
Assessing the Impact of ESG Performance on Financial 

Outcomes: Risk and Innovation as Moderating Factors in 

China’s A-Share Market 

Zixiang Xu*  

Surrey International Institute, Dongbei University of Finance and Economics, Dalian 116025, 

China 

*13887212548@163.com 

Abstract. The evaluation of Environmental, Social, and Governance (ESG) cri-

teria represents a critical strategic decision for corporations amidst the global 

trend towards sustainable development. As China transitions from a planned 

economy to a socialist market economy characterized by market predominance, 

the significance of ESG integration in corporate management and operations has 

become increasingly pronounced. This paper integrates macro-level policy 

frameworks with micro-level corporate financial decision-making, utilizing data 

from A-share listed companies in Shanghai, Shenzhen, and Beijing spanning 

from 2014 to 2023. It systematically investigates the influence of ESG perfor-

mance on corporate financial outcomes and rigorously examines the moderating 

effects of corporate risk and innovation levels on the ESG-financial performance 

nexus. The findings indicate that robust ESG performance exerts a favorable 

long-term impact on financial performance. Notably, both risk and innovation 

levels exert negative moderating effects on the ESG-performance relationship, 

offering critical insights into the conventional practice of substantial investments 

in innovation. This study augments the empirical literature on the ESG-corporate 

performance relationship, underscores the pivotal role of ESG strategies in en-

hancing long-term financial outcomes, and furnishes a practical foundation for 

corporate leaders in the formulation of sustainable development strategies. Fur-

thermore, this research provides policy recommendations and strategic guidance 

for governments and corporations in navigating market fluctuations and advanc-

ing sustainable development objectives. 

Keywords: ESG Evaluation, Financial Performance, Risk Management, Inno-

vation Dynamics. 

1 Introduction 

With the increasing prominence of global sustainable development issues, the incorpo-

ration of Environmental, Social, and Governance (ESG) factors as a vital dimension of 

corporate evaluation has garnered substantial attention from both academia and indus-

try [1]. Globally, corporate financial performance is no longer solely contingent upon  
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traditional assets and profits but is increasingly intertwined with social responsibility 
and governance capabilities (Ibid). In China, amidst rapid economic growth and the 
deepening of market-oriented reforms, enterprises are confronted with increasingly 
complex external environments, intensified market competition, and significantly 
heightened resource constraints and environmental pressures [2]. Within this frame-
work, ESG performance has emerged as a crucial indicator of a company’s long-term 
competitiveness, with the potential to achieve a synergistic alignment between eco-
nomic benefits and social value. 

In recent years, while numerous studies have sought to elucidate the impact of ESG 
performance on corporate financial outcomes, most of these researches have concen-
trated on developed economies within Europe and America. These economies are char-
acterized by high levels of marketization, well-established legal frameworks, and sys-
tems where corporate ESG actions are swiftly reflected in financial performance [3]. 
However, China’s economic system and corporate behavior exhibit distinctive charac-
teristics. As a nation transitioning from a planned to a market economy, Chinese firms 
may display significant variations in the incentives and mechanisms for enhancing ESG 
performance compared to their counterparts in developed countries [4]. For instance, 
governmental intervention in the economy is pronounced, and policy orientation sig-
nificantly influences the allocation of corporate resources (Ibid). Consequently, the 
question of whether and how ESG performance impacts a company’s long-term finan-
cial performance, particularly within the Chinese context, necessitates urgent investi-
gation. 

The contribution of this research is multifaceted: Firstly, it provides empirical evi-
dence regarding the long-term impact of ESG performance on financial performance, 
demonstrating that robust ESG practices exert a sustained positive influence on opera-
tional efficiency and financial returns. Secondly, the study introduces beta coefficient 
and patent count as moderating variables, illuminating the moderating effects of enter-
prise risk levels and innovation capabilities on the ESG-financial performance nexus. 
This analysis advances understanding of the internal factors enterprises should consider 
when implementing ESG strategies and offers novel insights for policymakers in craft-
ing more effective sustainable development policies. Lastly, leveraging the unique data 
context of China’s A-share market, this study presents new perspectives and insights 
for sustainable development research in emerging market nations, offering valuable 
references for enterprises and policymakers in developing economies globally. 

