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Abstract: The purpose of this paper is to investigate the relationship between Environmental, Social
and Governance (ESG) performance and firm value of Chinese manufacturing listed companies. The
moderating role of ownership structure on the relationship between ESG performance and firm value
is also tested. Sino-Securities ESG Rating is adopted in this paper to measure ESG performance and
ownership structure is measured in four aspects, which include ownership concentration, equity
balances, executive shareholding and institutional investor shareholding. We find that (1) ESG perfor-
mance is important in improving firm value, (2) executive ownership and institutional ownership
positively and significantly affect firm value, while ownership concentration and equity balance have
no impact and (3) executive ownership and institutional ownership moderate the link between ESG
performance and firm value, whereas the moderating role of ownership concentration and equity
balance is not significant. The results of this study contribute to the existing literature on ESG and
will aid corporations to enhance firm value through improving ESG performance.

Keywords: ESG performance; firm value; ownership concentration; equity balance; executive owner-
ship; institutional ownership; China’s manufacturing sector

1. Introduction

The integration of Environmental, Social and Governance (ESG) factors has attracted
a great deal of attention from the business media in recent years [1-3]. The reason for
this is that ESG is regarded as a method of increasing firm value and improving financial
performance [4,5]. Companies are gradually recognizing the importance of ESG. Specif-
ically, companies that are highly compliant with ESG principles alleviate conflicts with
stakeholders, the probability of failure and the likelihood of default [6-8]. In addition, the
future-oriented investor is deeply convinced that investing in non-financials is an effective
way to build a sustainable global economy [9]. Investors who invest according to the ESG
ranking can effectively avoid ‘sinful companies’ (such as alcohol, tobacco and gambling
companies) that may pose greater financial risks due to their environment, society and
community practices [10]. Therefore, ESG performance is crucial for organizations as well
as stakeholders [11].

ESG performance is particularly important in the manufacturing industry due to
industry specificity. The manufacturing industry has a significant positive impact on eco-
nomic development [12], but it also causes some damage to the environment [13]. Because
the manufacturing industry obtains economic benefits by converting resources into outputs
and there will be pollutants released during the transfer process, the environmental prob-
lems in the manufacturing industry cannot be neglected [14]. It, consequently, requires the
manufacturing industry to pay more attention to ESG performance [15,16]. While natural
resource scarcity and environmental insecurity have become increasingly serious [17-19],
the manufacturing sector still uses huge amounts of resources and produces waste world-
wide [12]. Compared to the US and EU, developing countries in Asia and Africa are not
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very concerned about environmental issues, but most of the world’s industrial production
and processing is concentrated in these countries [13,20]. Thus, as a major supplier of
global raw materials and commodities and a hub of global supply chains, the fulfillment of
ESG in China’s manufacturing industry is a valuable research topic [21].

Ownership structure demonstrates the characteristics of the distribution of rights of
the owners of a business [22]. In most Chinese literature, ownership structure and equity
structure have the same meaning, but there are some practical differences between the two.
With the development of social economy, traditional ownership and equity are no longer
seen as the same concept. The organizational form of enterprises has been separated from
ownership and operation through continuous improvement and the operational risks borne
by shareholders have been dispersed to stakeholders, such as managers, creditors and em-
ployees [23]. As a result, ownership includes equity and other stakeholders’ rights and the
management goal of maximizing shareholders’ interests becomes maximizing stakeholders’
rights and interests [24]. Currently, most foreign scholars measure the ownership structure
by the number and nature of shares held by natural and legal persons in the enterprise [25].
It is necessary to analyze ownership structure because it is crucial in corporate governance.

The aim of this study is to investigate the relationship between ESG performance and
firm value and the moderating role of ownership structure on the relationship between
them. We take Chinese manufacturing listed companies from 2016 to 2020 as our sample.
Sino-Securities ESG Rating is adopted to measure ESG performance. Ownership concentra-
tion, equity balances, executive shareholding and institutional investor shareholding are
taken to measure ownership structure.

This paper contributes to the existing literature in the following ways. Firstly, previous
studies on ESG have mainly focused on developed countries, such as the US, France and
Italy, and little has been done in developing countries. This study extends the existing
literature and provides evidence by using the sample of Chinese manufacturing listed
companies. In addition, a heterogeneity analysis is conducted to help better understand the
impact of ESG on firm value under different regions. Secondly, to the best of our knowledge,
this is the first study to investigate the moderating effect of ownership structure on the
relationship between ESG performance and firm value, filling the gap of existing literature.
Finally, this study provides informative conclusions and recommendations to investors
and companies to make them aware of the role of ESG in corporate governance and its
contribution to corporate value, thus, contributing to the direction of green and sustainable
development of Chinese manufacturing companies.

This paper is structured as follows. Starting with the Introduction, Section 2 deals with the
theoretical underpinning and hypothesis development. This is followed by Sections 3 and 4,
in which the research method and results are presented. Then, an overview of the key findings
of this study and a detailed discussion will be presented in Section 5. The paper ends with the
conclusions of our study.

2. Literature Review and Research Hypotheses
2.1. ESG Performance and Firm Value

Sustainability theory points out that the disclosure of ESG-related information by
enterprises is conducive to the acquisition of social recognition and social capital and the
promotion of their sustainable development [26]. The environmental protection measures,
social responsibility and governance status of enterprises directly affect the evaluation
of ESG and the improvement of such an evaluation is beneficial to the enhancement of
enterprise value. Moreover, ESG is widely supported and valued because of its broad
scope and wealth of information, which can reflect a company’s operating conditions and
potential risks [27]. Sectors with good ESG performance are more likely to be recognized
by government agencies, thus, gaining the trust of consumers and investors. This improves
the credibility and competitiveness of the company and reduces the losses caused by
related penalties.
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A majority of scholars indicate that there is a positive relationship between ESG
performance and firm value. In the past few years, a study conducted by Liu and Zhang
(2017) [28] showed that social responsibility disclosure is not beneficial to firms” short-term
profits, but can increase their long-term value. Subsequently, the findings of Aboud and
Diab (2018) [29] revealed that firms included in the ESG Index have higher enterprise value
and there is a positive correlation between a firm’s higher ranking in the index and firm
value measured by Tobin’s q. In addition, Fatemi et al. (2018) [30] discovered that ESG
strengths increase firm value. Later on, taking Chinese listed companies as an example,
Zhang et al. (2020) [31] divided ESG into three different dimensions to investigate the
interaction effect on corporate value and they demonstrated that only the disclosure of
environmental and social information can positively affect corporate value. Recently, a
study carried out by Wong et al. (2021) [32] showed that ESG certification can reduce the
cost of capital and significantly increase Tobin’s Q. Benjamia and Biswas (2022), using a
sample of 14,039 US firm-years between 2002 and 2018, found that CSR dimensions of
environmental, social and governance criteria positively influence the relationship with firm
value [33]. By analyzing 57 U.S. non-financial firms belonging to the S&P 500, Nguyen et al.
(2022) discovered that having a better practice of ESG could enhance firm value measured
by ROA, ROE and Tobin’s Q [34].

