specifically addressed through the Task Force 

on Climate-related Financial Disclosures (TCFD), established by the Financial 

Stability Board in 2015. The TCFD framework recommends disclosures across four 

pillars—governance, strategy, risk management, and metrics/targets—and has been 

endorsed by over 5,000 organizations globally as of 2024 (TCFD, 2024). Its 

integration into regulatory mandates, particularly in the European Union and the 

United Kingdom, underscores its growing authority. 

 The EU has taken a leading role in mandating ESG transparency through the 

Corporate Sustainability Reporting Directive (CSRD), which came into force in 2023 
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and significantly expands the scope and rigor of non-financial reporting. The CSRD 

requires all large EU companies—and non-EU firms with substantial EU operations—

to report using the European Sustainability Reporting Standards (ESRS), which are 

interoperable with ISSB standards but include stronger social and human rights 

provisions (European Commission, 2023). 

Most recently, the IFRS Sustainability Disclosure Standards (IFRS S1 and S2), 

issued by the ISSB in 2023, aim to create a global baseline for sustainability-related 

financial disclosures. IFRS S1 covers general sustainability risks and opportunities, 

while IFRS S2 focuses specifically on climate-related disclosures, drawing heavily 

from TCFD recommendations (IFRS Foundation, 2023). These standards are designed 

to be compatible with jurisdiction-specific requirements, facilitating cross-border 

capital allocation. 

Collectively, these frameworks reflect a global convergence toward 

standardized, auditable, and decision-useful ESG reporting—setting a high bar against 

which banks in emerging regions, including Central Asia, are increasingly measured 

by international investors. 

 Within the financial sector, ESG disclosure serves dual functions: it signals a 

bank’s own sustainability governance and reflects its capacity to manage ESG risks in 

lending portfolios. Theoretical foundations for this link draw from signaling theory 

(Spence, 1973) and stakeholder theory (Freeman, 1984). High-quality ESG reporting 

reduces information asymmetry between banks and external stakeholders—

particularly foreign investors—who lack direct access to internal risk assessments. By 

voluntarily disclosing ESG practices, banks signal managerial competence, long-term 

orientation, and regulatory compliance, thereby lowering perceived risk and cost of 

capital (Dhaliwal et al., 2011). 

Empirically, studies confirm that transparent ESG reporting enhances investor 

confidence and market access. Ioannou and Serafeim (2017) found that firms with 

superior sustainability disclosure attracted greater institutional ownership and analyst 

coverage, especially in jurisdictions with strong investor protection. In banking, 

Godfrey, Hodgson, and Holmes (2021) demonstrated that European banks adhering to 

TCFD-aligned climate disclosures experienced lower equity risk premiums and higher 

inclusion in ESG indices. 

Moreover, ESG transparency facilitates access to specialized capital pools. 

Banks that publish verified sustainability reports are more likely to issue green bonds, 

participate in sustainability-linked loans (SLLs), and secure funding from multilateral 

development banks (MDBs) such as the IFC and EBRD, which require ESG due 
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diligence as a precondition for financing (IFC, 2022). Thus, ESG disclosure is not 

merely reputational—it directly unlocks financial opportunities in an increasingly 

segmented global capital market. 

Cross-regional comparisons reveal stark disparities in ESG reporting quality 

and its market benefits. In the European Union, mandatory disclosure under the 

NFRD and now CSRD has led to near-universal adoption of structured ESG reporting 

among banks. A study by Eccles and Krzus (2020) found that 92% of Eurozone banks 

published detailed sustainability reports aligned with GRI or ESRS, with significant 

improvements in data granularity and third-party assurance. 

In contrast, ASEAN countries exhibit heterogeneous practices. While 

Singaporean and Malaysian banks show high compliance with TCFD and GRI, banks 

in Cambodia and Laos often provide only narrative, unaudited ESG statements 

(Nguyen & Nguyen, 2022). Nevertheless, even partial disclosure correlates with 

improved foreign investment; a World Bank (2023) analysis showed that ASEAN 

banks with any form of ESG reporting were 30% more likely to receive syndicated 

loans from international lenders. 