2 Theoretical Framework and Research Hypotheses 

2.1 Examination of the Relationship between ESG Score and Financial 
Performance 

Stakeholder theory posits that businesses have responsibilities that extend beyond serv-
ing shareholders to include addressing the needs and interests of various stakeholders, 
such as employees, customers, suppliers, communities, and the environment [5]. By 
effectively catering to the requirements of these stakeholders, firms can secure long-
term support and resources, thereby enhancing their overall performance. According to 
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Wang (2024), a corporation’s ESG performance often leads to improved relationships 
with numerous stakeholders, potentially bolstering its reputation, attracting higher-
quality employees, increasing customer satisfaction, and ultimately enhancing financial 
performance [6]. 

Drawing on the preceding analysis, this study posits Hypothesis 1: Superior ESG 
performance is positively correlated with enhanced corporate financial performance. 

2.2 The Moderating Influence of Corporate Risk on the ESG-Financial 
Performance Nexus 

The Capital Asset Pricing Model (CAPM) serves as a tool for assessing the relationship 
between expected asset returns and systemic risk. Within the CAPM framework, a high 
beta value indicates that a firm is subject to elevated systemic risk, prompting investors 
to demand higher expected returns as compensation [7]. This demand for compensation 
due to high risk may mitigate some of the favorable impacts that firms might otherwise 
gain through robust ESG performance, as the benefits associated with ESG could be 
diminished by risk premiums. Concurrently, Information Asymmetry theory suggests 
that market participants possess differing levels of knowledge, with company manage-
ment typically having more comprehensive insights into operational details than inves-
tors [8]. Such information asymmetry might lead investors to distrust high-risk firms, 
necessitating higher risk premiums. In scenarios where a firm exhibits high-risk levels 
(high beta value), even exceptional ESG performance may not fully alleviate investor 
concerns regarding potential risks attributed to information asymmetry. Consequently, 
higher risk compensation demanded under these circumstances may attenuate the value 
enhancement derived from ESG performance. 

Based on the above theoretical considerations, this study proposes Hypothesis 2: An 
elevated level of corporate risk weakens the positive association between ESG ratings 
and financial performance. 

2.3 The Moderating Role of Corporate Innovation Capability on the ESG- 
Financial Performance Nexus 

The Resource-Based View posits that a firm’s competitive advantage is derived from 
its distinctive and hard-to-replicate internal resources [9]. In this context, ESG invest-
ment functions as a scarce resource for firms in areas such as green technology, inno-
vation capabilities, and sustainable development, thereby facilitating a competitive 
market advantage. Concurrently, Porter’s hypothesis suggests that stringent environ-
mental responsibility mandates can incentivize corporate innovation, resulting not only 
in compliance with environmental regulations but also in the emergence of new market 
opportunities and sustained financial growth [10].  

Based on this analysis, the following Hypothesis 3 is proposed: Enhancing a com-
pany’s innovation capability will strengthen the positive correlation between its ESG 
score and its financial performance. 
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3 Empirical Testing 

3.1 Sample Selection and Data Sources 

This study focuses on A-share listed companies in Shanghai, Shenzhen, and Beijing, 
covering the period from 2014 to 2023. The dataset was refined following these criteria: 
(1) Exclusion of financial firms, attributable to their distinct financial structures which 
reduce comparability with other sectors; (2) elimination of firms with missing varia-
bles; (3) exclusion of firms flagged as abnormal, specifically those labeled ST or *ST 
during the sample period.  

Post-filtering, the study comprises 12,792 sample points. The ESG and corporate 
financial data were sourced from the Wind database, a preeminent provider of financial 
data and analytical tools in China, noted for its reliability, timely updates, and compre-
hensive coverage of the Chinese financial market [11]. Additionally, macroeconomic 
variables, including GDP growth rate and inflation rate, were extracted from the annual 
reports of the National Bureau of Statistics. 

3.2 Variable Definition and Measurement 

3.2.1 Dependent Variable - Financial Performance (𝑹𝑹𝑹𝑹𝑹𝑹). Return on Assets (𝑅𝑅𝑅𝑅𝑅𝑅) 
is widely recognized as a crucial metric for assessing a company’s financial perfor-
mance, as demonstrated by previous research conducted by Westberg (2023) [12]. 𝑅𝑅𝑅𝑅𝑅𝑅 
evaluates the efficiency with which a company’s management utilizes its assets to gen-
erate net income. It serves as a valuable tool for investors and managers to determine 
whether the company is effectively employing its asset base. By encompassing all as-
sets, not just shareholder equity, 𝑅𝑅𝑅𝑅𝑅𝑅 offers a comprehensive view of a company’s op-
erational performance. The formula for calculating 𝑅𝑅𝑅𝑅𝑅𝑅 is the net income after tax di-
vided by total assets. 