Most of the studies on ESG performance and firm value support their positive rela-
tionship, while some scholars suggest that ESG performance has no impact or a negative
impact on firm value. For example, Brammer and Pavelin (2006) [35] stated that invest-
ments in corporate ESG consume part of the firm’s capital and, therefore, improving ESG
performance is not conducive to enhancing firm value. Sassen et al. (2016) [36] studied the
impact of ESG factors on corporate risk in European firms and showed that higher ESG
performance inhibits firm value enhancement. Atan et al. (2018) [37] reported that the
effect of ESG performance on return on net worth and enterprise value is not significant by
studying Malaysian companies.

Based on the above analysis, this paper proposes the following hypothesis:

Hypothesis 1 (H1). ESG performance is positively related to firm value.

2.2. Ownership Structure and Firm Value

In the process of solving principal-agent problems and reducing agency costs, own-
ership structure has become one of the main corporate governance mechanisms [38] and
scholars have verified the important role of ownership structure heterogeneity on corporate
governance after years of theoretical discussions and empirical tests. This paper measures
ownership structure in four aspects, which include ownership concentration, equity bal-
ances, executive shareholding and institutional investor shareholding. Principal-agent
theory is the main underlying theory for studying the relationship between ownership and
financial or non-financial performance of firms and is frequently used in finance, treasury,
economics and strategic management literature [39]. It is believed that ownership structure
characteristics affect the organizational structure and corporate performance of firms.

According to the principal-agent theory, nowadays, owners separate the management
and ownership rights in order to run the enterprise more professionally, thus, creating the
principal-agent problem [40]. The fragmentation of shareholding directly affects the effec-
tiveness of supervision of the management and various operational aspects of the company
and increases the management cost of the company, so that the higher management cost
does not match the lower shareholder return and, therefore, the shareholders” motivation
to supervise the company will decrease [41,42]. At the same time, in the case of inconsistent
objectives between managers and owners, information asymmetry facilitate managers to
usurp shareholders’ rights and interests. Therefore, a majority shareholder with sufficient
control is able to effectively supervise the operations of the company and the executive
team, reducing conflicts of interest and self-interest among management, thus, decreasing
the agency costs of the company. By analyzing a sample of 126 globally listed shipping
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firms, Drobetz et al. (2019) illustrated that higher ownership concentration improves firm
value [43]. In recent years, Aboud and Diab (2022) [44], taking companies listed in the
Egyptian Corporate Responsibility Index between 2007 and 2016 as a sample, pointed out a
significant positive relationship between equity concentration and firm value. Furthermore,
there is a significant positive effect of equity separation on the relationship between equity
and firm financial performance. In particular, the positive relationship between equity
concentration and firm performance is further enhanced after the equity split reform. In
addition, when the ownership concentration of a company is high, the majority shareholder
can implement decisions in accordance with the vision of corporate development. Taken
together, an appropriate increase in ownership concentration can reduce agency costs and
contribute to the improvement of operational efficiency, thereby increasing corporate value.
This leads to the following hypothesis:

Hypothesis 2a (H2a). Corporate ownership concentration is positively related to firm value.

The second type of agency problem of principal-agent theory points out that a large
shareholding of major shareholders and concentrated ownership cause conflicts of interests
between major shareholders and minority shareholders, and major shareholders may en-
croach on the interests of minority shareholders. Therefore, a balance mechanism needs to
be formed among the shareholders of the company, which can provide the relatively small
shareholders with the right to obtain consultation and resolve the conflict of interest among
the shareholders of the enterprise [45]. The study of Laeven and Levine (2004) [46] showed
that even distribution of equity balance in listed companies is conducive to promoting cor-
porate performance. Zhou and Fan (2020) [47] demonstrated that a more evenly distributed
equity system increases executive motivation and loyalty, thus, enhancing corporate M&A
performance and that equity balance shows an inverted U-shaped relationship with M&A
performance. In short, the ability of shareholders to monitor each other and reduce internal
conflicts is beneficial to the long-term development of the company. This leads to the
following hypothesis:

Hypothesis 2b (H2b). Corporate equity balance is positively related to firm value.

According to principal-agent theory, there are agency costs between the owners and
managers of a firm. The separation of ownership and agency results in different utility
functions for the two and there are certain differences in their goals. Mehran (1995) [48]
proved that the shareholding of the managing director can influence the resolution of the
proxy problem between shareholders and executives and has a significant positive effect
on corporate performance. In the process of daily operation, the entrusted manager has
access to corporate information that is closer to the current situation, while the information
obtained by the ownership may not always be in sync with the current situation of the
enterprise and, under such conditions of information asymmetry, the manager is likely
to seek personal interests and encroach on the rights and interests of the owner [49]. In
order to align the goals of owners and managers, equity incentives are one of the best
ways to reduce conflicts of interest and alleviate the principal-agent problem between
them. Zhang et al. (2021) [50] suggested that the managers who have equity will have
certain residual claims, which makes the managers’ goals more closely related to the
business objectives and improves the managers” motivation to focus on the long-term
development of the enterprise. The research conducted by Morck et al. (2000) revealed
that executive ownership is positively and significantly related to Tobin’s Q [51]. Therefore,
a moderate increase in the shareholding ratio of management is conducive to improving
managerial efficiency and promoting the stable development of the company. This leads to
the following hypothesis:

Hypothesis 2c (H2c). Corporate executive ownership is positively related to firm value.
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With the continuous improvement of the financial market, the proportion of shares
held by institutional investors in enterprises is becoming higher and more stable. In recent
years, institutional shareholding and board size have had a positive effect on firm perfor-
mance [52]. Buchanan et al. (2018), taking 3000 French firms around 2018 as an example,
discovered that high institutional ownership improves firm value [53]. Moreover, the
research of Din et al. (2021) [54] illustrated that institutional shareholding has a significant
positive effect on return on equity (ROE) and market-to-book ratio (MBR), indicating that
institutional investors play a significant role in improving financial performance. Subse-
quently, after controlling for the equilibrium effects of capital structure and management
ownership, Hermeindito (2022) [55] discovered a positive causal relationship between firm
value and institutional ownership. In the past, institutional investors who aimed to obtain
short-term benefits gradually changed to institutional investors who focused on long-term
development of enterprises [56]. This transformation is inseparable from the improvement
in financial markets and the change in investment philosophy of institutional investors.
These investors participate in part of the operation of enterprises and monitor the operation
of enterprises when making investment decisions. They are more scientific and prudent
in making decisions that are beneficial to the long-term development of enterprises and
use their own advantages and resources to help the invested enterprises. Investors provide
enterprises with timely information and important opportunities through a wide range
of information channels. Therefore, the level of institutional investors” shareholding has
a certain influence on the business status and future development of the enterprise. This
leads to the following hypothesis:

Hypothesis 2d (H2d). Corporate institutional ownership is positively related to firm value.

