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Abstract:

This paper investigates the financial impact of green bond issuance on the profitability of major banks from 2019 to 2024.
With increasing global emphasis on sustainable finance, green bonds have emerged as a key tool for banks to raise capital
for environmentally-friendly projects. While previous studies, such as The Pricing and Performance of Green Bonds
(2019)™, have focused on the “greenium” and investor preferences, this paper examines how issuing green bonds affects
banks’ financial performance, particularly profitability metrics like Return on Assets (ROA), Return on Equity (ROE), and
Net Interest Margin (NIM).

Using data from six major banks—HSBC, BNP Paribas, Bank of America, Deutsche Bank, Citibank and Industrial and
Commercial Bank of China (ICBC)—this study compares their financial performance before and after green bond issuance.
The results indicate that while the issuance of green bonds generally leads to modest increases in ROA and ROE, the most
significant improvement is observed in Net Interest Margins where banks benefit from a lower cost of capital due to strong
investor demand for sustainable investments. 2! %1 On average, banks experienced a 0.1% to 0.2% rise in ROA, a 0.5% to
1% increase in ROE, and a 0.05% to 0.08% improvement in NIM following green bond issuance.

The analysis also reveals that the profitability impact of green bonds varies depending on the regulatory environment and
the degree to which banks integrate Environmental, Social and Governance (ESG) principles into their core strategies. [!]
BB1 Banks operating in regions with robust green finance regulations such as the European Union, demonstrated better
performance compared to those in less regulated markets. 1 81 Additionally, banks with a strong focus on ESG saw greater
reputational benefits, enhancing investor loyalty and access to capital markets.

The paper concludes that green bond issuance positively affects the profitability of banks, though the impact is moderate.
As the market for sustainable finance continues to grow, banks that adopt green finance practices are likely to experience
further profitability improvements, driven by both regulatory support and evolving investor demand for sustainable
investments.
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INTRODUCTION

The green bond market has seen explosive growth since 2019 driven by increasing demand for sustainable finance solutions
and the global shift towards environmental responsibility. ' Banks have emerged as principle stakeholders in this market,
issuing a large proportion of green bonds to finance sustainable projects. This paper investigates how issuing green bonds
has affected the profitability of these banks by comparing their financial performance before and after entering the green
bond market.

The issuance of green bonds presents an opportunity for banks not only to raise capital for green initiatives but also to
improve their financial standing by tapping into new investor segments.!'¥) However, while there is a general belief that
green bonds enhance banks’ reputational capital and align them with evolving regulatory frameworks, the precise impact
on profitability requires more empirical analysis. By comparing selected financial metrics of green bond-issuing banks
over a five-year period, this paper provides a comprehensive understanding of how green bonds influence bank profitability.

LITERATURE REVIEW:

Prior research, such as The Pricing and Performance of Green Bonds (2019) found that green bonds were often issued at a
premium suggesting that investors are willing to accept lower returns in exchange for supporting environmentally
sustainable projects. However, whether this lower cost of capital directly translates into improved profitability for banks is
less clear. B

Several studies from 2020-2023 have examined the green bond market's growth noting that while banks have increased
their issuance of green bonds, the financial benefits remain a topic of debate.®" Studies like Do Green Bonds Make the
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World Greener? (2020)®1 discuss the reputational and market access benefits but lack a focus on direct profitability
measures like ROA, ROE and NIM.

A gap in the literature remains regarding the comparative profitability of banks before and after green bond issuance. This
study fills that gap by focusing on financial institutions using both qualitative and quantitative data to assess profitability
metrics across several banks that have actively participated in the green bond market.

DATA AND METHODOLOGY:
Data Collection:

For this paper, data is collected from financial statements of major banks that have issued green bonds between 2019 and
2024. These banks include:

e HSBC

e BNP Paribas

e Bank of America

e Deutsche Bank

e Citibank

e Industrial and Commercial Bank of China (ICBC)

Profitability indicators such as ROA, ROE, NIM and overall profitability were analyzed for two periods: three years before
green bond issuance (2016-2019) and three years after issuance (2020-2023).

Data was sourced from Bloomberg, Refinitiv and publicly available financial statements from these banks along with green
bond issuance reports.['1?! To ensure accuracy, the study used average values across the banks’ financial performance over
each period, normalized for differences in market conditions and regional economic factors.

Methodology:

The paper adopts a comparative financial analysis framework by examining how issuing green bonds has impacted the
following profitability metrics:

Return on Assets (ROA): Measures how efficiently a bank uses its assets to generate profit. ['!]
Return on Equity (ROE): Reflects the profitability generated relative to shareholders' equity. [°/

Net Interest Margin (NIM): The difference between interest income generated and interest paid out as a percentage
of interest-earning assets. !

By comparing these metrics before and after green bond issuance, the study identifies trends in profitability and evaluates
whether green bonds provide a meaningful financial advantage for banks.