3.2.2 Independent Variables - ESG Rating Performance (𝑬𝑬𝑬𝑬𝑬𝑬). The Huazheng ESG 
rating system derives its data from multiple sources, including corporate annual reports, 
sustainability reports, regulatory announcements, and an array of public data sources 
such as government publications, media reports, and third-party research studies [13]. 
By integrating and analyzing these data sources, Huazheng provides an objective eval-
uation of a company’s performance in environmental (E), social (S), and governance 
(G) dimensions. For this study, the comprehensive Huazheng ESG score is utilized to 
assess overall corporate performance in these domains. It employs a scale ranging from 
0 to 100, with higher scores indicating a more substantial commitment to sustainable 
development and superior overall ESG performance. 

3.2.3 Moderating Variables. (1) Risk level (𝑩𝑩𝑩𝑩𝑩𝑩𝑩𝑩): Drawing on the analysis of market 
risk premium (ERP) and beta coefficient values in international asset appraisal prac-
tices, this study employs the Beta coefficient as a measure of the market risk associated 
with a company’s stocks [14]. The Beta coefficient is defined as the covariance of stock 
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returns with market returns, divided by the variance of market returns (Ibid). It reflects 
the degree of consistency and sensitivity between the fluctuations in stock prices and 
overall market volatility. A Beta greater than 1 suggests that a stock exhibits greater 
price volatility than the market average, indicating a higher risk level. Stocks with such 
characteristics tend to experience significant gains when the market rises and substan-
tial declines when the market falls. The Beta coefficient serves as a critical tool for 
investors, aiding in the understanding of how stocks may react to market changes and 
assisting in portfolio management and risk evaluation. (2) Innovation level (𝑷𝑷𝑩𝑩𝑩𝑩𝑩𝑩𝑷𝑷𝑩𝑩): 
As referenced in Majka (2024), the intensity and outcomes of a company’s innovation 
activities are evidenced by the number of patent applications filed by the company 
within the current year [15]. Patent applications serve as a direct reflection of an enter-
prise’s innovative endeavors in technology and product development. Each patent typ-
ically signifies the inception of a new technology, process, or product, embodying a 
tangible manifestation of innovation (Ibid). Moreover, the number of patent applica-
tions provides a clear and quantifiable metric that facilitates a comparative analysis of 
innovation capabilities across different enterprises. Unlike certain subjective or chal-
lenging-to-quantify innovation indicators, the number of patents offers a more objective 
measure. To circumvent the issue of undefined values when applying the natural loga-
rithm, this study employs the logarithm of the number of patents plus one to evaluate 
the innovation level of enterprises. 

3.2.4 Control Variables. The study incorporates control variables that encompass both 
enterprise-specific characteristics and macroeconomic environment factors. The Reve-
nue Growth rate (𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅 𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺ℎ) is utilized as a measure of a company’s growth, 
calculated by dividing the current year’s revenue by that of the preceding year. Lever-
age (𝐿𝐿𝑅𝑅𝑅𝑅𝑅𝑅𝐺𝐺𝐿𝐿𝐿𝐿𝑅𝑅), defined as the ratio of total liabilities to total assets, reflects the sta-
bility of a company’s financial structure. The Book-to-Market ratio (𝐵𝐵𝐵𝐵), which is the 
ratio of a company’s book value to its market value, captures the market’s assessment 
of the company’s value. The annual GDP growth rate (𝐺𝐺𝐺𝐺𝐺𝐺 𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺ℎ) of a country is 
used to gauge the influence of the macroeconomic environment on corporate perfor-
mance. The inflation rate (𝐼𝐼𝑅𝑅𝐼𝐼𝐼𝐼𝐿𝐿𝐺𝐺𝐼𝐼𝐺𝐺𝑅𝑅), expressed as the growth rate of the Consumer 
Price Index (CPI) for the current year, controls for the impact of price level variations 
on business operations. Lastly, the Debt-to-Equity ratio (𝐺𝐺𝑅𝑅𝐷𝐷𝐺𝐺 𝐸𝐸𝐸𝐸𝑅𝑅𝐼𝐼𝐺𝐺𝐸𝐸), defined as the 
ratio of total liabilities to shareholder equity, assesses the associated risks and leverage 
ratios pertinent to securities holders. 

3.3 Empirical Model 

To investigate both the direct and indirect impacts of ESG score on corporate financial 
performance, the following models have been developed for analysis. 

