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ESG Performance and Corporate Financial
Performance: Empirical Evidence from
Chinese Listed Companies

Abstract:

Yiyang Lu This study examines the relationship between ESG

performance and financial outcomes among Chinese

financial firms in the CSI 300 Index. Using ESG scores

St i and financial data to analyze whether higher ESG ratings

Corresponding Author: sz correla.te with improved profitability (ROA) and market

wayne775533@outlook.cgm valuation (Tobin’s Q). Results reveal a weak linear
correlation (ROA: r = 0.076; Tobin’s Q: r = 0.121),
suggesting limited immediate financial impact. The most
striking revelation is the apparent threshold effect in ESG
performance. However, a threshold effect emerges: firms
with ESG scores above the median (89.9) show 28%
higher ROA (p = 0.023), indicating that substantial ESG
commitments may enhance profitability. The extreme
volatility in Tobin’s Q values also hints that market
perceptions of ESG value may be inconsistent or influenced
by broader market sentiment. The findings suggest
ESG benefits in China’s financial sector are non-linear,
concentrated among top performers, and overshadowed
by traditional financial drivers. For practitioners, these
results imply that financial institutions should prioritize
substantial, strategic ESG integration rather than
incremental improvements to realize meaningful financial
benefits.
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1. Introduction gained global traction as stakeholders increasingly

prioritize non-financial value creation. Prior ESG-
The ESG principle is a framework system includ-  CFP studies predominantly focus on manufacturing/
ing environmental (E), social (S), and governance energy sectors, while financial firms’ leverage-driven
(G) factors. ESG is usually a standard and strategy  bysiness models may reverse traditional ESG value
used by investors to evaluate corporate behavior and  pathways.

future financial performance [1].This paradigm has Against the backdrop of sustainable development,



ESG factors have emerged as a core dimension of corpo-
rate strategy. While extensive research has examined the
economic impact of ESG, its relationship with corporate
financial performance (CFP) remains contentious. Clar-
ifying this linkage is critical for investor decision-mak-
ing, policy implication, and corporate risk management,
making it vital for both finance and corporate governance
research. research has been so plentiful that several meta
studies] have summarized the results of over 1,000 re-
search reports and found that the correlation between
ESG characteristics and financial performance was incon-
clusive: The existing literature found positive, negative,
and nonexistent correlations between ESG and financial
performance, although the majority of researchers found a
positive correlation[2]. Some consider ESG performance
exhibits a statistically significant positive correlation
with CFP: Supported by at least 2200 empirical ESG—
CFP studies exist, approximately 90% of studies find a
nonnegative ESG—CFP relation, of which 47.9% in vote-
count studies and 62.6% in meta-analyses yield positive
findings with a central average correlation level in studies
of around 0.15[3]. Besides that, it is also possible for the
correlation to be vague: The impact of ESG on CFP is still
changeable. They found that ESG has a convex relation-
ship in one industry and a concave one in the other. Also,
its impact on CFP varied with CFP measures with, always,
a nonlinear relationship (either concave or convex)[4].
However, there is also recognition of the correlation to be
negative in some industries: Thus, investment in ESG is
perceived as a value creating by the financial markets at
a lower level of investment, but it becomes a destroying
activity as the level of ESG investment increases at the
second stage, implying that the costs of being socially
responsible are greater than the benefits the company can
get. The threshold level of ESG score is 59.63, which is
far greater than the current average of 41.54 in this sector,
which means that firms are not currently benefiting from
ESG investment[5].

This study examines whether better ESG performance
leads to higher profitability for financial companies in
China’s CSI 300. This project focuses on banks, securities
firms, and insurance companies from the CSI 300. Using
ESG scores from Shanghai Huazheng Index Information
Service and financial data from Sina Finance and Royal
Flush, testing two main questions: (1) Do companies with
higher ESG ratings have better financial results? (2) Does
long-term ESG investment pay off? Financial institutions
are particularly important for ESG research because their
business decisions can significantly impact society. For
example, banks that fund environmentally harmful proj-
ects may face future risks and negative externalities, while
those supporting green initiatives could gain advantages
as well as positive externalities and social fame. However,
few studies have specifically analyzed this sector in Chi-
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This study employs descriptive analysis, correlation anal-
ysis, and group t-tests to examine the relationship between
ESG performance and financial outcomes for financial
institutions in the CSI 300 Index. The methodology first
calculates Pearson correlation coefficients between ESG
scores and ROA and Tobin’s Q, establishing whether sys-
tematic relationships exist. Subsequently, financial firms
are divided into high-ESG and low-ESG groups based on
the median, with independent samples t-tests comparing
their financial performance while controlling for funda-
mental differences in size and leverage. This examination
of profitability specifically addresses both aspects of this
research questions by using ROA as the primary metric
for assessing ‘better financial results’ and Tobin’s Q as the
market-based indicator of long-term value creation from
ESG investment. ROA captures the operational efficiency
dimension of profitability that would reflect immediate
financial improvements, while Tobin’s Q represents how
investors value the future payoff of current ESG invest-
ments. This dual approach allows us to evaluate both
short-term financial outcomes and the market’s percep-
tion of long-term ESG payoff simultaneously, providing
a comprehensive view of how ESG factors influence
financial performance across different time horizons in
China’s financial sector. As a comprehensive concept of
sustainable development, ESG can be integrated into the
internationalization strategy of manufacturing enterprises.
By enhancing long-term profitability, promoting R&D in-
novation, strengthening international presence, unlocking
growth potential, and expanding corporate scale, it further
elevates enterprises’ international competitiveness, im-
proves their position in the global market, and creates new
opportunities for their international development[6]. This
approach would provide clear evidence about whether and
how ESG factors influence profitability in China’s finan-
cial sector, offering practical insights for both investors
and bank managers evaluating sustainability initiatives.

