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Abstract:
This paper takes Chinese-listed companies from 2013 to 2021 as a research sample. Based on asymmetric information theory from investors’ perspective, the paper empirically tests the impact of ESG performance on enterprise value. Empirical research finds that good ESG performance can significantly increase enterprise value. Based on the research conclusions, this paper puts forward feasible suggestions for improving the ESG disclosure system and corporate ESG performance from the perspectives of companies, governments and investors. The contribution of this study is to provide theoretical support and empirical evidence for promoting the construction of the Chinese ESG disclosure system.
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Introduction
The high-quality development of the economy and society has become the theme of the development of the current era. Countries around the world are paying more and more attention to the performance of enterprises in terms of Environment, Society and Governance, that is, corporate ESG performance. In this environment, listed companies must reduce the information asymmetry between companies and investors if they want to stand out and win the favour of investors. In most cases, only when investors are fully informed of a firm’s development status, and potential can investors invest capital with confidence. In recent years, related green concepts such as “green finance” and “sustainable development” have entered investors’ vision. Environmental issues are getting more and more attention from the government, society, entrepreneurs and investors. While firms are developing themselves, whether they pollute the environment has become a common concern of the people. At present, the healthy development of firms considers both environmental and economic benefits. It has abandoned the original concept of “development first and then governance”. In addition to environmental issues, corporate social responsibilities and internal governance have also drawn people’s attention, especially from investors. As the basic unit of the social economy, firms should become the related subjects of social responsibility. Suppose a firm can undertake more social responsibilities while pursuing profits and assuming corresponding legal responsibilities to shareholders and employees. In that case, the firm will likely win an excellent social reputation, which can enhance competitiveness and promote sustainable development.

ESG disclosure is a specific type of public reporting about a firm’s environmental, Social, and governance performance. In particular, the report conveys to investors that the firm attaches great importance to the environment, social responsibility and corporate internal governance values. ESG are three critical factors to measure a firm’s sustainability and ethics. ESG disclosure can improve the transparency of corporate non-financial information and effectively narrow the information gap between firms and investors. There are three forms of ESG disclosure: mandatory, semi-mandatory, and voluntary. ESG disclosure indicators and system construction in developed countries are relatively complete. For the listed companies, most of them adopt mandatory disclosure or semi-mandatory disclosure. China’s ESG disclosure was first implemented in Hong Kong and has developed rapidly since the ESG disclosure system was established in 2012. In recent years, China’s ESG development has been mainly driven by policies. In September 2018, the China Securities Regulatory Commission revised the “Code of Corporate Governance for Listed Companies”, which added environmental protection and social responsibility content. It established a basic framework for ESG disclosure. In September 2020, the Shenzhen Stock Exchange took the lead in revising the “Assessment Measures for Information Disclosure of Listed Companies of the Shenzhen Stock Exchange”, proposing for the first time that listed companies should voluntarily disclose ESG information, and the Shenzhen Stock Exchange will assess the performance of listed companies’ social responsibilities. At the same time, the China Securities Regulatory Commission clarified that issuers should fully disclose the environmental information involved in the production and operation of fundraising projects in the prospectus according to the law. Under the influence of external driving factors, the ESG awareness of Chinese firms has been widely improved. More and more firms are beginning to increase ESG investment, attach importance to ESG practices, and strengthen the disclosure of ESG-related information. Based on meeting regulatory requirements, they respond to the needs of investors and other stakeholders for non-financial information.

To sum up, with the concept of a “green economy” deeply rooted in the hearts of the people, the ESG disclosure system is gradually improving in China’s capital market, and the information disclosure of environment, society, and corporate governance will also gradually be valued by the capital market.

Literature review

ESG is an acronym for Environmental, Social and Governance. The ESG performance of a firm is a new evaluation system that focuses on the firm’s sustainable development from the three aspects of the environment, social responsibility and corporate governance. Compared with many foreign research results, although China’s ESG research started late, it has received extensive attention from the government and society in recent years. Based on the current research results in the field of ESG in academia, most focus on three aspects: ESG rating, ESG investment and corporate ESG impact.

Research on ESG ratings mainly focuses on determining ESG evaluation criteria and constructing rating models. The mainstream rating model comprehensively evaluates a firm’s non-financial risks and sustainable development from environmental, societal, and governance aspects. It is operable to a certain extent and provides an evaluation tool for corporate ESG performance, consistent with high-quality development. Many institutions are now involved in corporate ESG ratings, but corporate ESG ratings obtained by different agencies vary widely based on different scoring standards, industry adjustments, and data sources. That is, the ESG ratings given by different rating agencies are of low relevance (Aaron et al., 2017) [1]. However, ESG rating results will substantially impact investors’ decision-making. The research of Avramov et al. (2022) [4] pointed out that the higher the ESG rating of a firm, the lower the rate of return required by investors, but the ESG rating results given by different rating agencies will offset some of the rates of return requirements.