For Hypothesis 1:  

𝑅𝑅𝑅𝑅𝑅𝑅𝑖𝑖,𝑡𝑡 = 𝛼𝛼0 + 𝛼𝛼1𝐸𝐸𝐸𝐸𝐺𝐺𝑖𝑖,𝑡𝑡−1 + 𝛾𝛾1 ∗ 𝐶𝐶𝐺𝐺𝑅𝑅𝐺𝐺𝐺𝐺𝐺𝐺𝐼𝐼𝐶𝐶𝐿𝐿𝐺𝐺𝑖𝑖,𝑡𝑡−1 + 𝜀𝜀𝑖𝑖,𝑡𝑡 (1) 
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Here, 𝑅𝑅𝑅𝑅𝑅𝑅𝑖𝑖,𝑡𝑡 represents the financial performance of enterprise 𝐼𝐼 in year 𝐺𝐺, 𝐸𝐸𝐸𝐸𝐺𝐺𝑖𝑖,𝑡𝑡−1 
denotes the ESG performance score of enterprise 𝐼𝐼 in year 𝐺𝐺 − 1, and 𝐶𝐶𝐺𝐺𝑅𝑅𝐺𝐺𝐺𝐺𝐺𝐺𝐼𝐼𝐶𝐶𝐿𝐿𝐺𝐺 sig-
nifies the set of control variables. 

Additionally, this study seeks to apply a moderating effect model to explore the var-
ying moderating impacts of corporate innovation capability and risk level on the rela-
tionship between ESG performance and financial performance. 

For Hypothesis 2:  

𝑅𝑅𝑅𝑅𝑅𝑅𝑖𝑖,𝑡𝑡 = 𝜇𝜇0 + 𝜇𝜇1𝐸𝐸𝐸𝐸𝐺𝐺𝑖𝑖,𝑡𝑡−1 + 𝜇𝜇2𝐸𝐸𝐸𝐸𝐺𝐺_𝐵𝐵𝑅𝑅𝐺𝐺𝐿𝐿_𝐼𝐼𝑅𝑅𝐺𝐺𝑅𝑅𝐺𝐺𝐿𝐿𝑖𝑖𝐺𝐺𝐼𝐼𝐺𝐺𝑅𝑅𝑖𝑖,𝑡𝑡−1 + 𝜇𝜇3𝐵𝐵𝑅𝑅𝐺𝐺𝐿𝐿𝑖𝑖 ,𝑡𝑡−1 + 𝛾𝛾2 ∗
                                                         𝐶𝐶𝐺𝐺𝑅𝑅𝐺𝐺𝐺𝐺𝐺𝐺𝐼𝐼𝐶𝐶𝐿𝐿𝐺𝐺𝑖𝑖,𝑡𝑡−1 + 𝜀𝜀𝑖𝑖,𝑡𝑡 (2) 

Among them, 𝐸𝐸𝐸𝐸𝐺𝐺_𝐵𝐵𝑅𝑅𝐺𝐺𝐿𝐿_𝐼𝐼𝑅𝑅𝐺𝐺𝑅𝑅𝐺𝐺𝐿𝐿𝑖𝑖𝐺𝐺𝐼𝐼𝐺𝐺𝑅𝑅 is the interaction term between 𝐸𝐸𝐸𝐸𝐺𝐺 and the 
moderating variable 𝐵𝐵𝑅𝑅𝐺𝐺𝐿𝐿. 𝐶𝐶𝐺𝐺𝑅𝑅𝐺𝐺𝐺𝐺𝐺𝐺𝐼𝐼𝐶𝐶𝐿𝐿𝐺𝐺 is the remaining seven control variables except 
𝐵𝐵𝑅𝑅𝐺𝐺𝐿𝐿. 

For Hypothesis 3: 

𝑅𝑅𝑅𝑅𝑅𝑅𝑖𝑖,𝑡𝑡 = 𝛽𝛽0 + 𝛽𝛽1𝐸𝐸𝐸𝐸𝐺𝐺𝑖𝑖,𝑡𝑡−1 + 𝛽𝛽2𝐸𝐸𝐸𝐸𝐺𝐺_𝐺𝐺𝐿𝐿𝐺𝐺𝑅𝑅𝑅𝑅𝐺𝐺_𝐼𝐼𝑅𝑅𝐺𝐺𝑅𝑅𝐺𝐺𝐿𝐿𝑖𝑖𝐺𝐺𝐼𝐼𝐺𝐺𝑅𝑅𝑖𝑖,𝑡𝑡−1 + 𝛽𝛽3𝐺𝐺𝐿𝐿𝐺𝐺𝑅𝑅𝑅𝑅𝐺𝐺𝑖𝑖,𝑡𝑡−1 +
                                                    𝛾𝛾3 ∗ 𝐶𝐶𝐺𝐺𝑅𝑅𝐺𝐺𝐺𝐺𝐺𝐺𝐼𝐼𝐶𝐶𝐿𝐿𝐺𝐺𝑖𝑖,𝑡𝑡−1 + 𝜀𝜀𝑖𝑖,𝑡𝑡  (3) 

