)

Check for
updates

A Review and Outlook of Research on Corporate ESG
Performance

Yuying Gao”
School of Finance and Economics, Jiangsu University, China

*Corresponding Author. Email: 1071709956@gqg.com

Abstract. Amid the advancement of global sustainable development strategies
and the deepening of modern corporate governance, ESG has emerged as a criti-
cal framework influencing long-term corporate value and high-quality develop-
ment. Building on a review of existing literature, this paper systematically exam-
ines the theoretical foundations, antecedents, and outcomes of corporate ESG
performance, establishing an analytical framework centered on stakeholder the-
ory. It further explores the internal and external factors affecting ESG perfor-
mance from policy, market, strategic, and managerial perspectives. The study
also analyzes the positive role of ESG in areas such as risk management, financ-
ing capacity, brand reputation, innovation activities, and market expansion. How-
ever, existing research still lacks sufficient theoretical depth and practical appli-
cation experience. Further investigation is needed in areas such as divergent ESG
evaluation systems, cultural contextualization, technology integration pathways,
and responses to negative corporate behaviors, so as to facilitate the transition of
ESG from “externally pressured” to “endogenously integrated.” This will provide
theoretical support and practical guidance for corporate sustainable governance
and the achievement of global development goals.

Keywords: Corporate ESG performance; Corporate strategy; Corporate innova-
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1 Introduction

In recent years, the Environmental, Social, and Governance (ESG) framework has tran-
sitioned from a peripheral aspect of corporate social responsibility to a core element
influencing sustainable operations and governance. Amid growing global focus on sus-
tainable development, ESG research has expanded significantly, characterized by deep-
ening academic inquiry, stronger policy support, and heightened engagement from
firms and investors. However, challenges remain, including inconsistent evaluation
standards, data quality issues, and insufficient strategic integration of ESG principles.
Early ESG studies were situated within corporate social responsibility, emphasizing
voluntary disclosure and brand management. Research has since broadened to examine
ESG's multidimensional impact on financial performance, governance, risk manage-
ment, and long-term competitiveness. Three main research streams have emerged: the
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development of ESG evaluation and disclosure systems; the relationship between ESG
performance and corporate value; and the role of ESG in promoting sustainable invest-
ment and social responsibility [1].

Contemporary ESG research holds significant relevance. First, tightening global reg-
ulations—exemplified by the International Sustainability Standards Board (ISSB) and
the EU’s Corporate Sustainability Reporting Directive (CSRD)—are shifting ESG dis-
closure from voluntary to mandatory [2]. In China, ESG aligns with national strategies
such as the “dual carbon” goals, serving as both a sustainability metric and a policy tool
for industrial upgrading and enhanced competitiveness.Second, addressing climate
change has placed the environmental (E) dimension at the forefront. Integrating carbon
emissions and transition risks into financial models helps embed climate risk into in-
vestment decisions. Understanding how ESG reduces information asymmetry and
guides capital flows is crucial for market efficiency and optimal resource allocation
within green finance.Third, modernizing corporate governance requires incorporating
ESG into board structures, executive incentives, and stakeholder engagement. Research
in this area supports the creation of governance models that balance profitability, eq-
uity, and sustainability, providing institutional safeguards for long-term enterprise sta-
bility [3].

In summary, ESG research has evolved from conceptual exploration to institutional
construction, becoming a cornerstone of corporate sustainability and governance mod-
ernization. Deepening this research is essential for fostering high-quality, equitable, and
sustainable development in an era of rapid carbon transition, regulatory evolution, and
capital market restructuring.

2 Definition and Theoretical Foundations of ESG

2.1 Definition of ESG

ESG (Environmental, Social, and Governance), formally introduced by the United Na-
tions Global Compact (2004), is a framework promoting sustainable development. It
requires firms to integrate environmental, social, and governance considerations into
operations, representing a management model focused on long-term value creation [4].
The environmental (E) dimension assesses both the ecological impacts (e.g., carbon
emissions) of business activities and the risks environmental issues pose to long-term
viability [5]. This drives firms toward technological upgrades and green production to
align with global trends and national goals like China’s “dual-carbon” targets.The so-
cial (S) dimension centers on stakeholder relations—including employees, customers,
suppliers, and communities. Beyond legal compliance, it emphasizes creating shared
value through fair practices, employee welfare, and community engagement [7].The
governance (G) dimension establishes the internal structures for implementing sustain-
ability, such as embedding ESG in strategy, enhancing risk management and disclosure,
and forming dedicated committees. It prioritizes long-term development and balanced
stakeholder interests over traditional governance models [6].Thus, ESG constitutes a
value-creation system that aligns sustainable principles with managerial action and
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performance outcomes, guiding firms to balance economic, social, and environmental
objectives [5].

2.2 Stakeholder Theory

Stakeholder theory posits that corporate value creation must address diverse stake-
holder interests—not just shareholder returns—providing a core analytical lens for ESG
practices. This framework elucidates ESG disclosure, performance evaluation, and col-
laborative behaviors [8].Key stakeholders (e.g., investors, supply-chain partners) influ-
ence corporate green innovation; their relationship quality affects collaborative out-
comes. ESG rating disagreements can exacerbate information asymmetry and under-
mine trust, but stronger investor engagement and market mechanisms can mitigate these
effects [8]. Furthermore, the gap between stakeholder expectations and actual ESG per-
formance impacts firm value, with media coverage moderating this relationship
[9].From an institutional perspective, governance has shifted from shareholder primacy
toward stakeholder orientation, making ESG disclosure essential for protecting stake-
holder rights and informing mandatory reporting regimes [10].In summary, stakeholder
theory underpins ESG by offering a rationale for managing multi-faceted relationships,
reducing transaction costs, and guiding regulatory standardization of disclosure. It
therefore serves as a vital bridge between ESG theory and practice, forming the theo-
retical basis for this study.