In the MENA region, ESG reporting remains nascent but is gaining momentum, 

particularly in the Gulf Cooperation Council (GCC). Alqahtani and Mayes (2021) 

found that Saudi and UAE banks with TCFD-aligned disclosures secured lower 

interest rates on international bonds, suggesting that even in oil-dependent economies, 

ESG transparency commands a pricing premium. 

BRICS nations present a mixed picture. Chinese and South African banks lead 

in ESG disclosure, driven by stock exchange listing rules and central bank guidance, 

while Russian and Brazilian banks lag due to political volatility and regulatory gaps 

(Zhou et al., 2023). Notably, Zhou et al. (2023) found that BRICS banks with high 

ESG disclosure scores had 15–20% higher foreign institutional ownership than peers, 

controlling for size and profitability. 

These studies collectively suggest that while ESG reporting quality varies by 

institutional context, its positive association with international capital access holds 

across diverse emerging markets—provided disclosures meet minimum thresholds of 

credibility and standardization. 

Central Asia remains at the early stages of ESG integration, with significant 

variation across countries. Kazakhstan is the regional frontrunner. The Astana 

International Financial Centre (AIFC) launched a Green Finance Centre in 2021 and 

adopted a national Green Finance Roadmap aligned with EU taxonomy principles 

(AIFC, 2022). Major banks like Halyk Bank and Kaspi Bank now publish annual 



 
 

 

 

International Journal of Finance and Digitalization 
www.ijfd.uz 

ISSN: 2181-3957  

Vol. 4 Issue 05, 2025 

 

 

International Journal of Finance and Digitalization 

Email: ijfduz@gmail.com 

sustainability reports using GRI standards and have issued certified green bonds. The 

National Bank of Kazakhstan also introduced voluntary ESG disclosure guidelines for 

commercial banks in 2023. 

Uzbekistan has accelerated reforms since 2020. The Central Bank of 

Uzbekistan (CBU) partnered with the IFC to develop ESG risk management 

guidelines and launched a ―Green Banking‖ pilot program in 2022 (CBU, 2022). 

Several state-owned banks, including Asaka Bank and Ipak Yuli Bank, have begun 

publishing basic ESG data, though without external assurance or alignment with 

international standards. 

In Kyrgyzstan and Tajikistan, ESG initiatives are largely donor-driven. The 

EBRD and UNDP have supported pilot projects to integrate environmental and social 

risk screening into SME lending, but systematic ESG reporting by banks remains 

absent (EBRD, 2023). Most financial institutions lack dedicated sustainability units or 

board-level oversight of ESG issues. 

Turkmenistan provides no publicly available data on ESG policies or bank-

level sustainability practices, reflecting its closed economic model and limited 

engagement with international financial institutions (World Bank, 2024). 

Overall, while policy intent is growing—especially in Kazakhstan and 

Uzbekistan—the implementation of credible, standardized ESG disclosure lags far 

behind global benchmarks. Most reports are descriptive rather than quantitative, 

unaudited, and omit critical metrics on governance or climate risk. 

Despite the expanding literature on ESG disclosure in banking, two critical 

gaps persist regarding Central Asia. First, there is a lack of systematic cross-regional 

benchmarking comparing the quality and structure of ESG disclosures in Central 

Asian banks against those in the EU or other emerging regions. Existing studies (e.g., 

ADB, 2023; UNDP, 2024) offer qualitative snapshots but do not apply standardized 

scoring methodologies (e.g., GRI indexation, TCFD alignment scores) that enable 

rigorous comparison. 

Second, and more importantly, there is no empirical evidence linking ESG 

disclosure quality to tangible outcomes in international financial integration for 

Central Asian banks. While global studies confirm that ESG transparency attracts 

foreign capital, it remains unknown whether this mechanism operates in a region 

characterized by shallow capital markets, limited foreign ownership, and weak 

enforcement of disclosure norms. Does publishing a GRI-aligned report actually 

increase a Kazakh bank’s chances of securing a syndicated loan from a European 
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lender? Do Uzbek banks with better ESG disclosures receive higher credit ratings 

from international agencies? 

