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Abstract: Environmental, Social, and Governance (ESG) ratings are gaining significant traction. These ratings act as a
window into a bankys commitment to sustainability practices. They assess how a bank integrates environmental, social,
and governance factors into its operations and the associated risks.

ESG encompasses three key areas: environment, social responsibility, and corporate governance. These factors influ-
ence the activities of every business entity. Considering these factors is crucial when evaluating the effectiveness of a
company»s operations and the outcomes of its policies.

A common misconception exists that ESG factors and their implementation are only relevant to companies directly
involved in resource extraction and production. However, the reality is that all economic entities, including financial insti-
tutions, especially banks, need to adopt these criteria for sustainable development.

The article emphasizes the need for standartized and universal ESG rating indicators. This would require employing var-
ious assessment methods to ensure a comprehensive evaluation.

Key words: ESG rating, rating agencies, environmental risks, social risks, management risks, ESG of banks.

Annotatsiya: Atrof-muhit, ijtimoiy va boshqaruv (ESG) reytinglari katta gizigish uyg‘otmoqgda. Ushbu reytinglar bankning
bargarorlik amaliyotiga sodigligining oynasi bo‘lib xizmat giladi. Ular bank atrof-muhit, ijtimoiy va boshqgaruv omillarini oz
faoliyatiga ganday integratsiyalashganligini va ular bilan bog'liq risklarni baholaydi.

ESG uchta asosiy yo‘nalishni o'z ichiga oladi: atrof-muhit, ijtimoiy mas'uliyat va korporativ boshgaruv. Bu omillar har bir
xo'jalik yurituvchi subyekt faoliyatiga ta’sir giladi. Ushbu omillarni hisobga olish kompaniya faoliyati samaradorligini va
uning siyosati natijalarini baholashda juda muhimdir.

ESG omillari va ularni amalga oshirish fagat resurslarni qazib olish va ishlab chigarish bilan bevosita shug‘ullanadigan
kompaniyalarga tegishli degan keng targalgan noto‘g'ri tushuncha mavjud. Birog barcha xo‘jalik yurituvchi subyektlar,
jumladan, moliya institutlari, xususan, banklar barqaror rivojlanish uchun ushbu mezonlarni o‘zlashtirishlari zarur.

Magolada standartlashtiriigan va universal ESG reyting ko‘rsatkichlariga ehtiyoj borligi ta’kidlangan. Bu har tomonlama
baholashni ta’'minlash uchun turli baholash usullarini qo‘llashni talab giladi.

Kalit so‘zlar: ESG reytingi, reyting agentliklari, ekologik xavflar, ijtimoiy risklar, boshgaruv risklari, banklarning ESG.

AHHOTauUWs: PENTUHIM 9KONOrMYECKOro, CoLManbHOro U rocyaapcTBeHHOro ynpasneHns (ESG) HabupatloT 3HaunTenbHyo
NONyNsApHOCTb. OTW PEUTUHTU CIy>KaT OTPaKEHNEM NMPUBEPKEHHOCTM BGaHKa MpUHUMNamM YCTOMYMBOro passutnd. OHu
OLEHMBAIOT, Kak GaHK MHTErpupyeT aKonormyeckne, counanbHble 1 ynpaBneHyYeckne akTtopbl B CBOWM onepauun 1 CBs-
3aHHbIE C HAMU PUCKN.

ESG oxBaTtbiBa€eT Tpu KItoYeEBLIE obnacTtu: OKpyXarLlaa cpeaa, coumnanbHada OTBETCTBEHHOCTb U KOpnopaTnuBHOE ynpas-
neHune. ATn haKkTopbl BANSKOT HA OEATENBHOCTb KaX4oro Cy6'beKTa X035IMCTBOBAHUSA. YUET 9TUX DaKTOPOB MMEET peLla-
roLee 3Ha4YeHne nNpu oueHke aPPEKTUBHOCTU AEATENBHOCTN KOMMNAHUN U pe3ynbraTtoB €€ NMONMUTUKA.

CyU.l,eCTByeT pacnpocTtpaHeHHoe 3a6ny>iq:|,eHV|e, 4YTO hakTOpbI ESG n nx peannsauma aktyanbHbl TONbKO A1A KOMMNaHuin,
HenocpeacTBeHHO y4YacTBYHOLWMX B nobblye n npon3BoAcTBE peCcypcCoB. OpHako pearnbHOCTb TakoBa, YTO BCE 3KOHOMMU-
YecKkne Cy6'beKTbI, BKNtoYas oMHaHCOBbIE yypexaeHus, 0COBOEHHO BGaHKu, JOMKHbI NPUHATb 3TN KpUTEepun yCTOl7I'~IMBOFO
Pa3BUTUA.

