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Mixing Leniency with Caution:ESG Performance and Over-indebted Enterprises
SHENG Tianxiang' ZHANG Yi' CAO Hang’
(1.School of Finance, Nanjing Agricultural University; 2.Nanjing Branch, Bank of Jiangsu)
Abstract Over-indebtedness is an important issue that affects the sustainable development of enterprises, but
few studies have focused on the impact and mechanism of ESG performance in curbing excessive enterprise debt.
Based on the stakeholder theory and the dynamic trade-off theory of capital structure, this paper examines how ESG
performance affects the adjustment of leverage levels at over-indebted enterprises. The results show that enhancing
ESG performance can significantly reduce the leverage level of over-indebted firms through internal principal-agent
and external signaling channels, while the financial marketization environment, the nature of the firm's industry, and
industry attributes have a heterogeneous impact on the process. Firms with a good ESG performance tend to reduce
their debt level through shareholding adjustments rather than direct reduction of debt. This will also tend to inhibit
the long-term use of short-term debt. The findings of this study enrich the related research on the leverage adjustment
influencing factors and economic consequences of ESG performance of over-indebted enterprises, and provide
corresponding insights for enterprises to comprehensively promote ESG concepts.
Keywords ESG, Over-indebtedness, Capital Structure Optimization, Stakeholders, Sustainable Development
JEL Classification G32 G34 Ml14
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