Among them, 𝐸𝐸𝐸𝐸𝐺𝐺_𝐺𝐺𝐿𝐿𝐺𝐺𝑅𝑅𝑅𝑅𝐺𝐺_𝐼𝐼𝑅𝑅𝐺𝐺𝑅𝑅𝐺𝐺𝐿𝐿𝑖𝑖𝐺𝐺𝐼𝐼𝐺𝐺𝑅𝑅 is the interaction term between 𝐸𝐸𝐸𝐸𝐺𝐺 and 
the moderating variable 𝐺𝐺𝐿𝐿𝐺𝐺𝑅𝑅𝑅𝑅𝐺𝐺. 𝐶𝐶𝐺𝐺𝑅𝑅𝐺𝐺𝐺𝐺𝐺𝐺𝐼𝐼𝐶𝐶𝐿𝐿𝐺𝐺 is the remaining seven control variables 
except 𝐺𝐺𝐿𝐿𝐺𝐺𝑅𝑅𝑅𝑅𝐺𝐺. 

4 Research Findings and Analysis 

4.1 Descriptive Statistics   

Descriptive statistical analysis was performed to examine the fundamental characteris-
tics of each variable. Table 1 presents the descriptive statistics of the primary variables, 
revealing that the sample companies exhibit a high concentration and notable individual 
differences in their ESG performance. Specifically, the average ESG score stands at 
73.0697 with a standard deviation of 5.3396, indicating that the overall ESG perfor-
mance of the sample companies is moderate to high, with a relatively concentrated dis-
tribution. However, the ESG scores range from a minimum of 44.67 to a maximum of 
90.93, highlighting substantial variation in ESG investment across different firms.   

Regarding long-term financial performance indicators, the mean of 𝑅𝑅𝑅𝑅𝑅𝑅 is 0.0317 
with a standard deviation of 0.0821, suggesting that 𝑅𝑅𝑅𝑅𝑅𝑅 is relatively low for most 
companies in the sample, albeit with considerable volatility and differences among 
firms. Additionally, the mean of 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅 𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺ℎ is 0.1464, accompanied by a stand-
ard deviation of 0.6948, further underscoring the significant variability in income 
growth across enterprises.   

In terms of risk indicators, the mean of 𝐵𝐵𝑅𝑅𝐺𝐺𝐿𝐿 for the sample companies is 0.9046, 
indicating that the market risk for most companies aligns closely with overall market 
risk levels. Nonetheless, the standard deviation of 0.4861 suggests some individual dis-
crepancies in market risk. Concerning innovation capability, the mean of 𝐺𝐺𝐿𝐿𝐺𝐺𝑅𝑅𝑅𝑅𝐺𝐺 is 
3.4778 with a standard deviation of 1.6122. As this indicator is derived by taking the 
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logarithm of the number of patent applications plus one, it reflects the considerable 
variability in patent applications among the sample companies, indicative of significant 
differences in their innovation capabilities. Companies with higher patent counts may 
place greater emphasis on technological research and innovation, whereas those with 
lower patent counts may display deficiencies in innovation capabilities. 

Table 1. Descriptive statistics of variables 

 Count Mean Std Min Median Max 
ESG 12792 73.0697 5.3396 44.6700 73.2300 90.9300 
ROA 12792 0.0317 0.0821 -1.8591 0.0336 1.2848 
Beta 12792 0.9046 0.4861 -1.7284 0.9310 3.0613 

Patent 12792 3.4778 1.6122 0.0000 3.5553 8.9052 
Revenue 
Growth 

12792 0.1464 0.6948 -0.9132 0.0912 55.0444 

Leverage 12792 0.4192 0.1997 0.0143 0.4136 8.5566 
Debt Equity 12792 1.0429 2.2428 0.0145 0.7055 173. 6177

GDP Growth 12792 0.0590 0.0201 0.0224 0.0685 0.0845 
Inflation 12792 1.9270 0.5848 0.9000 2.0000 2.9000 