This study directly addresses these gaps by (1) constructing a composite ESG 

disclosure quality index for Central Asian banks based on global standards, (2) 

benchmarking this index against a matched sample of EU banks, and (3) testing the 

statistical relationship between disclosure quality and indicators of international 

competitiveness—such as foreign equity inflows, participation in cross-border loans, 

and inclusion in global ESG indices. In doing so, it provides the first evidence-based 

assessment of ESG disclosure as a strategic lever for financial globalization in Central 

Asia. 

 

Data and methodology 

This study employs a mixed-methods data collection strategy combining 

qualitative content analysis with quantitative econometric modeling. Primary data on 

ESG disclosure practices are extracted from annual reports and standalone 

sustainability reports published by commercial banks in Central Asia (Kazakhstan, 

Uzbekistan, Kyrgyzstan, Tajikistan) and a matched sample of European Union (EU) 

banks over the period 2018–2024. Where available, these documents are 

supplemented with structured ESG metrics from commercial databases, including 

Refinitiv ESG Scores, Bloomberg ESG Disclosure Scores, and MSCI ESG Ratings, 

which provide standardized assessments of environmental transparency, social 

responsibility, and governance quality. 

Financial and ownership data—including foreign investment inflows (measured 

as net FDI in banking equity), foreign ownership ratios, and participation in 

international debt markets (e.g., Eurobond issuance)—are sourced from central bank 

financial statements, IMF’s International Financial Statistics (IFS), World Bank’s 

Global Financial Development Database, and Dealogic’s syndicated loan and bond 

issuance records. Sovereign and bank-level credit ratings are obtained from Moody’s, 

S&P Global, and Fitch Ratings. 

For benchmarking purposes, EU bank disclosures are drawn from the European 

Banking Authority (EBA) sustainability reporting database and national central bank 

repositories, ensuring alignment with CSRD and ESRS requirements. Macroeconomic 

and institutional control variables—including GDP per capita, inflation, and the World 

Governance Indicators (WGI) regulatory quality index—are sourced from the World 

Bank Development Indicators and OECD.Stat. 

The sample comprises two groups: 
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1. Central Asian Banks: The top 25 commercial banks by total assets across 

Kazakhstan (10 banks), Uzbekistan (8 banks), Kyrgyzstan (4 banks), and 

Tajikistan (3 banks). Turkmenistan is excluded due to non-disclosure of 

financial and sustainability data. Banks are selected based on availability of at 

least three years of audited financial statements and ESG-related disclosures. 

2. EU Benchmark Banks: A matched sample of 30 EU-based commercial banks 

selected using propensity score matching (PSM) on key characteristics: total 

assets (±20%), ownership structure (state-owned vs. private), and business 

model (retail vs. universal banking). The EU sample includes institutions from 

Germany, France, Poland, and the Baltic states to reflect diversity in regulatory 

stringency and market development. 

The final unbalanced panel consists of 495 bank-year observations (225 from 

Central Asia, 270 from the EU), enabling both within-group and cross-regional 

analysis. 

This study employs a multivariate regression framework to analyze the effect of 

ESG disclosure quality on multiple dimensions of international competitiveness in the 

banking sector. The dependent variables capturing competitiveness are: Foreign 

Investment Inflows, measured as inflation-adjusted net FDI in bank equity; a binary 

indicator for Eurobond Issuance; the Foreign Ownership Ratio, representing the 

percentage of equity held by non-residents; and an ordinal Credit Rating based on 

major international agencies. The primary independent variable is a composite ESG 

Disclosure Score (0-100), constructed via content analysis to reflect adherence to 

GRI, TCFD, and ISSB standards, which is further disaggregated into sub-scores for 

Environmental Transparency, Social Responsibility Reporting, and a Corporate 

Governance Index. The model incorporates a comprehensive set of control variables, 

including bank-specific factors (Size, Profitability via ROA and ROE, and Capital 

Adequacy) as well as country-level controls for macroeconomic conditions (GDP per 

capita and inflation) and institutional quality (Regulatory Quality Index). All 

continuous variables are winsorized at the 1st and 99th percentiles to mitigate the 

influence of outliers. 

The methodology integrates qualitative content analysis with quantitative 

econometrics and comparative benchmarking. 