2.3. The Moderating Effect of Ownership Structure

Based on relevant theories and previous literature, ESG performance, ownership struc-
ture and firm value are very closely related. Good ESG performance increases stakeholder
and investor confidence, which, in turn, increases corporate value [57,58]. Solving the
principal-agent problem enables firms to improve operation efficiency and decision execu-
tion. Ownership structure affects business activities through the perspectives of agency
costs, operating costs and management efficiency, which, in turn, facilitate or hinder the
role of ESG performance on corporate value [59,60]. In companies with higher ownership
concentration, decision makers are more inclined to make decisions for long-term corporate
development [61], thus, increasing the efficiency of ESG performance on corporate value.
In companies with a more balanced distribution of ownership, the major shareholders
can improve the quality of corporate decision making through mutual checks and bal-
ances [62] and ESG investment is more valued in such companies, improving the efficiency
of ESG investment and, thus, promoting the impact of ESG performance on corporate
value. Management shareholding can effectively solve the principal-agent problem and
improve operational efficiency [63]. Companies with higher operating efficiency and higher
profitability have more capital to invest in ESG areas and ESG performance can effectively
play a role in risk prevention and corporate governance. Therefore, ESG performance has a
large impact on firm value in firms with higher executive ownership compared to firms
with lower executive ownership. Institutional ownership reduces business risk and firms
with low business risk achieve higher ESG performance; higher ESG performance also
reduces potential risk and improves corporate sustainability [64]. Stable shareholding by
investment institutions promotes corporate investment in ESG areas and, thus, the two
synergistically contribute to the enhancement of corporate value. In the existing studies, the
relationship between ESG performance and firm value is studied from different aspects and
a relatively unified conclusion has been drawn. However, few studies have explored the
relationship between ESG performance and firm value from the perspective of ownership
structure. Based on the above analysis, this paper proposes the following hypotheses:
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Hypothesis 3a (H3a). Corporate ownership concentration positively moderates the relationship
between ESG performance and firm value.

Hypothesis 3b (H3b). Corporate equity balance positively moderates the relationship between
ESG performance and firm value.

Hypothesis 3¢ (H3c). Corporate executive ownership positively moderates the relationship between
ESG performance and firm value.

Hypothesis 3d (H3d). Corporate institutional ownership positively moderates the relationship
between ESG performance and firm value.

Figure 1 shows the conceptual framework.

H1
ESG performance > Firm Value
H3a, H3b A
H3c, H3d
H2a, H2b
" """""""""""""""""""""""""" 1
' i H2c, H2d
' Ownership concentration Equity balance :
| i
1 —
: i
e Executive ownership Institutional ownership i
1
' |
|

Figure 1. Conceptual framework.

3. Methodology
3.1. Data and Sample

In this study, China’s manufacturing sector during 2016-2020 is chosen as the sample
to investigate the relationship between ESG performance and firm value. The data in
this paper come from the China Stock Market Accounting Research (CSMAR) and Wind
database for relevant years. After the exclusion of companies with unavailable and incom-
plete data, companies issuing other kinds of shares and special treatment (ST) companies,
6895 firm-year observations for 1379 manufacturing listed companies are selected as our
research sample in the analysis.

3.2. Variables
3.2.1. Dependent Variable

Following previous studies [34,36,65], this study uses Tobin’s Q, a market-based
performance measure, to measure firm value. Tobin’s Q is calculated by dividing the sum
of market value of shares outstanding at year-end, market value of non-marketable shares
at year-end and market value of net debt at year-end by the total assets at year-end and it
has a high positive correlation with the relative value of the firm. Tobin’s Q value will not
be affected when the book value of the enterprise is changed by the accounting policy [66].

3.2.2. Independent Variable

Consistent with existing literature [67-69], this paper adopts ESG indices from the ESG
rating system developed by Sino-Securities Index Information Service Co., Ltd. (Shanghai,
China) to measure the ESG performance. Based on the core connotation and development
experience of ESG and taking into account the actual situation of the Chinese market,
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Sino-Securities Index ESG Evaluation System builds a three-tier index system from top to
bottom. It includes 3 primary indicators, 14 secondary indicators, 26 tertiary indicators and
more than 130 underlying indicators. ESG indices are divided into 9 levels: C, CC, CCC,
B, BB, BBB, A, AA and AAA. In this paper, nine levels are assigned a score of 1-9 as ESG
performance. Higher scores indicate higher ESG performance, while lower scores indicate
problems with ESG performance.

3.2.3. Moderating Variables

Guided by Wei et al. (2005) [70], Andreou et al. (2014) [71], Yu et al. (2018) [72],
Ghalerodkhani et al. (2018) [73], Perez-Calero et al. (2019) [74], Zhang and Zhang (2021) [75]
and Abu Afifa et al. (2021) [22] and Chen et al. (2022) [76], the ownership structure is
measured in terms of both quantitative and qualitative aspects. The quantitative aspect is
measured by ownership concentration (Top) and equity balance (Z) and the nature aspect
is measured by executive ownership (Mhold) and institutional investor ownership (Inst).
Among them, the measure of ownership concentration is expressed by most scholars in
terms of the shareholding ratio of the top-10 shareholders. In the preliminary statistical
analysis after collecting samples, it is found that most of companies listed in Shanghai
and Shenzhen A-shares are controlled by the first-largest shareholder and there is a large
gap between the shareholding ratio of the first-largest shareholder and the second-largest
shareholder. Therefore, this paper selects the shareholding ratio of the first-largest share-
holder as the proxy variable of ownership concentration. For the measure of equity balance,
this paper uses Z-index to measure equity balance, which is the ratio of the sum of the
number of shares held by the second- to fifth-largest shareholders to the number of shares
held by the first-largest shareholder. The measure of executive shareholding is measured
by the ratio of the amount of executive shareholding to the total number of shares. A
measure of institutional ownership is expressed by the ratio of the number of shares held
by institutional investors to the total number of shares.

3.2.4. Control Variables

In accordance with previous literature [34,37,77,78], five indicators, including debt-to-
assets ratio (Lev), firm size (Size), firm growth (Growth), executive pay (Pay), company
type (State) and return on equity (ROE), are selected as control variables. In addition, a
year dummy variable is added to the regression model in order to control the impact of
time-varying macroeconomic conditions on firm value.

Table 1 shows the variable definition.

Table 1. Variable definition.