B ctatbe nogvepkmBaeTca Heob6xoAMMOCTb CTaHAAPTU3MPOBAHHbIX M YHUBEPCarbHbIX PENTUHIOBBLIX Nokasatenen ESG.
370 noTpebyeT NCNonb30BaHMA PasnMYHbIX METOAOB OLEHKM AN obecneyeHnsi BCECTOPOHHEN OLEHKM.

KntoueBble criosa: ESG-penTuHN, peiTUHIOBbIE areHTCTBA, SKOMOrMYEeCKMe PUCKU, CoLMaribHbIe PUCKM, YpaBrneH4Yeckme
puckn, ESG 6aHkoB.
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INTRODUCTION

ESG ratings are becoming a powerful tool for analyzing and improving banking strategies. These ratings
go beyond traditional financial metrics, allowing for a more comprehensive evaluation that considers environ-
mental, social, and governance factors [". This broader perspective benefits not only banks and investors but
also all stakeholders who gain valuable insights into a bank»s ESG-related risks.

Banks that prioritize ESG factors are more likely to implement practices like issuing green bonds, pro-
moting socially responsible policies, and supporting green development initiatives 2. These approaches can
shield the bank and its clients from potential risks stemming from environmental changes, social issues, or
weaknesses in the bank>s own governance . Consequently, banks are placing greater emphasis on employee
management, talent development, data privacy, and relationships with clients and other stakeholders.

To gauge a bankys commitment to these areas, stakeholders are increasingly turning to ESG ratings ¥
These ratings are a valuable resource for investors and others when making decisions. They complement tra-
ditional financial analysis and assessments of bank integrity by providing a more holistic view of banking risks.
This includes not just operational risks, but also reputational risks, environmental risks, and governance-related
risks.

In relation to borrowing clients, banks can use ESG ratings as an additional analysis of the client’s credit-
worthiness. Thanks to these ratings, banks contribute to strengthening business protection of the environment

If a company actively pollutes the air or emits waste, does not comply with social and corporate stand-
arts, and has a low ESG rating, then it will be more difficult for it to get a loan from a bank. Similarly, banks
that finance the activities of companies with a low ESG rating risk themselves receiving the same low level of
ESG rating, which can undermine the bank’s image and reputation, followed by an outflow of deposits and an
increased risk of bankruptcy.

Therefore, a high ESG rating means that a bank is more focused on and is better able to manage its envi-
ronmental, social and governance risks compared to other banks. A low ESG rating means that the bank has a
fairly high level of unmanageable ESG risk.

METHODOLOGY

While ESG ratings offer valuable insights for banks, their development remains a work in progress. Cur-
rently, there’s no single, universally accepted approach, and the specific activities of a bank arent always fully
considered.

One prominent system is the MSCI ESG Score. It utilizes a Key Issues Framework, evaluating ESG risks
across ten environmental, social, and governance categories specific to each industry “. For instance, food
production faces a key issue in packaging and waste management, whereas strong corporate governance is
crucial across all sectors.

The MSCI system assesses banks on each key issue, analyzing various indicators to generate a score
between 0 and 10. A low score reflects high risk exposure with weak management, while a high score indicates
proactive risk reduction efforts. These scores are then weighted based on environmental or social impact to
produce an industry-adjusted overall score.

Within this system, banks are categorized as follows:

m Laggards: Banks with significant uncontrolled exposure to ESG factors compared to peers.
m Average: Banks that manage some key ESG issues effectively, but may be average overall.
m Leaders: Banks that proactively manage ESG risks and leverage ESG opportunities.

Another system, Global>s ESG Scores, focuses on performance metrics and governance policies across
various industry sub-sectors . Scores range from 0 to 100, with sub-scores awarded for individual questions.
These sub-scores are based on data availability, quality, relevance, and effectiveness regarding ESG topics.
Ultimately, criteria-level scores are combined into E, S, and G clusters, which contribute to a single overall ESG
rating.

In conclusion, while ESG ratings offer valuable insights for banks, the lack of a standartized approach and
limited consideration of bank-specific activities highlight the ongoing development of this evaluation system.