BM 12792 0.4421 0.2922 -0.3649 0.3750 2.7905 

4.2 Correlation Analysis  

To preliminarily assess the presence of significant correlations among various varia-
bles, a correlation analysis was undertaken. The calculated correlation coefficient be-
tween 𝐸𝐸𝐸𝐸𝐺𝐺 and 𝑅𝑅𝑅𝑅𝑅𝑅 was found to be 0.2025, suggesting that enhancements in corpo-
rate ESG scores positively influence corporate performance, aligning with the initial 
hypothesis. Table 2 presents the variance inflation factor (VIF) coefficients for the var-
iables. The results indicate that all VIF values are below 10, suggesting no apparent 
collinearity issues. Consequently, the model’s variable configuration is both rational 
and robust, strongly supporting the reliability of the research conclusions, which are 
retained. 

Table 2. Statistics of variable Variance Inflation Factor 

 Feature VIF 
1 ESG 1.0728 
2 Beta 1.1767 
3 Patent 1.1664 
4 Revenue Growth 1.0073 
5 Leverage 1.3349 
6 Debt Equity 1.2225 
7 GDP Growth 1.5471 
8 Inflation 1.7536 
9 BM 1.1450 
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4.3 Panel Regression Analysis  

In accordance with the previously stated research hypotheses, this study performed em-
pirical tests across the entire sample, offering a detailed interpretation of the results 
incorporating a two-year lag. Table 3 displays the multiple regression outcomes of the 
primary hypothesis.  

Column (a) of Table 3 reveals that the ESG score coefficient is both positive and 
statistically significant at the 1% level. This finding implies that a firm’s environmental, 
social, and corporate governance performance positively influences its financial out-
comes. Effective ESG practices enable companies to manage risks and compliance is-
sues more efficiently, mitigate potential losses from environmental and social risks, and 
consequently enhance resource utilization and innovation. These improvements con-
tribute to heightened operational efficiency and financial returns. Further analysis in 
column (b) demonstrates that, even after integrating control variables, the ESG score 
maintains a positive and statistically significant coefficient at the 1% level, thereby 
supporting the validity of hypothesis H1. 

An exhaustive analysis of the relationship between independent variables, control 
variables, and 𝑅𝑅𝑅𝑅𝑅𝑅, with a two-year lag, was conducted. The findings from the Full 
Sample (Lagged 2 years) column illustrate that the ESG coefficient remains positive 
and significant at the 1% level. This suggests that ESG practices often exert a prolonged 
and enduring impact on enhancing corporate performance, with positive effects on fi-
nancial outcomes persisting over several years. At this stage, ESG practices may have 
become embedded within the corporate culture, continually shaping strategic decision-
making and operational practices, which are progressively reflected in financial perfor-
mance. Additionally, this study observes that some control variables, such as revenue 
growth rate and debt-to-equity ratio, are not significant with a one-year lag but become 
significant with a two-year lag. This finding may imply that certain economic factors 
require a gestation period before manifesting in financial performance. For instance, 
revenue growth might necessitate time to translate into improved profitability, and ad-
justments in debt ratios may require time to influence a company’s financial health. 

Table 3. Regression results for Hypothesis 1 

Full sample Full sample (Lagged 2 years) 

(a) (b) (a) (b) 
ESG 0.0027*** 0.0024*** 0.0025*** 0.0023*** 
Revenue 

/ 0.0060 / 0.0035** 

Beta / 0.0058*** / 0.0093*** 
Leverage / -0.0615*** / -0.0512*** 
Debt Equity / -0.0005 / -0.0005* 
Patent / 0.0062*** / 0.0049*** 
GDP Growth / 0.4819 / -0.1988 
Inflation / 0.0113 / -0.0139 
BM / -0.0565** / -0.0482*** 
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Year Yes Yes Yes Yes 
Industry Yes Yes Yes Yes 
F 14.011 21.255 12.139 15.986 
R-squared 0.0885 0.1385 0.0872 0.1208 
N 12792 12792 11145 11145 

Note: The data in the table are the regression coefficients of the variables, ***, ** and * indicate that they 
are significant at the 1 per cent, 5 per cent and 10 per cent level of significance, respectively. 