Variable Symbol Variable Definition
Firm value Tobin’s Q (Market value of shares outstanding at year-end + Market value of non-marketable shares at
year-end + Market value of net debt at year-end)/Total assets at year-end
ESG performance ESG The ESG rating AAA-C is divided into nine grades, ranging from 9 to 1 from high to low
coor\‘/:::lrftrr Salggn Top Number of shares held by the largest shareholder/Total number of shares
Equity balance V4 Shareholding of 2nd-5th shareholders/First shareholder’s shareholding
Executive ownership Mhold Number of shares held by executives/Total number of shares
Institutional ownership Inst Number of shares held by institutional investors/Total number of shares
Debt -to- assets ratio Lev Total liabilities / Total assets
Firm size Size Natural logarithm of total corporate assets

(Current year’s operating revenue—Previous year’s operating revenue)/

Firm growth Growth Previous year’s operating revenue
Executive pay Pay Natural logarithm of executive compensation
Company type State Dummy variable that takes 1 if a company is state-owned, 0 otherwise
Return on equity ROE Retained profits /Balance of stockholder’s equity
Year dummy Year A dummy variable for the years 2017-2020 (except for 2016 which is the benchmark)
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3.3. Models
Model (1) is applied to examine H1.

Tobin’s Q;¢ = Bo + B1ESGi ¢ + BoLevit + B3Size;+ + BaGrowth; + BsPayi ¢ + BeState; ¢ + B7ROE; ¢ + XYear + € ¢
We apply Models (2)-(5) to verify H2a-H2d.
Tobin’s Q; ¢ = Bo +B1Topit + BoLevit + B3Size; ¢ + P4Growth; + BsPayi + PBeState; + + B7ROE; ¢ + XYear + €4
Tobin’s Qi = Bo + B1Z;, ¢+ BoLevit + B3Size; s + BsGrowth; + BsPay; + BeState; + + ByROE; ¢ + XYear + €
Tobin’s Q;+ = B + B1Mhold; + BoLevis + B3Size;t + BaGrowth; + BsPay; + PeState; ¢ + ByROE;+ + ZYear + € ¢

Tobin’s Q; ¢ = Bo + B1Inst; s + BoLevi + B3Size; ¢ + P4Growth; + BsPay; (+ BeState; ¢ + B7ROE; ; + ZYear + €

Models (6)—(9) are employed to test H3a-H3d.
Tobin’s Qi,t = [30 + BlESGi,t + [32T0pi,t + [33ESG X Topi,t + [34L€Vi,t + [55Sizei,t + [56G1'0Wthi,t + [57Payilt
+ BgState; 1+ BoROE; ; + XYear + €

Tobin’s Qi,t =P+ BlESGi,t + Bzzi,t + B3ESG x Ziy + B4L9Vi,t + f)5SiZ€i,t + [36Growthi,t + [37Payi,t + BgStatei,t
+ B9ROE;; + XYear + €

Tobin’s Qi,t = f)o + B]ESGM + BthOldi/t + f)gESG X MhOldilt + B4LeVi,t + [35Sizei/t + B6G1‘OWthi/t + B7Payi,t
+BgState; ¢ + BoROE; ¢ + XYear+e; ¢

Tobin’s Qi,t =g+ BlESGi,t + BzInSti/t + B3ESG x Insti/t + B4L9Vi,t + [55Sizei,t + B6Growthi,t + [37Payi,t
+ BgState; 1+ B9ROE; + + XYear + €

)

2

®)
4)
©)

(6)

@)

®)

©)

where i stands for the firm; t represents the year; {3 is the parameter; ¢ denotes the disturbance.

4. Regression Results
4.1. Descriptive Statistics

Table 2 lists the descriptive statistics for all variables used in our study. Excluding
ESG and State, all remaining variables are winsorized at the 1% level, curbing the impact

of the outlier.

Table 2. Descriptive statistics.

Variables Obs Mean Median Min Max Std. Dev
Tobin’s Q 6895 1.931 1.440 0.206 8.686 1.604
ESG 6895 4.066 4.000 1.000 8.000 1.175
Top 6895 0.321 0.302 0.086 0.692 0.135
Z 6895 0.770 0.579 0.044 2.808 0.608
Mhold 6895 0.064 0.003 0.000 0.583 0.125
Inst 6895 0.408 0.426 0.002 0.875 0.236
Lev 6895 0.399 0.395 0.063 0.844 0.180
Size 6895 22.332 22.204 20.166 25.871 1.163
Growth 6895 0.157 0.104 —0.448 1.844 0.321
Pay 6895 15.115 15.065 13.391 17.170 0.741
State 6895 0.307 0.000 0.000 1.000 0.461
ROE 6895 0.058 0.062 —0.616 0.318 0.120

It can be seen that the average of Tobin’s Q is 1.931, standard deviation is 1.604 and
there is a huge difference between the maximum and minimum values, showing that the
firm value of Chinese manufacturing listed companies is much different. The mean value
of ESG is 4.066 and the median value is 4.00, suggesting that most of the companies are at
average levels in terms of ESG performance. Further, 63% of companies have ESG value
below 4.000, indicating that there are still some companies that do not pay attention to

ESG performance.
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Among the moderating variables, the highest and lowest values of Top are 0.692
and 0.086, respectively, proving that there is great variation among firms” ownership
concentrations. The mean value of Z is 0.77, along with the median of 0.579 and the
standard deviation of 0.608, which both illustrate the relatively high degree of equity
balances in most companies, which can effectively curb the infringement in the interests
of listed companies by major shareholders. Mhold has a standard deviation of 0.125, with
an average estimation of 0.064, which means that most companies have a relatively small
number of shares held by executives. As for the Inst variable, the mean is 0.408 and it
ranges from a minimum of 0.002 to a maximum of 0.875, reflecting great variation.

Regarding control variables, the average leverage value of 0.399 is similar with the
median leverage value of 0.395, implying that most companies have a good capital structure
and are not threatened by capital shortages. The mean of Size, Growth, Pay, State and ROE
is 22.332, 0.157, 15.115, 0.307 and 0.058, respectively.

4.2. Correlation Analysis

Table 3 shows the correlation analysis of all variables. It can be observed that ESG
is significantly related to Tobin’s Q. Among the ownership variables, Top, Z and Mhold
are positively and strongly correlated with Tobin’s Q, but Inst has a negative relationship
with Tobin’s Q. As a whole, the correlation of Tobin’s QQ with control variables is significant,
except for Growth. Variance inflation factor (VIF) test is conducted to check the multi-
collinearity and all the VIF values are less than 3, demonstrating that multicollinearity is
not crucial for our study.

Table 3. Correlation matrix.