Sustainalytics ESG Risk Ratings measure the extent to which a bank>s economic value is most exposed to
risk from ESG factors. A bank>s ESG risk rating consists of a quantitative assessment and a risk category. The
quantitative score provides scores for the amount of unmanaged ESG risk. However, lower scores represent
less unmanageable risk. Unmanageable risk is measured on a scale from 0 (no risk) and above. To date, in
95% of cases the maximum score did not exceed 50 I"l. As a result, according to quantitative indicators, banks
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are grouped into one of five risk categories — insignificant, low, medium, high and serious. It should be noted
that these risk categories are universal. This means that a bank, for example, can be directly compared to a
mining company or any other type of economic entity.

Sustainalytics <« ESG risk ratings are based on an absolute notion of risk and are structured around the
material ESG issues to which banks are exposed to varying degrees. These ESG issues may be purely envi-
ronmental, social or governance in nature. However, the specificity of this methodology is that the E/S/G cluster
scores provided are constructed as linear combinations of scores generated at the ESG level, where the
weights reflect the relative importance of the indicators. All indicators clearly belong to a certain cluster, but
cluster scores are used not to calculate the rating, but as additional information.

To analyze the ESG rating, we took the top 15 global banks and applied three methods for assessing the
ESG rating over the last 2 years (Table 1).

Table 1: ESG rating according to Sustainalytics , S&P Global and MSCI methods 2023

Bank name (country) Sustainalytics S&P Global MSCI
JPMorgan Chase (US) 44 37 64.30
Bank of America (US) 46 76 50
China Merchants Bank ( China ) 35.20 24 64.30
ICBC ( China) 27.80 26 50
Wells Fargo (US) 33.80 37 35.70
Morgan Stanley (US) 55 39 78.60
China Construction Bank ( China ) 38 27 50
Agricultural Bank of China (China) 35.80 - 78.60
Toronto-Dominion Bank ( Canada ) 59.40 77 78.60
Royal Bank of Canada (Canada) 63.40 78 64.30
Citigroup (US) 50 64 64.30
Goldman Sachs (US) 50 38 64.30
Commonwealth Bank of Australia (Australia) 49.60 73 78.60
HDFC Bank Ltd ( India ) 43.60 56 35.70
Charles Schwab (US) 51.20 22 50

Note: compiled from sources BIEIT

According to the MSCI ESG rating methodology, the bulk of banks are classified as medium: JPMorgan
Chase , Bank of America , China Merchants Bank , ICBC, Wells Fargo , China Construction Bank , Royal Bank
of Canada, Citigroup , Goldman Sachs , HDFC Bank Ltd and Charles Schwab. Next banks included V category
leaders By MSCI ESG rating : Morgan Stanley, Commonwealth Bank of Australia, Agricultural Bank of China,
Toronto-Dominion Bank.

At the same time, banks such as JPMorgan Chase , China Merchants Bank , Royal Bank of Canada , Citi-
group and Goldman Sachs has an MSCI ESG rating of A, and Wells banks Fargo and HDFC Bank Ltd have a
BB rating, that is, they are on the verge of moving into the lagging category, despite the fact that they belong to
the category of the top 15 global banks by capitalization.

By rating Sustainalytics ESG to leaders refers to Royal Bank of Canada and Toronto-Dominion Bank. On
last place ICBC, China Merchants Bank, Wells Fargo and Agricultural Bank of China.

According to S&P Global ESG rating by top 15 world banks high rating have following banks Bank of
America, Toronto-Dominion Bank, Royal Bank of Canada and Commonwealth Bank of Australia. TO categories
With low ESG rating included banks China Merchants Bank, ICBC, China Construction Bank, Charles Schwab.

An analysis of the dynamics over the past two years according to the Sustainalytics ESG rating shows
that the majority of banks remained in the same positions. However, HDFC Bank has seen an improvement in
its rating. Ltd ( India ) (by 0.70 pp.), ICBC ( China ) (by 0.30 pp.), Wells Fargo (US) (by 1.3 p.). The increase in
indicators, although not significant, is there.

At the same time, banks such as Bank of America (by 2 pp.), China Merchants Bank (by 0.50 pp.) and
Citigroup (by 4 pp.) show a decrease in indicators. Basically, the downgrade of the ratings for American banks
is observed due to political events that do not allow banks to strengthen their management of environmental,
social and governance risks.
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By S&P Global ESG ratings are as follows: banks like Wells Fargo (US) (up 2 pp.), Morgan Stanley (US)
(up 1 pp.) and HDFC Bank Ltd ( India ) (by 1 pp.) improved their positions, although not significantly. Bank of
America (by 1 pp.) and Citigroup (by 4 pp.) have had their rating indicators decreased. The remaining banks
are in the same positions.