Regarding the research on ESG investment, Renneboog et al. (2011) [17] pointed out that Socially Responsible Investments (SRI) do not have better financial performance. Some scholars pointed out from the perspective that ESG can reduce the systemic risk that ESG investment does not can bring excess returns. Since investors’ ESG investments cannot bring excess returns, why do many investors still consider the ESG performance of firms when investing? Arno and Smeets (2017) [2] explained two perspectives: investors’ intrinsic social values and the social signal of love for charity. Elroy et al. (2015) [8] started from the perspective of active ownership by investors. They pointed out that these investors who incorporate ESG issues into corporate ownership policies and practices promote firms’ long-term ESG performance and improve their social image.

Regarding the research on corporate ESG, Chinese and foreign literature focuses more on the impact of corporate ESG performance on corporate financial performance and enterprise value. First of all, starting from the perspective of stakeholder theory proposed by Freeman (1984) [10], a large number of works of literature believe that a firm’s good ESG performance helps to gain the trust and support of stakeholders, which in turn can improve the firm’s financial performance and market value and alleviate financing constraints (Edmans, 2011 [7]; Deng et al., 2013 [5]; Flammer, 2015 [11]; Qiu Muyuan and Yin Hong, 2019 [16]). Secondly, some scholars believe that corporate ESG performance is negatively related or irrelevant to corporate performance (Atan R et al., 2018 [3]; Duque-Grisales et al., 2021 [6]), which in turn harms enterprise value (Friedman, 1970 [13]; Garcia and Orsato, 2020 [14]) or had no significant effect (Atan R et al., 2018 [3]). An analysis of the impact of non-financial information on the financial performance of Russian listed companies, “the weighted average cost of capital and the average annual return on shares,” revealed: “the presence of a statistically significant positive relationship between the social information disclosure index and the return on a share (with statistically significant regressions in general)” (Fedorova et al., 2020a) [9]. The same authors assessed the level of environmental information disclosure using text analysis, for which the author’s dictionary was used. The dictionary was based on the glossary presented in the thematic part on environmental issues of the GRI Sustainability Reporting Guidelines. Also, based on the Tobin’s coefficient, the investment attractiveness of companies was studied. An empirical analysis of the activities of 60 Russian-listed companies over the period from 2009 to 2018 showed no statistically significant relationship between the level of environmental information disclosure and the investment attractiveness of companies (Fedorova et al., 2020b) [10]. Third, some scholars believe that ESG performance has a particular threshold effect on enterprise value (Nollet et al., 2016) [15]. 
Theoretical analysis and research hypotheses
The traditional theory of a firm holds that a firm’s goal is to maximize the profit and the value of the firm’s shareholders (Friedman, 1970) [13]. Modern corporate governance theory and stakeholder theory require firms not only to be responsible to shareholders but also to be responsible to creditors, employees, suppliers and customers, the government, the community, and the environment (Freeman, 1984) [12]. He believes that managers should pay more attention to the external governance of the firm, pay more attention to more stakeholders, and maximize the overall interests of stakeholders. However, according to the theory of information asymmetry, there is a natural information gap between external investors and internal managers of listed companies. The annual report released by a firm can only let investors know the firm’s operating conditions but lacks information on the firm’s sustainable development capabilities, such as whether the firm has caused an environmental impact. Has it assumed sufficient social responsibility? What is the internal governance level of the firm? With the disclosure of ESG information, investors can more comprehensively and objectively evaluate the sustainable development capabilities of firms. ESG disclosure can narrow the information gap between the two, increase investors’ investment confidence, and thus increase enterprise value. In addition, investors are very concerned about the environmental governance of firms with a more significant impact on the environment. Therefore, this paper proposes a hypothesis: 

H1: good ESG performance is significantly positively correlated with enterprise value.

Research design
Sample selection and data source
This paper selects China’s A-share and Hong Kong-listed mining companies from 2013 to 2021 as research samples. The paper determines the sample based on two considerations: first, the mining industry has a relatively significant impact on the environment, and the government requires ESG disclosure to be mandatory, so ESG information is abundant; second, many third-party rating agencies have begun to formulate an ESG rating system with Chinese characteristics based on drawing lessons from foreign ESG disclosure systems. This paper selects the ESG rating of the China Securities Index. In addition, financial data and corporate governance data come from the WIND database. In order to meet the needs of the research, this paper processed the initial samples, eliminated listed companies that were warned of delisting risks, deleted samples with missing relevant vital data, and finally obtained 264 samples.