Variables Tobin’s Q ESG Top z Mhold Inst Lev Size Growth Pay State ROE
Tobin’sQ 1
ESG —0.059 *** 1
Top 0.038 *** 0.076 *** 1
yA 0.045 *** —0.048 *** —0.708 *** 1
Mhold 0.188 *** 0.012 —0.013 0.107 *** 1
Inst —0.067 *** 0.107 *** 0.476 *** —0.214 % —0.470 *** 1
Lev —0.452 —0.044 *** 0.024 ** —0.061 *** —0.158 *** 0.183 *** 1
Size —0.451 *** 0.244% 0.142 *** —0.060 *** —0.224 ** 0.438 *** 0.489 *** 1
Growth 0.077 *** 0.005 0.017 0.034 *** 0.072 *** 0.021* 0.048 *** 0.053 *** 1
Pay —0.124 = 0.210 *** —0.024 ** 0.079 *** —0.081 *** 0.233 *** 0.169 *** 0.515 0.10 1
State —0.192 ** 0.117 ** 0.161 *** —0.189 ** —0.310 *** 0.375 *** 0.231 *** 0.308 *** —0.046 *** 0.132 *** 1
ROE 0.181 *** 0.196 *** 0.142 *** —0.063 ** 0.025 ** 0.153 *** —0.166 *** 0.151 ** 0.253 ** 0.182 *** 0.014 1
Variables VIF1 VIF2 VIF3 VIF4 VIF5
Tobin’sQ
ESG 113
Top 1.07
yA 1.06
Mhold 1.14

Inst
Lev
Size
Growth
Pay
State
ROE

1.49
1.98
1.09
1.40
113
1.22

1.36
146
1.94
1.09
142
114
123

146
191
1.09
142
116
122

146
193
1.09
140
120
121

1.46
2.09
1.09
1.39
122
122

*p<0.1,* p <0.05,**p < 0.01.

4.3. Regression Results

Based on the Hausman test, a fixed-effect model is applied to Models (1)—(9). Table 4
shows the regression results of Models (1)—(5). The results of Model (1) show that ESG has
a positive and significant relationship with Tobin’s Q, suggesting that ESG performance
can help companies increase firm value. Therefore, H1 is supported. Among the four
ownership variables, Top and Z have no impact on Tobin’s Q, while Mhold and Inst are
positively and significantly correlated with Tobin’s Q, illustrating that equity incentives for
executives motivate them to be committed to their positions and, thus, create greater value
for the company and the higher the shareholding of institutional investors, the more active
they are in their monitoring role in order to maintain their increased equity, which helps to
increase the value of the company. Consequently, H2a and H2b are not tenable, whereas
H2c and H2d are accepted.
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Table 4. Regression results of Models (1)—(5).
Variables @ 2) 3) 4) (5)
0.047
ESG (2.89)
0.565
Top (1.49)
0.079
z (1.39)
0.651 **
Mhold (2.13)
; 1.436 ***
nst (5.28)
. —1.827 #** —1.867 *** —1.860 ** —1.889 *** —1.691 ***
ev (—6.99) (—7.14) (=7.19) (—7.28) (—6.42)
. —0.740 *** —0.717 #** —0.726 *** —0.718 *** —0.816 ***
1z€ (=7.33) (—7.18) (—7.30) (—7.14) (—8.11)
Crowth 0.022 0.182 0.021 0.022 0.001
rowt (0.49) (0.41) (0.46) (0.49) (0.03)
Pa 0.144 = 0.141 *+ 0.143 0.140 *** 0.141 *
y (2.88) (2.84) (2.85) (2.80) (2.84)
Stat —0.271 ** —0.263 ** —0.280 *** —0.256 ** —0.354 ***
ate (—2.46) (—2.41) (—2.57) (—2.34) (—3.30)
ROE 0.840 *** 0.834 *** 0.843 *** 0.829 *** 0.855 ***
(6.05) (6.02) (6.07) (6.01) (6.23)
Year Control Control Control Control Control
c 17.642 *+ 17.194 * 17.489 17.367 *+ 18.937 *+
onstant (8.20) (8.06) (8.17) (8.07) (8.82)
Observations 6895 6895 6895 6895 6895
R? 0.374 0.380 0.373 0.376 0.393
F 229.40 *** 228.92 *** 229.43 228.03 *** 231.48 ***

**p <0.05, *** p < 0.01. t-values are in parentheses.

As for control variables, Lev, Size and State are negatively related to Tobin’s Q, while
Growth and Pay have a positive relationship with Tobin’s Q.

Table 5 shows the regression results of moderating variables. The coefficient of
ESG x Top is positive but insignificant at the 5% level (3 = 0.097, t = 0.78), so H3a is
not supported. A negative but insignificant impact of the interaction of ESG x Z on firm
value proves H3b is not verified. The coefficient of ESG x Mhold is negative but significant
(B = —0.297, t = —1.82), which indicates H3c is not supported. The interaction of ESG X Inst
affects Tobin’s Q strongly and positively (3 = 0.281, t = 3.83). Hence, H3d is fully accepted.

4.4. Additional Analysis

We divide our sample into three sub-samples by region, including eastern, middle
and western regions. Beijing, Tianjin, Hebei, Liaoning, Shanghai, Jiangsu, Zhejiang, Fujian,
Shandong, Guangdong and Hainan are included in the eastern region. The middle region
consists of Shanxi, Inner Mongolia, Jilin, Heilongjiang, Anhui, Jiangxi, Henan, Hubei,
Hunan and Guangxi. Gansu, Guizhou, Ningxia, Qinghai, Shanxi, Sichuan, Xizang, Xinjiang,
Yunnan and Chongqing are involved in the western region. The descriptive statistics for
the heterogeneity analysis can be seen in Table Al in Appendix A.



Sustainability 2022, 14, 14507

11 0f 22

Table 5. Regression results of Models (6)—(9).

Variables (6) (7) 8) )
ESG 0.016 0.050 ** 0.063 *** —0.064 **
(0.39) (2.02) (3.45) (—2.00)
0.141
Top (0.22)
0.096
Z (0.83)
1.816 **
Mhold 2.52)
st 0.313
ns (0.78)
0.097
ESG x Top (0.78)
—0.004
ESG x Z (~0.16)
—0.297 *
ESG x Mhold (—1.82)
0.281 ***
ESG x Inst (3.83)
L —1.822 —1.812 ** —1.831 *** —1.640
v (—6.95) (—6.98) (=7.03) (—6.22)
5 —0.736 *** —0.747 *** —0.739 *** —0.827 ***
12€ (—7.33) (—7.46) (=7.27) (—8.21)
Crowth 0.019 0.021 0.022 0.009
rowt (0.44) (0.48) (0.51) (0.21)
Pa 0.142 *** 0.143 *** 0.139 ** 0.139 ***
Y (2.85) (2.85) 2.78) (2.81)
Stat —0.262 ** —0.276 ** —0.244 ** —0.346 ***
tate (—2.38) (—2.52) (—2.20) (—3.19)
ROE 0.833 0.844 *** 0.829 *** 0.842
(6.00) (6.07) (6.02) (6.13)
Year Control Control Control Control
Control 17.532 *** 17.736 *** 17.584 **+ 19.439 *#*
ontro (8.23) (8.21) (8.13) (9.15)
Observations 6895 6895 6895 6895
R2 0.381 0.373 0.375 0.398
F 194.62 *** 194.56 *** 193.96 *** 197.51 ***

*p<0.1,*p<0.05, ***p <0.01. t-values are in parentheses.