Hypothesis 2 examines the moderating effect of risk level. The regression results for 
Hypothesis 2, presented in column (a) of Table 4, indicate that the interaction term 
between ESG score and beta coefficient, the 𝐸𝐸𝐸𝐸𝐺𝐺_𝐵𝐵𝑅𝑅𝐺𝐺𝐿𝐿_𝐼𝐼𝑅𝑅𝐺𝐺𝑅𝑅𝐺𝐺𝐿𝐿𝑖𝑖𝐺𝐺𝐼𝐼𝐺𝐺𝑅𝑅 coefficient, is 
negative and statistically significant at the 10% level. This suggests that in the short 
term, a higher beta—indicative of increased market sensitivity and volatility—dimin-
ishes the positive effect of ESG performance on financial performance. This finding 
implies that investors might view high-risk companies as subject to substantial market 
volatility risks, irrespective of their favorable ESG performance, potentially impacting 
the stability of their financial outcomes. Consequently, this supports the validity of Hy-
pothesis 2. 

In column (b), when employing data with a two-year lag for regression analysis, the 
cross-product term coefficient remains negative but loses statistical significance. This 
shift may suggest that over time, market attention to corporate ESG performance has 
heightened, or that firms have mitigated inherent risks through effective ESG practices, 
thus attenuating the moderating impact of beta coefficients on the ESG-financial per-
formance relationship. In the long term, the influence of a company's ESG performance 
on financial outcomes may become less contingent upon its market risk level. A plau-
sible rationale is that as the market increasingly values ESG, investors gradually accli-
mate to the ESG information of high-beta firms. Over time, robust ESG performance 
by these enterprises might signal reduced risk, thereby diminishing the negative mod-
erating effect of beta on financial performance [16]. 

Hypothesis 3 investigates the moderating influence of enterprise innovation level. 
The regression results for Hypothesis 3, as depicted in column (a) of Table 4, reveal 
that the interaction coefficient between ESG score and patent, the
𝐸𝐸𝐸𝐸𝐺𝐺_𝐺𝐺𝐿𝐿𝐺𝐺𝑅𝑅𝑅𝑅𝐺𝐺_𝐼𝐼𝑅𝑅𝐺𝐺𝑅𝑅𝐺𝐺𝐿𝐿𝑖𝑖𝐺𝐺𝐼𝐼𝐺𝐺𝑅𝑅, is negative and statistically significant at the 5% level. This 
indicates that while a company’s ESG performance generally exerts a positive influence 
on its financial performance, this beneficial effect may be attenuated when the company 
exhibits a high level of innovation. Two potential explanations for this negative mod-
erating effect are proposed. First, a conflict in resource allocation may arise, wherein 
companies must balance limited resources between innovation and ESG initiatives. 
High patent applications suggest substantial resource investment in innovation, possi-
bly hindering the prioritization of ESG practices in the short term, thus weakening the 
positive ESG impact on financial performance. Second, innovation may introduce un-
certainty. Elevated innovation activities can introduce risks or uncertainties that might 
counteract the stability afforded by ESG performance in enhancing financial perfor-
mance. Enterprises may encounter challenges such as technological failures, uncertain 
market acceptance, or regulatory shifts, which often impact financial stability. Column 
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(b), utilizing data with a two-year lag, reaffirms these findings through a panel regres-
sion, thereby corroborating the robustness of the results and refuting the null hypothesis 
for Hypothesis 3.  

Table 4. Regression results for Hypotheses 2 & 3 

Hypothesis 2 Hypothesis 3 
 

(a) 
(b) (Lagged 2 

years) 
(a) 

(b) (Lagged 2 
years) 

ESG 0.0030*** 0.0028*** 0.0033*** 0.0033*** 
Beta 0.0462** 0.0444* 0.0058*** 0.0094*** 
ESG_Beta_intera
ction 

-0.0006* -0.0005 / / 

Patent 0.0062*** 0.0049*** 0.0238*** 0.0266*** 
ESG_Patent_inte
raction 

/ / -0.0002** -0.0003** 

Revenue Growth 0.0060 0.0035* 0.0060 0.0035* 
Leverage -0.0613*** -0.0510*** -0.0611*** -0.0506*** 
Debt Equity -0.0005 -0.0005* -0.0005 -0.0005* 
GDP Growth 0.4698 -0.1984 0.5172 -0.1973 
Inflation 0.0106 -0.0143 0.0122 -0.0134 
BM -0.0567*** -0.0484*** -0.0568*** -0.0484*** 
Year Yes Yes Yes Yes 
Industry Yes Yes Yes Yes 
F 21.079 15.847 21.154 15.966 
R-squared 0.1387 0.1210 0.1392 0.1218 
N 12792 11145 12792 11145 

Note: The data in the table are the regression coefficients of the variables, ***, ** and * indicate that they 
are significant at the 1 per cent, 5 per cent and 10 per cent level of significance, respectively. 