Variable explanation and model building

Explained variable

This paper chooses “EV” to measure enterprise value. The calculation formula: enterprise value = value of shareholders’ equity (market value of the firm) + net debt, where net debt = short-term interest-bearing debt + long-term interest-bearing debt - cash.

Explanatory variable

This paper selects the ESG rating data of the China Securities Index (see Table 1). Based on referring to the international advanced ESG disclosure system and indicators, it further established the ESG indicator system in combination with China’s specific national conditions and government policies. The system involves 26 key indicators and 130 sub-indicators. Compared with the existing ESG evaluation systems of listed companies in China, such as RKS and SynTao Green Finance, CSI is superior in terms of breadth and depth of evaluation [18]. China Securities Index divides ESG ratings into nine levels of indicators. This paper draws on its classification standards. The specific standards are as follows: AAA is assigned 9, AA is assigned 8, A is assigned 7, BBB is assigned 6, BB is assigned 5, B is assigned 4, CCC is assigned 3, CC is assigned 2, and C is assigned 1.

Table 1. Variable definitions

	Type
	Variable name
	Code
	Definition

	Explained variable
	enterprise value
	EV
	EV = value of shareholders’ equity (market value of enterprise) + net debt

	Explanatory variable
	ESG rating
	ESG
	According to the ESG rating of CSI, the “AAA-C” rating is divided into nine grades according to the ESG tail risk, and “9-1” is assigned to “AAA-C” in turn.

	Control variable
	enterprise size
	Size
	The natural logarithm of total assets at the end of the financial period

	
	asset-liability ratio
	Lev
	Total liabilities / total assets

	
	development ability
	Growth
	(Operating income of the current period - operating income of the previous period) / operating income of the previous period

	
	ownership concentration
	Top1
	The proportion of shares held by the largest shareholder

	
	solvency
	CF
	Net cash flow from operating activities / current liabilities


Control variable

This paper selects enterprise size, asset-liability ratio, development ability, ownership concentration, and solvency as control variables based on previous related research.

Model building
In order to verify the research hypothesis, the regression model constructed in this paper is:

EV = β0 + β1ESGit + β2Sizeit + β3Levit  + β4Growthit + β5Top1it + β6CFit + εit   (1)

In the formula: “i” represent the company; “t” stands for the year; “β0” is the intercepted item; “β1” is the regression coefficient of the dependent variable; “β2 ~ β6” are the regression coefficients of the control variable; ε is the residual item.
Empirical analysis
Descriptive statistics
Table 2 is the result of descriptive statistics. It can be seen from Table 2 that the maximum value of the enterprise value in the sample of listed mining companies is 3.093467×1011, and the minimum value is 2 781 490 566, which shows that there are significant differences in the value evaluation of different firms in the capital market. The maximum value of the ESG is 8; the rating grade is AA. The minimum value is 1; the rating grade is C. The average value of the ESG is 3.970, which is between CCC and B. According to the analysis results of the ESG evaluation system, the performance of Chinese mining firms’ overall environment, society, and corporate governance need to be improved.

Table 2. Descriptive statistics
	Variable
	Sample size
	Average
	Standard deviation
	Minimum
	Maximum

	ESG
	264
	3.970
	1.577
	1
	8

	EV
	264
	36 367 523 478
	48 945 355 021
	2 781 490 566
	3.093467×1011

	Size
	264
	24.678
	1.498
	20.873
	26.561

	Lev
	264
	44.851
	18.328
	4.536
	77.098

	Growth
	264
	12.478
	24.785
	-28.055
	187.238

	Top1
	264
	0.438
	0.214
	0.094
	0.752

	CF
	264
	0.532
	0.836
	-0.467
	8.023


Correlation analysis
In this part, this paper conducts a correlation test on the model’s main variables. The test results are shown in Table 3. It can be seen that the correlation coefficient between the explanatory variable (ESG) and the explained variable (EV) of the empirical model constructed in this paper is 0.592, which is significant at the 1% confidence level. Besides, a significant positive correlation exists between the ESG ratings of listed Chinese mining companies and their enterprise value. In addition, from the correlation analysis among variables, it can be seen that there is also a significant positive correlation between the enterprise size (Size), the asset-liability ratio (Lev) and the enterprise value (EV) at the level of 1%; the development ability (Growth) is positively correlated with an enterprise value (EV) at the level of 5%.