Tables 6-11 show the regression results of Models (1)—(9) in the eastern, middle and
western regions, respectively. ESG has an enhancing effect on firm value in the eastern and
western regions, while in the middle region, it has no effect on firm value. Compared with
Top and Z, having no impact on firm value in three regions, Inst shows a strong correlation
with firm value in all three regions. Mhold has only demonstrated a relationship with
corporate value in the middle region. There is no correlation between ESG x Top and
ESG x Z and firm value in all three regions, while ESG x Mhold correlates with Tobin’s
Q slightly in the eastern region and ESG X Inst correlates with Tobin’s Q strongly in the

eastern and western regions.

It is noticeable that the impact of ESG and ESG x Inst on firm value in the western
region is greater than that in the other regions, while Inst in the middle region can influence
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the firm value to a greater extent compared to the other two regions. According to the
“Guidance on Promoting Orderly Transfer of Manufacturing Industries” issued by the
Chinese government, China’s labor-intensive industries focus on transferring to labor-rich
and transportation-friendly areas in Central and Western China and technology-intensive
industries move to areas with abundant innovation factors and strong industrial bases in
central and western cities. Governments in the central and western regions can provide
enterprises with policy support, such as funding and tax incentives, so enterprises have a
stronger incentive to improve their ESG performance. In the middle region, institutional
investors with high shareholding will be more actively involved in making major economic
decisions, making executives more deliberate in their decisions. Institutional investors
indirectly ensure that individual decisions are implemented precisely, thus, enhancing

corporate value.

Table 6. Regression results of Models (1)—(5) in eastern region.

Variables (40)] (2) 3) ) (5)
0.048 **
ESG (2.51)
0.525
Top 1.11)
0.067
Z (1.05)
0.382
Mhold (1.26)
I 1.234 ***
nst (3.86)
L —1.693 *** —1.754 *** —1.744 *** —1.759 *** —1.609 ***
ev (—5.15) (—5.37) (—5.37) (—5.41) (—4.86)
Si —0.752 *** —0.719 *** —0.736 *** —0.726 *** —0.824 ***
1z€ (—6.33) (—6.12) (—6.32) (—6.20) (—6.87)
G h 0.017 0.014 0.016 0.017 0.001
rowt (0.32) (0.25) (0.30) (0.32) (0.01)
Pa 0.212 *** 0.207 *** 0.209 *** 0.206 *** 0.210 ***
y (3.88) (3.79) (3.82) (3.79) (3.82)
S —0.368 *** —0.371 *** —0.376 *** —0.362 *** —0.450 ***
tate (—3.38) (—3.51) (—3.56) (—3.39) (—4.19)
ROE 0.782 *** 0.765 *** 0.780 *** 0.771 *** 0.795 ***
(5.34) (5.22) (5.32) (5.27) (5.40)
Year Control Control Control Control Control
C 16.876 *** 16.277 *** 16.726 *** 16.579 *** 18.171 ***
onstant 6.72) (6.44) (6.70) (6.61) (7.16)
Observations 4690 4690 4690 4690 4690
R? 0.384 0.391 0.382 0.384 0.405
F 173.12 *** 172.88 *** 173.33 *** 172.59 *** 174.49 ***
**p <0.05, *** p <0.01. t-values are in parentheses.
Table 7. Regression results of Models (6)—(9) in eastern region.
Variables 6) 7) ®) 9
ESG 0.017 0.071 ** 0.069 *** —0.078 **
(0.36) (2.36) (3.14) (—2.20)
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Table 7. Cont.

Variables (6) (7) 8) )
0.088
T
°p 0.11)
0.173
z (1.30)
1.603 **
Mhold (2.24)
. —0.178
nst (—0.28)
0.101
ESG x Top 0.67)
—0.027
ESG x Z (—0.91)
—0.306 *
ESG x Mhold (—1.79)
0.336 ***
ESG x Inst (3.97)
. —1.698 *** —1.685 *** —1.684 *** —1.533 ***
ev (—5.14) (—5.13) (—5.12) (—4.64)
S —0.740 *** —0.758 *** —0.752 #** —0.828 ***
12€ (—6.17) (—6.39) (—6.33) (—6.87)
Crowth 0.015 0.016 0.018 0.009
rowt (0.27) (0.30) (0.34) (0.16)
Pa 0.210 *** 0.211 * 0.208 *** 0.208 ***
y (3.84) (3.86) (3.82) (3.81)
5 —0.366 *** —0.370 *** —0.342 #** —0.438 ***
tate (—3.37) (—3.42) (—3.07) (—3.91)
ROE 0.771 *** 0.785 ** 0.776 *** 0.791 ***
(5.26) (5.33) (5.31) (5.38)
Year Control Control Control Control
Const 16.603 *** 16.866 *** 16.810 *** 18.576 **
onstant (6.55) (6.64) (6.68) (7.40)
Observations 4690 4690 4690 4690
R? 0.391 0.383 0.384 0.411
F 147.07 146.98 *** 147.11 149.74
*p<0.1,*p<0.05 ***p <0.01. t-values are in parentheses.
Table 8. Regression results of Models (1)—(5) in middle region.
Variables 1) 2) 3) 4) (5)
0.003
ESG (0.08)
0.860
Top (0.90)
0.121
z 0.72)
*
Mhold 1.577

(1.87)
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Table 8. Cont.

Variables 1) 2) 3) 4) (5)
It 1.890 ***
ns (3.09)

L —2.192 *** —2.106 *** —2.198 *** —2.269 *** —1.878 ***
ev (—3.76) (—3.43) (—3.78) (—3.88) (—3.21)
. —0.579 ** —0.598 ** —0.585 ** —0.574 ** —0.676 **
12¢€ (—2.53) (—2.64) (—2.56) (—2.57) (—3.08)
Growth —0.087 —0.099 —0.087 —0.089 —0.110
rowt (—0.94) (-1.11) (—0.94) (—0.96) (-1.22)
Pa —0.033 —0.044 —0.031 —0.043 —0.051
y (—0.26) (—0.36) (—0.24) (—0.34) (—0.42)
Stat 0.363 0.400 0.339 0.365 0.286
ate (1.34) (1.48) (1.24) (1.37) (1.22)
ROE 1.352 *** 1.358 *** 1.357 *** 1.283 1.355
(3.23) (3.26) (3.23) (3.08) (3.42)
Year Control Control Control Control Control
c 16.644 *** 16.918 *** 16.702 *** 16.664 *** 18.166 ***
onstant (3.15) (3.34) (3.15) (3.21) (3.61)
Observations 1370 1370 1370 1370 1370
R? 0.377 0.373 0.380 0.396 0.360
F 38.36 *** 38.58 *** 38.01 *** 38.26 39.34
*p<0.1,*p<0.05 ***p <0.01. t-values are in parentheses.
Table 9. Regression results of Models (6)—(9) in middle region.
Variables (6) (7) 8) )
ESG 0.004 —0.035 0.022 —0.011
(0.04) (—0.60) (0.56) (—0.10)
0.920
Top (0.64)
—0.074
Z (—0.26)
3.642 *
Mhold (1.80)
. 1.784 *
nst (1.87)
—0.015
ESG x Top —(0.05)
0.057
ESG x Z (0.84)
—0.550
ESG x Mhold (—1.07)
0.027
ESG x Inst (0.14)
L —2.105 *** —2.207 # —2.257 *#x —1.879
v (—3.43) (—3.80) (—3.88) (=3.21)
S —0.598 *** —0.581 ** —0.575 ** —0.678 ***
1z€ (—2.63) (—2.54) (—2.56) (—3.08)
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Table 9. Cont.