3 Antecedents of ESG Performance

3.1 External Antecedents

Policy. Green finance policies enhance ESG performance by easing financing con-
straints and improving disclosure, particularly under strict environmental regulations
[11]. Fiscal incentives (e.g., tax benefits) and market mechanisms (e.g., carbon trading)
form a hybrid framework that directs corporate green innovation [12].

Investors. Institutional ownership is positively correlated with ESG performance.
Investors exert governance through board participation and executive influence, align-
ing strategy with sustainability goals. When faced with conflicting ESG ratings, they
intensify due diligence to inform decisions [12, 13].

Market Mechanisms. As key non-financial indicators, ESG ratings guide capital
allocation, attracting sustainability-focused investment. The market's willingness to pay
higher fees for ESG funds reflects recognition of their long-term value [14].

3.2 Internal Antecedents

Corporate Strategy. Digital transformation advances ESG practices by boosting effi-
ciency and fostering green innovation, especially in pollution-intensive sectors [12].
Shifting towards high-value-added, low-impact sectors—conceptualized as industrial
structure upgrading—also improves ESG performance [15].
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Executive Characteristics. Top management team (TMT) composition systemati-
cally influences ESG decisions. Female, internationally experienced, and academically
oriented executives often emphasize sustainability and long-term value. Stable TMTs
help curb short-term opportunism, balancing immediate and long-term goals [12].

Corporate Supply Chain.Supply chain digitization, synergizing with policy, sig-
nificantly boosts ESG performance [11]. The presence of "common owners" across a
supply chain enhances governance by promoting information sharing, resource integra-
tion, and mutual monitoring, thereby reducing information asymmetry [12].

4 Analysis of ESG Outcome Variables

4.1 Enterprise Risk Management

Strong ESG performance enhances a firm's resilience to risks through multiple mecha-
nisms. Zhang [16] identifies that fund-level ESG performance mitigates downside risk
via operational optimization, portfolio diversification, and capital flow management.
Wang [18] further suggests that ESG performance strengthens systemic risk resistance
by attracting investor attention and improving fundamental operations. Additionally,
Albuquerque et al. [17] demonstrate that firms with superior ESG performance exhibit
greater resilience to external shocks, underscoring the tangible value of ESG in risk
management.

4.2  Corporate Financing Capacity

ESG performance significantly influences a firm's financing environment. High ESG
ratings can ease financing constraints [19] and reduce debt financing costs, particularly
in stakeholder-oriented markets [20]. Although ESG rating divergence may temporarily
increase financing constraints [18], improved ESG disclosure generally enhances trans-
parency and facilitates better financing conditions [21]. Furthermore, sustainability-
linked loans, supported by bank certification mechanisms, provide credible financing
channels for firms [22].

4.3  Corporate Brand Reputation

ESG performance is integral to building brand trust. Studies show that investors react
more strongly to negative ESG behaviors than to positive ones [23], and ESG-related
news directly influences market responses [24]. High ESG ratings strengthen stake-
holder trust, whereas low transparency or greenwashing severely damages corporate
reputation [21]. Negative ESG events can lead to significant market value loss [25].
ESG assurance also enhances report credibility, reduces rating divergence, and solidi-
fies external trust [26].
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4.4  Corporate Innovation Activities

ESG performance has a dual effect on green innovation. While ESG rating divergence
may spur substantive green innovation by attracting media and analyst scrutiny [27], it
can also constrain innovation by tightening financing [28, 30]. Overall, strong ESG
performance—across environmental, social, and governance dimensions—promotes
innovation [29]. ESG-oriented investments can further support innovation through
policy incentives and funding for green technology R&D.

4.5  Corporate Market Expansion

ESG practices create new market opportunities. According to Pedersen et al.'s "ESG-
efficient frontier" theory [31], high ESG ratings attract sustainability-conscious con-
sumers and investors, helping firms capture niche markets. Socially responsible invest-
ing encourages firms to align their offerings with green consumption trends [32]. More-
over, the growth of ESG-themed funds and inclusion in ESG indices provide firms with
enhanced financing channels and greater market visibility [33].

Based on the above analysis, this paper proposes an integrated ESG research frame-
work as shown in Figure 1.
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Fig. 1. ESG Research Integrated Framework

5 Conclusion and Outlook

5.1 Research Conclusion

This study establishes an analytical framework centered on stakeholder theory by ex-
amining the theoretical foundations, antecedents, and impacts of corporate ESG perfor-
mance. Findings indicate that ESG has evolved from conceptual advocacy to
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institutional implementation, becoming integral to sustainable development and gov-
ernance modernization. Driven by policy, market forces, strategy, and management,
ESG practices positively influence risk management, financing, reputation, and inno-
vation, forming a virtuous cycle.

5.2 Limitations and Future Research

This research has limitations. It insufficiently addresses methodological variations
across ESG rating agencies and their impact on corporate decisions. The focus on listed
companies also limits insights into SMEs and non-listed entities. Furthermore, cultural
and social contextual influences, as well as the dynamic evolution of ESG performance,
require deeper exploration.

Future studies should develop localized ESG metrics aligned with national strategies
like the "dual-carbon" goals. The application of Al, big data, and blockchain can en-
hance data analysis, risk modeling, and transparency in ESG assessment.
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