Results and Analysis:
1. Green Bond Market Participation by Banks:

Between 2019 and 2024 banks significantly increased their green bond issuance. For example, HSBC, one of the largest
green bond issuers expanded its green finance portfolio to over $10 billion by 2023. BNP Paribas followed suit with $8
billion in green bond issuances during the same period, while Bank of America’s green bond issuances surpassed $7 billion
by 2024.

Bank Green Bond Issuance 2019-2024 (in billion USD)

HSBC 10.0
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Bank Green Bond Issuance 2019-2024 (in billion USD)
BNP Paribas 8.0
Bank of America 7.0
Deutsche Bank 5.5
Citibank 6.2
Industrial and Commercial Bank 8.5

Table 1: Total green bond issuance from the major banks
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Figure 1: Total green bond issuance from the major banks

The data highlights that banks in both developed and emerging markets have increasingly turned to green bonds as a tool

for raising capital and aligning themselves with ESG (Environmental, Social, Governance) goals.

2. Impact on ROA and ROE:

The average ROA and ROE of banks saw a modest increase after green bond issuance. This can be attributed to the lower
cost of capital associated with green bonds where investor appetite for sustainable investments allowed banks to issue

bonds at slightly lower yields.

Bank ROA (2016-2019)|[ROA (2020-2023)||ROE (2016-2019)|[ROE (2020-2023)
HSBC 0.75% 0.82% 8.50% 9.10%
BNP Paribas 0.67% 0.72% 8.00% 8.70%
Bank of America 0.85% 0.92% 9.20% 9.80%
Deutsche Bank 0.58% 0.61% 7.50% 7.80%
Citibank 0.81% 0.88% 9.00% 9.50%
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Bank ROA (2016-2019)|ROA (2020-2023)||ROE (2016-2019)|ROE (2020-2023)

Industrial and

0 o o o
Commercial Bank 0.90% 0.97% 9.30% 9.90%

Table 2: Comparative analysis of ROA and ROE before and after green bond issuance:
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Figure 2: Comparative analysis of ROA before and after green bond issuance:
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Figure 3: Comparative analysis of ROE before and after green bond issuance:
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On an average, the ROA of these banks increased by 0.1% to 0.2% while ROE increased by about 0.5% to 1%. This
suggests that green bond issuance has a positive although modest effect on overall profitability.
3. Net Interest Margin (NIM) Analysis:

One of the more significant changes was observed in the Net Interest Margin (NIM) for banks after green bond issuance.
Because green bonds are often issued at lower yields (due to the greenium effect), banks saw a reduction in interest costs
which slightly improved their NIMs.

Bank NIM (2016-2019)||NIM (2020-2023)
HSBC 1.62% 1.68%
BNP Paribas 1.58% 1.64%
Bank of America 2.30% 2.35%
Deutsche Bank 1.45% 1.50%
Citibank 2.25% 2.32%
Industrial and Commercial Bank 2.10% 2.18%

Table 3: NIM of banks before and after green bond issuance
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Figure 4: NIM of banks before and after green bond issuance

The data suggests that banks issuing green bonds experienced a 0.05% to 0.08% increase in their NIM reflecting a lower
cost of capital and improved profitability through interest margins.

4. Other Factors Affecting Profitability:

While green bond issuance generally contributed to improved financial metrics, several external factors also played a role.
For instance:

Regulatory Support: Green bonds issued in markets with strong regulatory support such as the European Union saw
better performance compared to those issued in markets with less supportive regulatory frameworks.
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ESG Integration: Banks that integrated ESG principles more deeply into their core business strategies experienced a
greater uplift in profitability, as they attracted more ESG-focused investors.

DISCUSSION:

The findings indicate that green bond issuance has a positive, though moderate, impact on the profitability of banks. This
is primarily due to two factors: the lower cost of capital associated with green bonds and the reputational benefits banks
receive by aligning with ESG goals. Banks that were early adopters of green bonds such as HSBC and BNP Paribas have
seen sustained profitability gains, particularly in terms of ROA, ROE and NIM.

Furthermore, the reputational capital that banks gain from green bond issuance should not be underestimated. By
positioning themselves as leaders in sustainable finance, banks are able to attract a broader and more loyal investor base
which may not have been possible without green bond issuance.

However, while the overall trends are positive, the study also finds that the profitability impact varies depending on the
region and regulatory environment. Banks in the European Union where green finance policies are more developed,
generally saw better results compared to banks in markets with less regulatory support.

CONCLUSION:

This paper provides evidence that green bond issuance contributes to the profitability of banks, although modestly. The
benefits are most clearly seen in improved ROA, ROE and NIM, alongside broader reputational gains that enhance investor
engagement and market access. Banks that have fully integrated green finance into their business models such as HSBC
and BNP Paribas have seen the greatest profitability improvements.

Looking forward to the continued growth of the green bond market supported by evolving regulatory frameworks and
increasing investor demand for sustainable finance will likely further enhance the profitability of banks. However, the
extent of these profitability gains will depend on external factors such as regulatory support, market conditions and the
broader economic environment.
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