Variables (6) (7) 8) )
Crowth —0.099 —0.087 —0.090 —0.109
rowt (—1.11) (—0.93) (—0.96) (—1.21)
Pa —0.044 —0.030 —0.049 —0.052
Y (—0.36) (—0.23) (—0.39) (—0.42)
Stat 0.400 0.327 0.384 0.288
ate (1.47) (1.19) (1.48) (1.22)
ROE 1.359 *** 1.354 1.281 *** 1.352 ***
(3.26) (3.22) (3.09) (3.38)
Year Control Control Control Control
c 16.884 *** 16.719 *** 16.690 *** 18.262 ***
onstant (3.35) (3.11) (3.17) (3.63)
Observations 1370 1370 1370 1370
R? 0.373 0.383 0.387 0.361
F 32.72 #** 32.38 *** 33.34 *** 33.74 ***
*p<0.1,*p<0.05 ***p <0.01. t-values are in parentheses.
Table 10. Regression results of Models (1)-(5) in western region.
Variables @ 2) 3) @ (5)
0.089 *
ESG (1.87)
0.360
T
°p (0.39)
—0.002
Z (—0.01)
0.684
Mhold 0.37)
It 1.669 **
ns (2.03)
L —1.810 *** —1.865 *** —1.876*** —1.875*** —1.684 ***
ev (=3.27) (—3.35) (—3.29) (—3.45) (—2.91)
S —0.896 *** —0.878 *** —0.870 *** —0.874 *** —0.947 ***
12¢€ (—3.10) (—2.96) (—3.06) (—2.99) (—3.36)
Crowth 0.145 0.160 0.159 0.158 0.125
rowt (1.23) (1.34) (1.33) (1.34) (1.03)
Pa 0.085 0.082 0.082 0.087 0.077
y (0.56) (0.56) (0.55) (0.60) (0.54)
S ~1.076 * —0.984 —1.015 —~1.021 ~1.126 *
tate (—1.85) (—1.54) (—1.60) (—1.64) (—1.71)
Year Control Control Control Control Control
ROE 0.433 0.443 0.447 0.441 0.460
(1.00) (1.02) (1.03) (1.04) (1.07)
c 22.359 *** 22.184 *** 22,151 *** 22.144 23.199 ***
onstant (3.69) (3.67) (3.67) (3.69) (3.94)
Observations 835 835 835 835 835
R? 0.294 0.293 0.289 0.295 0.317
F 30.37 *** 30.73 *** 30.37 *** 29.99 *** 28.80 ***

*p<0.1,*p<0.05 ***p <0.01. t-values are in parentheses.
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Table 11. Regression results of Models (6)-(9) in western region.

Variables (6) (7) 8) )
BSG 0.022 0.067 0.090 * ~0.092
(0.17) (1.04) (1.70) (—1.00)
—0.490
Top (—0.27)
—0.122
Z (—0.37)
0.772
Mhold 0.21)
st 0.070
ns (0.06)
0.212
ESG x Top (0.61)
0.027
ESG x Z (0.36)
—0.005
ESG x Mhold (—0.01)
0.439 **
ESG x Inst (2.02)
L —1.811 **+* —1.827 —1.829 *** —1.614 **
v (—3.28) (—3.23) (—3.34) (—2.76)
5 —0.895 *** —0.899 *** —0.900 *** —0.948 ***
12€ (—3.03) (-3.12) (—3.05) (—3.34)
Crowth 0.151 0.139 0.144 0.118
rowt (1.29) (1.18) (1.23) (1.01)
Pa 0.085 0.085 0.090 0.091
Y (0.56) (0.55) (0.61) (0.62)
Stat —1.043 % ~1.059 * —1.084 ~1.150
tate (—1.71) (—1.77) (—1.86) (—1.95)
Year Control Control Control Control
Const 22,465 *** 22.513 *** 22.353 *** 22311 **+*
onstant (3.69) (3.73) (3.71) (3.94)
Observations 835 835 835 835
R2 0.302 0.294 0.301 0.340
F 26.97 #++ 26.52 *** 26.63 *+* 23.76 ***

*p<0.1,*p<0.05 ***p <0.01. t-values are in parentheses.

5. Discussion

The results of our study illustrate that ESG performance influences firm value pos-

itively. One reason might be that excellent ESG performance helps alleviate corporate
financing constraints, improve operational efficiency and reduce corporate financial risk,
thereby enhancing firm value [79]. Similar to our study, Lin et al. (2021) [80], using Fin-Tech
companies in China from 2017 to 2019 as the sample, proved that good ESG performance
significantly improves firm value. Wong et al. (2021) [32] also found that ESG performance
is positively correlated with firm value. However, there is research arguing for conflicting
results. For example, the study of Buallay (2019) [81] showed that there is a negative
relationship between ESG and corporate value.

Our study also finds that executive ownership and institutional ownership both have a
significant positive impact on firm value, while ownership concentration and equity balance
do not have any effect on firm value. Regarding executive ownership, one explanation
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might be that executives are better informed about a company’s real business situation than
outside investors on the basis of information asymmetry. When the company operates in
good condition, executives will tend to increase their stake in the company and also release
signals to the outside world about the future growth of the company’s value. Therefore,
the higher the percentage of executive shareholding, the greater the value of the company.
Inconsistent with our research, the study conducted by Qi et al. (2022) [82] revealed that
the proportion of executive shareholding in petroleum and petrochemical companies is
positively but insignificantly related to firm value. For institutional ownership, it could
be explained by the fact that as the shareholding ratio increases, the rights and status that
institutional investors enjoy in corporate governance also rise. This gives institutional
investors the strength to contend with company management, increasing their motivation
to participate in corporate governance and achieving the effect of enhancing company value.
In line with us, Azmi et al. (2021) [83], taking 595 firms listed in Malaysia between 2013
and 2017 as samples, investigated the relationship between institutional ownership and
firm value and pointed out institutional ownership and firm value are positively related. In
terms of ownership concentration, the shareholding ratio of controlling shareholders is the
result of competitive selection and there is no optimal shareholding ratio applicable to every
company. Each firm chooses its shareholding in accordance with the profit-maximization
principle based on the environment in which it operates. When there are important
changes in the environment, the controlling ratio will change, but the firm’s value may
not change much. Contrary to our study, Saona and Martin’s study (2016) [84] illustrated
that ownership structure has a U-shaped effect, which means ownership concentration
initially increases the value of most firms. However, after a certain threshold, the risk
of wealth appropriation by large shareholders at the expense of minority shareholders
increases in firms with growth opportunities. Greater private gains in control for controlling
shareholders could explain why equity balance does not increase firm value. As for equity
balance, different degrees of equity balances have different effects on corporate performance.
When the degree of equity balances is low, the counterbalancing shareholders do not
fully play their governance role. Specifically, the counterbalancing shareholders do not
constrain the controlling shareholders, nor do they restrain management behavior. When
the degree of equity balances is high, shareholders bargain with each other, thus, reducing
the efficiency of decision making. Contrasting from our study, the study conducted by
Chen (2019) [85] showed that equity balance can help companies increase firm value.

