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Abstract. Firm value is an important measure of a company's long-term competitiveness.
Environmental, Social, and Governance (ESG) have become a key factor influencing financial
performance and market valuation. This study investigates how ESG enhances firm value through
three mechanisms: risk reduction, production efficiency improvement, and expanded financing
opportunities. The findings of the analysis demonstrate that ESG reduces corporate risks, including
increased capacity for risk prevention and resilience. It also boosts efficiency by improving employee
motivation, fostering innovation, and strengthening governance. The better ESG performance
reduces financing costs and increases investor confidence, which will expand financing opportunities.
The findings highlight ESG’s strategic importance in driving sustainable growth and long-term value
creation. This research contributes to the academic discourse on ESG and provides practical insights
for businesses, policymakers, and investors, enhancing the necessity to integrate ESG into company
strategy. Future studies could examine industry-specific variations or the role of ESG during
economic crises. This would further refine the impact assessment.
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1. Introduction

Firm value is an important indicator of a firm's long-term competitiveness and sustainable
development capabilities. In an increasingly competitive globalized economy, enhancing firm value
has become a central goal for managers and investors. A higher firm value can strengthen market
confidence and attract more resources, enabling firms to stay competitive in a complex and dynamic
economic environment.

Recent years, environmental, social, and governance (ESG) has gained significant global attention,
profoundly impacting corporate operations, management practices, and public perception. ESG goes
beyond corporate social responsibility—it has emerged as a crucial factor affecting financial
performance and market valuation. Among its many effects, the correlation between ESG factors and
firm value has become a focal point in both academic research and business practice. Studies suggest
that strong ESG performance enhances market recognition, mitigates risks, and optimizes resource
allocation, thereby positively influencing firm value. There are a large number of relevant hypotheses
about the impact mechanism, including both positive and negative impact mechanisms [1]. However,
combined with a large number of empirical analyses, it shows that ESG has more positive influence
on firm value.

This study examines how ESG affects firm value positively through three key pathways: reducing
corporate risk, improving production efficiency, and enhancing financing opportunities. By analyzing
these mechanisms in depth, the research aims to uncover the underlying connections between ESG
and firm value, providing a theoretical foundation for business practices. The significance of this
study lies in its contribution to the academic discourse on ESG while offering practical insights for
companies seeking to integrate ESG factors into their strategic planning. Ultimately, this research
supports businesses in achieving sustainable growth while maximizing long-term value.
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2. Mechanism

2.1. Corporate Risk

First of all, the positive ESG disclosure of corporations can meet the needs of stakeholders and
improve information transparency, thus affecting the sustainable development ability of corporations
and reducing the possibility of corporate risks [2]. For corporate managers, positive ESG
responsibility information disclosure can cultivate their strategic management thinking of social
responsibility, help them avoid short-sighted behaviors [3]. Actively undertaking ESG
responsibilities can enhance the communication between enterprises and the government, media,
society, and other stakeholders in a broader sense, improve legitimacy, and reduce litigation risks in
environmental pollution, employee infringement, and other aspects. Transparent ESG information
disclosure by enterprises can improve customer satisfaction and trust in enterprises, enhancing
customer loyalty [4]. The disclosure of long-term social responsibility information will help
enterprises establish a social image with long-term commitment ability, and increase the credibility
of business partners, thus enhancing the company's supply chain relationship, helping enterprises to
cope with unpredictable demand changes in the future, and minimizing the negative impact of supply
chain disruption [5].

Secondly, there is an information gap between external stakeholders and the company, and ESG
disclosure can promote accountability and reduce information asymmetry, thus reducing corporate
risk. The establishment of optimal accountability mechanisms and the promotion of corporate
transparency have the potential to facilitate the alignment of interests between stakeholders and
corporate management, thus reducing agency costs, improving resource allocation efficiency, and
reducing agency risks [6]. In addition, regulators are increasingly emphasizing ESG disclosure, and
compliance with standards can demonstrate a company's commitment to responsible business
practices and reduce the risk of regulatory penalties.

Finally, good ESG performance can help enterprises accumulate ethics and reputation, play a
protective role similar to "insurance," and thus reduce the impact of crisis events on enterprise value
[7]. When facing the risk of the external environment, companies are vulnerable to problems such as
loss of customers. At this time, enterprises with good ESG performance have a good cooperative
relationship with stakeholders and will overcome difficulties with the help of stakeholders. In addition,
the long-term accumulated social reputation makes the public more tolerant of enterprises.
Stakeholders are more likely to trust that this is an accidental event, which will give companies the
opportunity and time to correct their mistakes, to reduce economic losses to be suffered [7].

2.2. Production Efficiency

The efficiency of a corporation is influenced by a number of factors, including human capital
management ability and technical level. First of all, companies with good ESG performance have
better treatment for employees, which attracts more high-quality employees. Concurrently,
enterprises that prioritize the interests of employees tend to exhibit shared objectives and principles
with their workforce. Consequently, employees develop a heightened sense of pride and identification
with the enterprise, motivating them to engage in hard working [8]. The comprehensive improvement
of staff quality and work enthusiasm will make the enterprise have higher production efficiency, so
as to enhance the firm’s value.