With regard to the MSCI ESG rating, the majority of banks remained in the same positions. Changes
towards improving indicators are observed in banks ICBC ( China ) (by 1 pp.) and Wells Fargo (US) (by 2 pp
), rating downgrade, although not significant, is typical for banks such as Bank of America (by 2 pp.), China
Construction Bank ( China ) (by 1.2 pp.), Citigroup (by 1.9 pp.) and HDFC Bank Ltd ( India ) (by 0.6 pp.).

In general, it can be noted that despite different approaches to methodology, rating agencies assess the
ESG rating almost identically. From our point of view, the Sustainalytics ESG rating is more comprehensive,
since it reflects indicators not only of clusters E, S and G depending on environmental, social and corporate
indicators, but also the possibility of combinations of clusters for additional and more complete information.

ESG ratings have become an issue of late due to news releases and political conflicts on the global stage.
Information about the lack of transparency in data sources for the formation of relevant ratings began to come
into question. In particular, MSCI and Sustainalytics initially gave Sberbank of Russia a very high rating as of
December 2021, which angered Western institutions as they noted that geopolitics and human rights influence
ESG ratings. As a result, MSCI and Sustainalytics downgraded or suspended the activities of Sberbank and
other Russian state-backed companies 2. Additionally, a working paper from the European Institute of Cor-
porate Governance found that a significant number of ESG rating agencies have retroactively downgraded
ESG ratings. Such actions have begun to call into question the reliability of ESG ratings, which could lead to a
decline in investor confidence.

At the same time, the UK Financial Conduct Authority (FCA) made a statement in a new document, “Inte-
grating ESG in UK Capital Markets”, published following a consultation about the “potential harms that may
require further policy intervention” as ESG investing becomes more common [, The issue is being raised to
ensure that investors can access comparable and reliable information about the environmental, social and eth-
ical impacts of the companies in which they invest. Obtaining this information, the FCA concluded, may require
additional regulatory requirements for entities providing ESG ratings.

Thus, since there are no official, nationally and globally universal ESG methodologies, rating agencies use
their own methodologies and are regularly criticized. Standartization of ESG ratings is needed , which means
greater transparency and standartization of investment decisions.

The ESG rating measures a bank>s exposure to long-term environmental, social and governance risks,
which are associated with issues such as energy efficiency, employee safety and board independence, etc.
However, these issues are often not highlighted during traditional financial reviews. Investors who use ESG
ratings in addition to financial analysis can gain a broader view of a company»s long-term potential. This shows
that an ESG rating is essential. However, the presence of different approaches and methods, which, although
they reflect approximately the same indicators, still raise certain doubts and mistrust, since the original source
remains opaque. Environmental, social and governance (ESG) ratings are important to banks and the compa-
nies they finance. But too often these sustainability assessments are opaque and inconsistent.

A clearer understanding of what ESG ratings track will help banks across all industries improve compli-
ance. It will also allow banks to more effectively finance companies and projects that contribute to a sustainable
future. They will have a clearer understanding of their corporate clientsy commitment to sustainability. With such
approaches, the negative policies pursued by some banks, where they emphasize their positive ESG initiatives
but downplay negative actions, will be easier to detect.

Based on the above, there are several key aspects that allow rating agencies to improve their ESG rating
assessment methodologies.

First, there must be coherence, consistency and clarity in ESG rating methodologies. The indicators con-
sidered by agencies must be comparable and agreed upon.

Second, rating agencies and authorities should work together to develop rules that recognize ESG ratings.
That is, collaboration and cooperation are necessary.

Third, there should be transparency in methodologies that reveal the objectives of ESG ratings and show
how agencies calculate them. Regulators should also establish standarts governing the marketing of ESG
ratings services.

Fourth, ensuring standartization of data and indicators. Agencies should work together to improve the
quality, consistency and availability of data used in ESG ratings. The collection and disclosure of ESG data
must comply with global requirements and constant changes.

And fifth, a distinction needs to be made between ESG risk metrics and ESG impact metrics, as retail
investors often confuse the two. ESG risk indicators measure factors that may affect a bank>s performance.
Conversely, ESG impact ratings evaluate a bank>s environmental and social impact.
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