Institutional ownership positively moderates the relationship between firm value
and ESG performance and executive shareholding negatively moderates the relationship
between these two, but ownership concentration and equity balance have no impact on
the relationship between firm value and ESG performance. Consistent with our study,
the study of Tuerhong (2021) [86] revealed that there is no relationship between ESG and
ownership concentration and equity balance. However, unlike the results of Tuerhong’s
study (2021) [86], in our study results, the sign of the interaction term between ESG and
institutional shareholding is positive, while the sign of the interaction term between ESG
and executive shareholding is negative.

We also tested the relationship between ESG performance and firm value in three
regions and found that ESG has a positive impact on firm value in the eastern and western
regions. One reason might be that the economic development and institutional environment
vary greatly across regions and companies in the eastern region are more willing to use ESG
to reduce the cost of environmental management and the pressure of social opinion. Since
China is in the process of shifting manufacturing to the west, the government provides
more support to the western manufacturing sector, thus, giving the western manufacturing
sector more incentive to improve their ESG performance.

Institutional ownership has a strong and positive effect on firm value in all three
regions, while both ownership concentration and equity balance have no impact on firm
value in all three regions. For executive ownership, it only influences firm value in the
middle region. In terms of institutional ownership, it can be explained by the fact that
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institutional investors, who hold more shares, are more professional and have more means
to obtain effective information and have more motivation and ability to intervene in the
governance of listed companies. Institutional investors can directly participate in the
decision-making process of the company by communicating with the management, electing
directors and supervisors, attending shareholders’ meetings and submitting shareholder
proposals, thus, increasing the value of the company. For ownership concentration and
equity balance, one of the reasons may be that China’s capital market is in the early
stage of development, the level of standardization is not high and the stock issuance
system, trading system and market regulation system are still in the process of continuous
evolution and improvement, while any change in the system may affect factors related to
equity structure and company value, thus, having an impact on the relationship between
the two. Institutional ownership positively and significantly moderates the relationship
of firm value and ESG performance in the eastern and western regions and executive
ownership only moderates the relationship between firm value and ESG performance
in the middle region, while ownership concentration and equity balance moderate the
relationship between firm value and ESG performance in all three regions. It can be
explained by the fact that higher executive ownership implies that corporate executives
are highly competent and visionary. Compared with the eastern and western regions,
the middle region has poor ESG performance and visionary executives will pay more
attention to corporate ESG development, so in the middle region, executive ownership
plays a significant negative moderating effect between ESG performance and corporate
value. For institutional ownership, ESG performance is relatively better in the eastern
and western regions, so investors are more willing to pursue the long-term interests of
enterprises, while in the central region, with a relatively poor ESG performance, corporate
investors are more concerned with the short-term interests of their companies.

6. Conclusions

Using panel data of Chinese listed manufacturing companies during 20162020, we
examine the relationship between ESG performance and firm value and the moderating
role of ownership structure between them. The main conclusions are as follows. First,
ESG performance has a positive and significant impact on firm value in the eastern and
western regions, but not in the middle region. Second, executive ownership and institu-
tional ownership have been shown to enhance firm value, while ownership concentration
and equity balance do not. Third, executive ownership and institutional ownership will
function as critical moderating factors to explain the link between ESG performance and
firm value, but ownership concentration and equity balance have no influence on the rela-
tionship between ESG performance and firm value. Additionally, institutional ownership
significantly and positively moderates the relationship between ESG and firm value in the
eastern and western regions, while executive ownership moderates the relationship only in
the eastern region.

Our research has made several theoretical contributions. First, we extend the existing ESG
and firm value studies by focusing on developing countries. We use Chinese manufacturing
listed companies from 2016-2020 to investigate the relationship between ESG performance
and firm value, thus, giving other developing countries advice and reference for ESG develop-
ment. Second, the current study also emphasizes the moderating role of ownership structure,
enriching the existing research and providing more suggestions for companies to modify
and improve their ESG performance. Finally, this research promotes manufacturing listed
companies to recognize the impact of ESG on their corporate value, thus, helping them focus
on their business philosophy and their own sustainable development.

The study provides some practical implications for corporations and government for
better improvement of firm value.

ESG performance provides a comprehensive picture of corporate responsibility and
potential for future development, so manufacturing listed companies need to continue to
focus on investing in ESG to improve their environmental protection, social responsibility
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awareness and corporate governance performance, thus, improving ESG performance. In
particular, manufacturing listed companies in the middle region should respond to the
government’s call for green production that requires manufacturing companies to improve
the production efficiency and reduce energy waste and focus more on ESG performance to
enhance corporate value.

Manufacturing listed companies need to make appropriate adjustments to equity
concentration and equity balance according to their own situation in order to enhance cor-
porate value. In addition, manufacturing listed companies should appropriately increase
the proportion of executive shareholding to reduce agency costs and provide good devel-
opment space for ESG performance. What’s more, manufacturing listed companies should
try to attract high-quality institutional investors who are concerned about the long-term
development of the company. Such institutional shareholding is more stable, has better
governance effect on the company and helps the company to deliver information about the
potential of the invested company in the capital market.

The Chinese government can improve China’s ESG disclosure system by referring to
the system structure of ESG performance in developed countries. In addition, the Chinese
government should implement corporate ESG disclosure requirements by enacting laws
and also motivate companies to disclose ESG information more actively by formulating
relevant policies.

This study still has some limitations, which can be directions for future research.
Firstly, this study only focuses on the Chinese manufacturing industry, limiting the breadth
of the research. Therefore, future research could include more countries and industries.
Secondly, despite the fact that this study investigates the moderating role of ownership
structure, there is still a substantial unexamined moderating role between ESG performance
and firm value. Therefore, scholars could pay more attention to the moderating role in
future research.
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Appendix A

Table Al. Descriptive statistics by region.

Variable (Mean) Eastern Region Middle Region Western Region
Tobin’s Q 1.951 1.841 1.957
ESG 4.084 4.014 4.046
Top 0.320 0.320 0.327
4 0.791 0.708 0.753
Mhold 0.074 0.043 0.036
Inst 0.396 0.426 0.445
Lev 0.390 0.413 0.435
Size 22.287 22.402 22.478
Growth 0.154 0.165 0.160
Pay 15.140 15.037 15.097
State 0.252 0.392 0.481

ROE 0.057 0.061 0.055
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