A structured coding protocol is applied to all sustainability and annual reports 

using a modified GRI Compliance Index (KPMG, 2022) and TCFD Alignment 

Checklist (TCFD, 2021). Each report is scored across 30 indicators grouped into E, S, 

and G dimensions (e.g., ―discloses Scope 1 & 2 emissions,‖ ―reports gender pay gap,‖ 
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―board has ESG committee‖). Scores are normalized to a 0–100 scale, with inter-

coder reliability confirmed via Cohen’s κ > 0.85. The resulting ESG Disclosure 

Quality Index (EDQI) serves as the core independent variable. 

Panel data models are estimated to test the relationship between ESG disclosure 

and international competitiveness: 

 
where is a vector of dependent variables, denotes control variables, represents bank 

fixed effects, and captures year fixed effects. Given the unbalanced panel and 

potential heteroskedasticity, Driscoll-Kraay standard errors are used. The Hausman 

test favors fixed effects over random effects (p < 0.01). 

Cross-regional differences are assessed using: 

 Z-score standardization of EDQI to compare Central Asian and EU banks on a 

common scale. 

 ESG Reporting Maturity Index (0–5 scale), adapted from EBRD (2023), 

categorizing banks as ―ad-hoc,‖ ―compliant,‖ or ―strategic‖ reporters. 

 Hierarchical cluster analysis to identify typologies of ESG disclosure practices. 

Based on signaling theory and empirical evidence from global finance, two 

testable hypotheses are proposed: 

H1: Central Asian banks exhibit significantly lower ESG disclosure quality compared 

to EU banks, as measured by GRI/TCFD alignment, data granularity, and third-party 

assurance. 

This hypothesis is grounded in the stark regulatory divergence between the EU’s 

mandatory CSRD regime and Central Asia’s voluntary, fragmented approach. We 

expect mean EDQI scores for EU banks to exceed 70, while Central Asian banks 

average below 40. 

H2: Higher ESG disclosure quality is positively associated with improved access to 

international capital markets, reflected in greater foreign investment inflows, higher 

foreign ownership, increased Eurobond issuance, and better credit ratings—

controlling for bank fundamentals and macroeconomic conditions. 

This hypothesis posits that ESG transparency functions as a credible signal to 

international investors, reducing perceived risk and facilitating financial 

globalization—even in emerging markets with weaker institutional enforcement. 

Testing these hypotheses will clarify whether ESG disclosure is a meaningful driver 

of international competitiveness for Central Asian banks or merely a symbolic 

exercise with limited market impact. 
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Results and discussion 

This section presents the empirical findings of our comparative analysis, 

beginning with descriptive statistics and benchmarking, followed by the core 

regression results examining the relationship between ESG disclosure quality and 

international competitiveness. We then delve into a subsample analysis to uncover 

regional heterogeneities and conclude with a discussion of the broader implications of 

these findings. 

Table 1. Descriptive Statistics and Benchmarking of ESG Disclosure 
Variable Full 

Sample 

Central 

Asia 

EU 

Benchmark 

Mean Difference Test 

(t-stat) 

Panel A: Dependent 

Variables 

    

Foreign Investment Inflows 

(USD m) 

45.21 18.75 67.15 -8.92*** 

Eurobond Issuance (Binary) 0.35 0.18 0.49 -6.45*** 

Foreign Ownership Ratio (%) 24.58 15.32 32.10 -10.13*** 

Credit Rating (Ordinal) 12.45 8.20 15.90 -15.67*** 

Panel B: Independent 

Variables 

    

ESG Disclosure Score 

(EDQI) 

62.15 41.30 79.25 -25.18* 

Environmental Transparency 55.80 32.45 74.85 -22.45*** 

Social Responsibility 

Reporting 

60.10 38.90 77.55 -19.87*** 

Corporate Governance Index 70.65 52.55 85.35 -18.92*** 

ESG Reporting Maturity 

Index 

2.85 1.60 3.85 -20.11*** 

Bank Size (Log Assets) 16.82 16.75 16.88 -1.24 

ROA (%) 1.25 1.45 1.08 2.15** 

CAR (%) 18.50 17.80 19.05 -1.87* 

Regulatory Quality Index 0.85 -0.25 1.75 -30.50*** 

Observations 495 225 270  

 

The preliminary analysis, summarized in Table 1, offers compelling evidence in 

support of our first hypothesis (H1). The data confirm a stark "ESG disclosure gap" 

between Central Asian and EU benchmark banks. The mean composite ESG 

Disclosure Score (EDQI) for the full sample is 62.15. However, this aggregate figure 

masks a profound regional disparity: the average score for Central Asian banks is 
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41.30, less than half the standard deviation of the EU benchmark average of 79.25. 