4.4 Robustness Test 

To ensure the robustness of the findings concerning the impact of ESG performance on 
financial performance, this study employed an alternative specification of the depend-
ent variable by substituting 𝑅𝑅𝑅𝑅𝑅𝑅 with return on equity (𝑅𝑅𝑅𝑅𝐸𝐸) in the original model. 
This substitution allows for an examination of whether the key independent variable, 
𝐸𝐸𝐸𝐸𝐺𝐺, maintains its significance across different financial metrics, thereby enhancing 
the credibility of the model’s conclusions. The rationale behind selecting 𝑅𝑅𝑅𝑅𝐸𝐸 over 
𝑅𝑅𝑅𝑅𝑅𝑅 as the dependent variable lies in their distinct emphases on financial performance 
measurement. While 𝑅𝑅𝑅𝑅𝑅𝑅 principally reflects a firm’s capability to generate profits 
through asset utilization, 𝑅𝑅𝑅𝑅𝐸𝐸 more accurately captures the firm’s capacity to deliver 
returns to shareholders [17]. Given the substantial influence of asset size, 𝑅𝑅𝑅𝑅𝑅𝑅 may not 
fully encapsulate a company’s financial performance, whereas 𝑅𝑅𝑅𝑅𝐸𝐸, by accounting for 
debt and equity effects, offers a more comprehensive reflection of shareholder returns 
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(Ibid). Consequently, 𝑅𝑅𝑅𝑅𝐸𝐸 was chosen as a supplementary financial performance indi-
cator to reinforce the robustness of evaluating the impact of ESG performance on cor-
porate outcomes.  

The regression analysis reveals that ESG scores have a significant positive impact 
on 𝑅𝑅𝑅𝑅𝐸𝐸, with an ESG-specific coefficient of 0.0050 and a P-value of 0.0000. These 
findings corroborate Hypothesis 1, reaffirming that the positive influence of ESG scores 
on financial performance persists across diverse measurement frameworks, thus bol-
stering the persuasiveness of the research results. 

5 Conclusion 

Utilizing data from Chinese A-share listed companies over the period from 2014 to 
2023, this study investigates the influence of ESG ratings on corporate financial per-
formance. Through empirical analysis, it examines the moderating effects of corporate 
risk and innovation capability on this relationship, leading to the following conclusions: 
(1) Strong ESG performance positively influences corporate financial performance, 
with this enhancement exhibiting a long-term and sustained effect; (2) the beta coeffi-
cient serves as a negative moderator in the relationship between ESG and performance; 
(3) corporate innovation level also negatively moderates the ESG-performance rela-
tionship. Contrary to traditional assertions that innovation can enhance a firm’s brand 
value and thereby improve performance, this study, leveraging rigorous innovation out-
put data, suggests that firms may require an extended timeframe to realize market out-
comes from innovation activities, potentially attenuating the short-term financial per-
formance sensitivity to ESG initiatives. 

Based on the research conclusions presented, the article proposes the following pol-
icy recommendations:  

(1) Governments should develop incentive policies to encourage corporations to 
adopt comprehensive long-term ESG strategies. By offering tax exemptions, subsidies, 
or preferential procurement policies, governments can facilitate corporate investment 
in ESG dimensions, thereby enhancing their sustainable development capabilities. Such 
measures not only assist firms in achieving improved long-term financial performance 
but also contribute to the broader goal of societal sustainability. 

(2) Corporations are advised to integrate ESG practices with risk management strat-
egies. Implementing risk hedging techniques or establishing more stable financial struc-
tures can mitigate the adverse effects of market fluctuations, thereby reducing opera-
tional risks. Through sustainable development strategies, firms can reinforce their re-
silience to market volatility. Additionally, companies should establish long-term ESG 
objectives alongside financial performance plans to exhibit their ability to maintain sta-
ble performance in high-risk environments to investors. 

(3) To reduce the innovation lag period, policymakers should enhance the intellec-
tual property protection framework and increase support for green technology incuba-
tion platforms. This would expedite the commercialization of innovative achievements 
and maximize the positive impact of ESG performance on long-term financial growth. 
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Corporations must strive for long-term value growth in green technology and sustaina-
ble development domains through the judicious allocation of resources. 
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        The images or other third party material in this chapter are included in the chapter's
Creative Commons license, unless indicated otherwise in a credit line to the material. If material
is not included in the chapter's Creative Commons license and your intended use is not
permitted by statutory regulation or exceeds the permitted use, you will need to obtain
permission directly from the copyright holder.
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