Secondly, companies with high ESG levels have stronger management capabilities. On the one
hand, enterprises with perfect corporate governance have fewer agency problems and more effective
mechanisms for executives, which makes managers more responsible. On the other hand, good ESG
performance requires enterprises to have advanced management concepts and excellent governance
system, which will strengthen the level of corporate governance and enhance firm value [9].

Thirdly, in order to meet the environmental requirements of ESG, enterprises will improve the
technical level and adopt safer, environmentally friendly and advanced production processes, so as to
promote the sustainability and long-term value of enterprises. In addition, ESG helps enterprises to
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carry out green innovation activities. Enterprises with outstanding ESG performance focus more on
the interests in long term and are willing to sacrifice short-term financial gains in favor of augmenting
investment in research and development and innovation is imperative, so as to enhance the sustainable
development ability of enterprises. In addition, by increasing demand for high-end products, ESG can
also create the market, capital and talent conditions for companies to innovate technologically.

Finally, enterprises undertaking more social responsibilities can help them obtain more policy
support and reduce legal punishment to a certain extent [10]. In the short term, the cost of the business
will increase, but for the long-term costs will decrease, which will increase the firm’s value.

2.3. Financing

First of all, according to information asymmetry theory, ESG performance provides more
corporate information and reduces the existing information imbalance between corporations. and
investors. Simultaneously, enterprises with a good level of ESG have stronger willingness to disclose
company operations related information, less earnings management, and more analyst focus, which
improves the transparency of the information provided by companies and reduces the level of
uncertainty for investors. This will avoid undervaluation of firm value by outside investors.

Secondly, since managers are more inclined to disclose favorable information to the market, in a
rational market, investors will treat the information not disclosed by enterprises as unfavorable
information to discount firm value [11]. A moderate ESG report can more comprehensively reduce
the information asymmetry between enterprise and outside stakeholders [12]. Positive corporate
social responsibility will increase the market's trust and attention to corporate, which will attract more
investors to invest and reduce financing costs. In general, the increase of financing opportunities and
the reduction of financing costs can have a positive impact on the development of enterprises and
thus enhance firm value.

Thirdly, in accordance with the signaling theory, a favorable ESG performance has the capacity to
function as a positive signal. Enterprises with better social responsibility will attract more investors,
especially responsible investors. As analyzed above, enterprises will have higher innovation ability,
production efficiency and sustainable development level, and investors can obtain expected returns.
In addition, a good governance system can avoid many governance problems such as corruption, and
also protect the interests of investors.

Finally, by undertaking social responsibilities, enterprises can strengthen their political
connections and obtain government support in financing. Especially in recent years, as governments
around the world have begun to pay attention to environmental protection and green financial policies
have been vigorously promoted, enterprises with good environmental performance are more likely to
obtain preferential loans from banks. For example, when issuing green bonds and other financial
products in the capital market, ESG performance is an important evaluation factor.

3. Implications

3.1. Corporate

Today's market is placing increasing emphasis on corporate ESG performance, and this study
shows that ESG can enhance firm value, which then inspires corporate managers to incorporate ESG
principles into their core business strategies. By prioritizing ESG measures, companies can reduce
risk, promote stakeholder trust, and improve operational efficiency. It should also take a long-term
perspective, rather than pursuing short-term profit maximization.

3.2. Government

Policymakers play a key role in creating an environment conducive to ESG adoption. Governments
can incentivize ESG compliance through tax incentives, subsidies for green innovation, and
regulatory frameworks that mandate transparent ESG reporting. For example, promoting green
financing instruments, such as green bonds, can direct capital flows to environmentally friendly
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projects. Policymakers should also work with industries to develop standardized ESG indicators to
ensure consistency and comparability across companies.

3.3. Investors

Investors should recognize that ESG performance is an important indicator of a company's long-
term viability and financial health. This study shows that companies with better ESG performance
have higher productivity and more stable sustainability, which can ensure that investors get the
expected returns. Transparent disclosure can also eliminate information asymmetry between investors
and managers, thus making trading more equal.

4. Conclusion

This study confirms that ESG positively impacts firm value by reducing risk, improving
operational efficiency, and improving financing conditions. By improving risk prevention and
resilience, ESG reduces corporate risk. In addition, ESG increases productivity by improving
employee morale, promoting innovation, and optimizing governance structures. On the financial side,
good ESG performance can reduce the cost of capital and attract responsible investors, thereby
strengthening long-term growth prospects. These findings emphasize the significance of
environmental, social and governance factors for enterprises. seeking sustainable competitive
advantage.

This study examines the mechanisms of positive ESG impacts on firm value, and future research
could explore industry-specific ESG impacts or the role of cultural and regional differences in shaping
ESG outcomes, where there may be negative impact mechanisms that need to be discussed. In
addition, longitudinal studies could assess how ESG performance affects firm value during economic
downturns or crises.

This study also has limitations. Its focus is on the positive influence of ESG on firm value, while
potential drawbacks or industry-specific challenges remain underexplored. In addition, the analysis
relies on existing empirical evidence and may not fully capture regional or cultural differences in
ESG implementation. Future research should investigate negative mechanisms, industry-specific
dynamics, and the effectiveness of ESG during economic downturns for a more complete
understanding. Nonetheless, this study reinforces ESG as an important component of modern
business strategy, aligning profitability with broader social and environmental goals.
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