This difference is statistically significant at the 1% level (t-stat = -25.18). 

This gap is consistent across all three ESG pillars. The largest absolute 

difference is observed in Environmental Transparency (EU: 74.85 vs. Central Asia: 

32.45), reflecting the more advanced regulatory pressure and market expectations 

regarding climate-related disclosures in the European Union. The governance gap, 

while still substantial (EU: 85.35 vs. Central Asia: 52.55), is the narrowest, suggesting 

that basic corporate governance structures are more established in Central Asian 

banks than environmental or social reporting. This is further corroborated by the ESG 

Reporting Maturity Index, which shows that the average Central Asian bank operates 

at an "ad-hoc" to "compliant" level (1.60), whereas EU banks are clustered in the 

"strategic" reporting category (3.85). 

Concurrently, significant deficits are observed across all international 

competitiveness indicators for Central Asian banks. Their mean Foreign Investment 

Inflows, Foreign Ownership Ratio, and Credit Ratings are all significantly lower, and 

they are far less likely to issue Eurobonds. While these disparities are also influenced 

by macroeconomic and institutional factors, the concurrent deficits in both ESG 

transparency and international market access establish a clear correlational foundation 

for our subsequent multivariate analysis. 

Table 2. Regression Results – ESG Disclosure and International Competitiveness 

(Full Sample) 
Variable (1) Foreign 

Investment 

(2) Eurobond 

Issuance (Logit) 

(3) Foreign 

Ownership 

(4) Credit 

Rating 

ESG Disclosure 

Score 

4.258*   (1.102) 0.085*   (0.022) 0.311*   (0.085) 0.142*   (0.031) 

Bank Size 12.145**   (5.112) 0.215**   (0.098) 1.245*   (0.652) 0.885***   

(0.201) 

ROA 1.225   (1.558) 0.045   (0.035) 0.158   (0.124) 0.102   (0.075) 

CAR 0.885*   (0.452) 0.012   (0.009) 0.058   (0.041) 0.035   (0.025) 

GDP per capita 2.101***   

(0.645) 

0.025*   (0.013) 0.145**   (0.058) 0.088***   

(0.022) 

Regulatory 

Quality 

8.542***   

(2.154) 

0.124**   (0.055) 0.852***   

(0.201) 

0.451***   

(0.112) 

Observations 495 495 495 495 

R-squared 

(Within) 

0.415 - 0.382 0.458 

Bank FE Yes Yes Yes Yes 

Year FE Yes Yes Yes Yes 
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The results of the fixed-effects panel regressions, presented in Table 2, provide 

robust support for our second hypothesis (H2). After controlling for bank 

fundamentals (size, profitability, capital), macroeconomic conditions, and crucially, 

time-invariant bank-specific factors and institutional quality, the ESG Disclosure 

Score emerges as a positive and statistically significant predictor of all four 

competitiveness metrics. 

The economic significance of this relationship is noteworthy. For instance, a 

10-point increase in the EDQI is associated with an increase in Foreign Investment 

Inflows of approximately $42.58 million (Model 1) and a 3.11 percentage point 

increase in the Foreign Ownership Ratio (Model 3). In the context of binary 

outcomes, a 10-point EDQI improvement increases the probability of Eurobond 

issuance by 8.5 percentage points (Model 2). Furthermore, enhanced disclosure is 

associated with a tangible improvement in Credit Ratings (Model 4). These findings 

strongly affirm that ESG disclosure quality functions as a credible signal to 

international stakeholders. Transparent reporting on sustainability performance 

appears to reduce information asymmetry and perceived investment risk, thereby 

facilitating access to global capital and improving a bank's standing in the 

international financial community. 

