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Can ESG Performance Enhance Corporate Valuation?
—Empirical Evidence from the Cost of Equity Capital
ZHAO Yang' ZENG Wenrui' JING Zhongbo

(1.Chinese Academy of Finance and Development, CUFE;2.School of Management Science and Engineering, CUFE)
Abstract This paper examines whether strong corporate ESG performance can lead to a reduction in the cost of
equity capital. This is an objective that is crucial for China's green development strategic goals and achieved through
the construction of a multi-tiered capital market. This study uses data from listed A-share companies over the period
from 2009 to 2020 to examine the impact of corporate ESG performance on the cost of equity capital. From the
perspective of corporate risk, the study uses multiple risk indicators to test the mechanism through which corporate
ESG performance affects the cost of equity capital. In addition, various heterogeneity analyses are also conducted,
and the results show that corporates with a strong ESG performance see lower equity capital costs. As corporate risk
is one of the assessed factors employed, improved ESG performance is shown to lower the cost of equity capital by
reducing corporate risk. From the macro perspective, higher levels of marketization in the region where the corporates
are located are an important element in the study. From the industry perspective, the relationship between corporate
ESG performance and the cost of equity capital is heterogeneous among industries with different pollution attributes.
From the micro perspective, the ownership structure of the corporates in the study plays a significant moderating role
in the relationship between ESG performance and the cost of equity capital. This paper deepens the understanding
of the relationship between the sustainable development ability of corporates and their financing costs in the context
of "double carbon". It also provides robust empirical evidence for corporates to prioritize and enhance their ESG
performance.
Keywords ESG Performance, Cost of Equity Capital, Corpotate Risk, Corporate Heterogeneity
JEL Classification C33 G31 G32
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