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ESG Performance and Corporate Transformation and Upgrading .

Impact Effect and Mechanism Test

WU Yongxia'?, ZHANG Zhenming'
(1. School of Business, Gansu University of Political Science and Law, Lanzhou 730070, China;
2. School of Economics and Management, Xi’an University of Technology, Xi’an 710054, China)

Abstract: ESG concepts and transformation and upgrading have attracted broad attention. Taking China’s A-share listed
companies from 2009 to 2022 as a research sample, this paper offers an empirical examination of the impact of ESG performance
on corporate transformation (internal and external ) and upgrading (improving R&D innovation and human capital upgrading) and
the mechanisms for that effect. The results show that corporate ESG performance has a significant effect on corporate
transformation and upgrading. The short-selling mechanism has a positive moderating effect on the relationship between ESG
performance and external transformation or corporate upgrading. Further, ESG performance promotes corporate transformation and
upgrading by reducing the two types of agency costs and alleviating financing constraints. Companies with good ESG performance
will reduce their profitability by transforming internally while increasing R&D investment, which will increase profitability. When
management is given equity incentives, firms with good ESG performance reduce their internal transformation and upgrading
activities. The heterogeneity test shows that the better ESG performance of non-state-owned enterprises, the more significant is the
enhancing effect on internal transformation. The ESG performance of state-owned enterprises is more significant for enterprise
upgrading, and the ESG performance of high-tech enterprises is more significant for the enhancement of external transformation.
The findings offer important guidance and encourage enterprises to engage in ESG performance behaviors and promote better
transformation and upgrading.

Key words : ESG performance; transformation and upgrading; short selling mechanism; agency costs; financing constraints