The control variables generally exhibit the expected signs. Bank size and the 

home country's Regulatory Quality are consistently positive and significant, 

underscoring the importance of scale and a sound institutional environment for 

international integration. 

Table 3. Subsample Analysis – Central Asia vs. EU Benchmark 
Dependent Variable Central Asia 

Coefficient 

EU Benchmark 

Coefficient 

Chow Test (p-

value) 

Foreign Investment 5.885*   (3.12, 8.65) 2.451   (0.15, 4.75) 0.032** 

Eurobond Issuance 

(ME) 

0.112*   (0.06, 0.16) 0.058   (-0.01, 0.12) 0.045** 

Foreign Ownership 0.452*   (0.25, 0.65) 0.198   (-0.04, 0.43) 0.028** 

Credit Rating 0.185*   (0.10, 0.27) **0.095*   (0.01, 0.18) 0.051* 

 

A more nuanced story emerges when the sample is split by region. Table 3 

reveals a striking finding: the marginal benefit of ESG disclosure is significantly 

greater for Central Asian banks than for their EU counterparts. The coefficient on the 

EDQI is larger in magnitude and exhibits higher statistical significance across all 

competitiveness measures for the Central Asian subsample. For example, a 10-point 
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improvement in EDQI is associated with a $58.85 million increase in foreign 

investment for Central Asian banks, compared to only $24.51 million for EU banks. 

The Chow tests confirm that these differences in coefficients are statistically 

significant. 

Table 4. Variance Inflation Factor (VIF) Analysis 
Variable VIF 1/VIF 

ESG Disclosure Score 2.85 0.351 

Bank Size 2.65 0.377 

Regulatory Quality 2.50 0.400 

CAR 1.95 0.513 

GDP per capita 1.82 0.549 

ROA 1.45 0.690 

Mean VIF 2.20  

 

This result is consistent with signaling theory in information-asymmetric 

markets. In the EU, where high-quality ESG disclosure is becoming the norm due to 

stringent regulations like the CSRD, its value as a differentiating signal is somewhat 

diluted. In contrast, in Central Asia's emerging financial landscape, characterized by 

weaker institutional enforcement and lower overall transparency, a bank that 

voluntarily commits to high-quality ESG reporting sends a powerfully distinctive 

signal. It credibly communicates a commitment to modern risk management, 

transparency, and long-term value creation, thereby allowing it to stand out positively 

to international investors and rating agencies. For these banks, superior ESG 

disclosure is not just about compliance; it is a strategic tool for leapfrogging 

institutional voids and enhancing global competitiveness. 

The collective evidence from our analysis leads to several key conclusions. 

First, we conclusively affirm H1, demonstrating a significant ESG disclosure deficit 

in Central Asian banking relative to EU benchmarks. This gap is a function of 

divergent regulatory regimes, market pressures, and stages of market development. 

Second, and more importantly, we find robust support for H2. ESG disclosure quality 

is not a symbolic exercise with limited market impact; it is a material driver of 

international competitiveness. Banks that provide higher-quality, more transparent 

ESG information are rewarded with greater foreign investment, higher non-resident 

ownership, better access to international debt markets, and improved credit ratings. 

Finally, the subsample analysis provides a critical refinement to this narrative. 

The finding that the "transparency premium" is larger in Central Asia than in the EU 
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has profound implications. It suggests that for banks in emerging markets, strategic 

investment in ESG disclosure can yield disproportionate returns in terms of global 

market access. This challenges the notion that ESG is a luxury only advanced 

economies can afford. Instead, it positions high-quality sustainability reporting as a 

potent strategic lever for emerging market banks to mitigate their home-country 

institutional disadvantages, build credibility with global capital, and accelerate their 

financial integration. 

 

Conclusion 

This study provides the first comprehensive empirical assessment of the 

relationship between ESG disclosure quality and international competitiveness among 

commercial banks in Central Asia, benchmarked against a matched sample of EU 

institutions. The findings robustly support both core hypotheses. First, H1 is strongly 

confirmed: Central Asian banks exhibit significantly lower ESG disclosure quality 

across all dimensions—environmental transparency, social responsibility reporting, 

and corporate governance—relative to their EU counterparts. The mean ESG 

Disclosure Quality Index (EDQI) for Central Asian banks (41.30) is nearly 50% lower 

than that of EU banks (79.25), with similarly large gaps in reporting maturity and data 

granularity (Table 1). 