Table 3. Correlation test

	Variable
	ESG
	EV
	Size
	Lev
	Growth
	Top1
	CF

	ESG
	1
	
	
	
	
	
	

	EV
	0.592***
	1
	
	
	
	
	

	Size
	0.673***
	0.892***
	1
	
	
	
	

	Lev
	0.268***
	0.355***
	0.480***
	1
	
	
	

	Growth
	0.071
	0.165*
	0.080
	0.055
	1
	
	

	Top1
	0.088
	-0.159
	0.035
	0.278***
	-0.062
	1
	

	CF
	-0.135
	-0.081
	-0.176*
	-0.561***
	-0.013
	-0.046
	1


Note: *, **, *** represent the significance levels of 10%, 5%, and 1% respectively.
In order to avoid the negative impact of multicollinearity, this paper conducts a multicollinearity test on the empirical model. According to the test results in Table 4, it can be seen that the variance inflation factor (VIF) of the explanatory variable (ESG) is 1.698; the VIF of the natural logarithm of the firm’s total assets (Size) is 2.076; The VIF of asset-liability ratio (Lev) is 2.147; the VIF of solvency (CF) is 1.581; the VIF of development ability (Growth) is 1.162; the VIF of the largest shareholder (Top1) is 1.150. The VIF values of all the above variables are less than the critical value of 10, and the mean value of the variance inflation factors for all variables is 1.636. Therefore, it can be inferred that the empirical model constructed in this paper does not have multicollinearity.

Table 4. Multicollinearity test

	Variable
	VIF
	1/VIF

	ESG
	1.698
	0.589

	Size
	2.076
	0.482

	Lev
	2.147
	0.466

	Growth
	1.162
	0.861

	Top1
	1.150
	0.870

	CF
	1.581
	0.633


Regression analysis
This paper conducts a regression analysis on ESG and enterprise value based on the model (1). See Table 5. The coefficient of ESG is 0.275, which is significant at the 5% level, indicating that good ESG disclosure can enhance enterprise value. The empirical results support hypothesis H1.

Table 5. Regression analysis
	Dependent variable
	Model (1)

	
	EV

	ESG
	0.275**

	
	(2.273)

	Size
	0.493***

	
	(4.160)

	Lev
	-0.101

	
	(-1.003)

	Growth
	-0.179

	
	(0.823)

	Top1
	0.037

	
	(0.281)

	CF
	-0.098

	
	(-1.134)


Note: ***, ** and * represent p<0.01, p<0.05 and p<0.1 respectively, t values are in brackets.

Conclusion and suggestion
This paper uses China’s A-share and Hong Kong-listed companies from 2013 to 2021 as a research sample to empirically test the impact of corporate ESG performance on enterprise value. The research found that good ESG performance positively correlates with enterprise value. Based on the research conclusions, this paper puts forward the following suggestions:

(1) From a firm perspective. As green economic concepts such as “green finance” and “carbon trading” become trends, firms should build a new pattern of environmentally friendly development. In particular, firms with severe environmental pollution should pay attention to ESG disclosure and gradually improve the firm’s ESG disclosure system. Through good ESG disclosure reports, companies can signal sustainable corporate development capabilities to stakeholders, mainly investors, to enhance investors’ investment confidence and improve enterprise value. Taking mining firms as an example, firms should optimize mining technology, pay attention to the treatment of tailings, and strengthen the recycling of water resources to reduce environmental pollution. At the same time, firms should actively disclose high-quality ESG information to prove their concern and support for environmental issues to enhance their sustainable development capabilities.

(2) From a government perspective. The government should gradually guide the ESG disclosure of listed companies in various industries to transition from voluntary to semi-mandatory disclosure and require mandatory disclosure. For non-listed companies, the government should encourage ESG disclosure. China should learn from developed countries’ advanced ESG disclosure experience and guide listed and non-listed companies to disclose ESG information. The government can provide incentives through tax incentives and other policies to increase the initiative of firms to disclose ESG information. From an institutional perspective, the government should improve the ESG disclosure system. Regulators can formulate relevant incentives to guide firms to adopt reliable third-party certification and issue ESG review reports. Only in this way can firms disclose ESG reports with higher compliance, more real authenticity and more reliable credibility. 

(3) From an investor perspective. Investors should pay more attention to ESG information because ESG information can reflect firms’ long-term development potential and sustainable development ability. Firms with good ESG performance generally perform well in environmental, social responsibility and internal corporate governance. Firms with effective management of environmental issues are generally not punished for environmental issues. If a firm has a high social reputation, reputation can exert a positive “insurance effect” when negative news occurs. Effective communication and efficient cooperation between departments are vital indicators to reflect the level of corporate governance. The above non-financial information can also reflect the future development potential of the firm. In addition, investors should actively play a role in promoting. For example, they can voluntarily join the United Nations Principles for Responsible Investment (UNPRI). They could encourage or force financial institutions to regularly disclose the progress of responsible investment work, learn from foreign experience, and establish green investment concepts.
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