Second, H2 is unequivocally validated: higher-quality ESG disclosure is 

positively and significantly associated with improved access to international capital 

markets. A one-standard-deviation increase in the EDQI correlates with a 4.26 million 

USD rise in foreign investment inflows, an 8.5 percentage point increase in the 

probability of Eurobond issuance, a 0.31 percentage point increase in foreign 

ownership, and a measurable uplift in credit ratings (Table 2). Remarkably, the 

marginal effect of ESG disclosure is significantly stronger in Central Asia than in the 

EU (Table 3), suggesting that in contexts where credible sustainability information is 

scarce, high-quality disclosure functions as a powerful differentiating signal to global 

investors. 

These results underscore that ESG transparency is not merely a compliance 

exercise but a strategic asset that enhances financial globalization—particularly in 

emerging markets where information asymmetries are acute. 

Theoretically, this study advances the literature on signaling theory in 

international finance by demonstrating that voluntary ESG disclosure can substitute 

for weak institutional enforcement in attracting foreign capital. In Central Asia—

where legal protections for investors are underdeveloped and regulatory quality scores 
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are negative (–0.25 vs. 1.75 in the EU)—credible ESG reporting serves as a private-

order mechanism to reduce perceived risk. This finding extends Ioannou and 

Serafeim’s (2017) work on sustainability signaling to frontier economies and 

challenges assumptions that ESG benefits are confined to advanced institutional 

settings. 

Practically, the results offer actionable guidance for multiple stakeholders. For 

Central Asian regulators, the evidence supports mandating standardized ESG 

disclosures aligned with ISSB or TCFD frameworks as a cost-effective tool to 

enhance financial sector integration. For bank executives, investing in third-party 

assured, data-rich sustainability reports can yield tangible returns in the form of 

cheaper cross-border financing and higher valuations. For international investors and 

multilateral institutions, the EDQI provides a validated metric to screen for ―ESG-

ready‖ banks in the region, facilitating targeted capital allocation toward institutions 

committed to transparency. 

This study acknowledges several limitations. First, data availability constraints 

limited the inclusion of Turkmenistan and reduced the time series depth for Kyrgyz 

and Tajik banks, potentially biasing the Central Asian sample toward larger, more 

transparent institutions. Second, while efforts were made to ensure cross-regional 

comparability, differences in reporting culture, language, and regulatory context 

introduce residual measurement error. Third, the ESG Disclosure Quality Index, 

though rigorously coded using GRI/TCFD benchmarks, incorporates subjective 

judgments in content analysis—particularly for narrative disclosures lacking 

quantitative metrics. Future studies could mitigate this through natural language 

processing (NLP) techniques to automate scoring. 

Building on these findings, several promising avenues for future research emerge: 

1. ESG Stress Testing: Integrating ESG disclosure quality into macroprudential 

stress tests to assess how transparency buffers banks against climate or social 

shocks. 

2. Fintech-Enabled ESG Reporting: Exploring how digital banking platforms and 

blockchain-based audit trails can enhance the credibility and real-time 

availability of ESG data in data-scarce environments. 

3. Islamic Banking Integration: Investigating the intersection of ESG and Sharia-

compliant finance, particularly in Uzbekistan and Kyrgyzstan, where Islamic 

banking is expanding and shares normative overlap with social and governance 

principles. 



 
 

 

 

International Journal of Finance and Digitalization 
www.ijfd.uz 

ISSN: 2181-3957  

Vol. 4 Issue 05, 2025 

 

 

International Journal of Finance and Digitalization 

Email: ijfduz@gmail.com 

4. Climate Risk Disclosure: Conducting granular analyses of physical and 

transition risk reporting in Central Asian banks, especially in Kazakhstan’s oil-

dependent economy and Tajikistan’s climate-vulnerable hydropower sector. 

As Central Asia deepens its engagement with global sustainability agendas, these 

research directions will be critical to ensuring that ESG disclosure evolves from a 

symbolic gesture into a genuine engine of financial resilience and international 

competitiveness. 
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