2. Methodology

2.1 Sample Selection

The study utilizes data from multiple authoritative sourc-
es: (1) Shanghai Huazheng Index Information Service
ESG ratings for corporate sustainability performance
evaluation, (2) Hithink RoyalFlush Information Network
for accounting-based financial indicators (ROA), and (3)
Sina Finance for market-based metrics (Tobin’s Q). The
observation data is from immediate update on 2025.5. The
initial sample comprises all financial constituent stocks
of the CSI 300 Index, yet excluding: (a) firms undergoing
special treatment (ST/*ST designation), (b) companies
with missing ESG, and (c) financial institutions due to
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their distinct capital structures. After filtrating, the final
sample contains 49 listed companies, representing all the
finance related corporations included in CSI 300.

The ESG rating methodology of Sino-Securities Index
diversify institutions to rank AAA to CCC (AAA for the
highest with ESG score >=95, lowest C for score <=60).
For the 49 firms selected, all of them got ESG score above
rank B (lowest score 70.6 for CINDA SECURITIES

CO., LTD), and the highest rank is AAA score 100.0 (for
Shanghai Pudong Development Bank).

The variables for researching the correlation between
ESG performance and corporate finance performance and
calculation method of each identical variable can be seen
in Table 1.

2.2 Variables

Table 1. Variables

Variable types Variable Names Calculation Method
Explanatory Variables ESG Scores Sino-Securities Index Methodology (C-AAA)
ROA (Return on Assets) net income divided by total assets
Dependent Variables (CFP Proxies) Tobin’s Q firm’s market value (equity + debt) to the replacement cost of its
total assets
. Industry Categorized by CSRC
Control Variables
Size natural logarithm of total assets
2.3 Descriptive analysis
Table 2. Data
ROA Tobin’s Q ESG
Average 2.69102 Average 4958.644 Average 89.6098
Standard Error 0.188443 Standard Error 2437.361 Standard Error 0.954428
Median 247 Median 1292.91 Median 89.9
Mode 2.27 Mode #N/A Mode 91.7
Standard Deviation 1.319104 Standard Deviation 17061.53 Standard Deviation 6.680996
Variance 1.740034 Variance 2.91E+08 Variance 44.6357
Kurtosis 1.814296 Kurtosis 44.44669 Kurtosis 1.105439
Skewness 1.236194 Skewness 6.547824 Skewness -0.91251
Region 5.82 Region 119205.6 Region 29.4
Minimum 0.86 Minimum 94.37 Minimum 70.6
Maximum 6.68 Maximum 119300 Maximum 100
Sum 131.86 Sum 242973.6 Sum 4390.88
Sample Size 49 Sample Size 49 Sample Size 49

2.3.1 Correlation Analysis

In table 2, pearson’s r of ROA and ESG score: 0.075574
Pearson’s r of Tobin’s Q and ESG score: 0.121439

The analysis reveals a very weak positive correlation
between ESG scores and ROA (Pearson’s r = 0.076), sug-
gesting that improved ESG performance does not current-
ly translate into significantly higher short-term profitabili-
ty for these financial institutions. This limited relationship
may reflect either the long-term nature of ESG investment

payoffs or the dominant influence of traditional financial
drivers like interest rate policies and risk management
practices. Similarly, the slightly stronger but still modest
correlation between ESG scores and Tobin’s Q (r = 0.121)
indicates that better ESG performance is associated with
marginally higher market valuations, though the effect
remains economically small. These findings imply that
while ESG factors may contribute to financial perfor-
mance, their impact appears secondary to conventional
financial metrics in the current market environment.



2.3.2 T-Test

Between high ESG group and low ESG group(medium
89.9, rank A): 0.022822

The t-test results reveal a statistically significant differ-
ence in ROA between financial institutions with high
versus low ESG performance. With the median ESG score
of 89.9 serving as the cutoff point (corresponding to an
‘A’ rating tier), the analysis demonstrates that firms in the
high ESG group exhibit superior profitability compared
to their low-ESG counterparts, as measured by return on
assets.

This finding persists despite the earlier correlation analy-
sis showing only weak linear relationships between ESG
and financial metrics, suggesting that while incremental
ESG improvements may have limited financial impact,
achieving substantive ESG leadership (top-tier ratings)
could provide a competitive advantage in operational
performance. The results imply a potential threshold ef-
fect where ESG efforts need to reach a certain level of
maturity or comprehensiveness before translating into
measurable financial benefits, particularly in the financial
services sector.

3.Results

The analysis reveals several important findings regarding
the relationship between ESG performance and financial
outcomes among China’s CSI 300 financial institutions.
These results provide insights that illustrates an unex-
pected reationship between ESG rating and firms’ perfor-
mance.

3.1 Descriptive Statistics

Traditional Chinese ethics offer a comprehensive guide to
one’s interactions with nature and society. Chinese philos-
ophies such as Confucianism and Taoism attempt to find
a balance between doing what is right and seeking profit.
They hold that even when engaged in business, morality
is important, and it can teach us how to gain wealth in a
morally justifiable way[7]. The descriptive statistics paint
a picture of China’s elite financial sector, where ESG
performance is notably strong compared to global bench-
marks. The ESG scores demonstrate a right-skewed dis-
tribution (skewness = -0.91), with most firms gathered in
the upper range (mean = 89.61, min = 70.6, max = 100),
indicating superior ESG performance among these Chi-
nese elite firms. The financial performance metrics reveal
two distinct stories: ROA shows relatively stable disper-
sion (mean = 2.69%, SD = 1.32), while Tobin’s Q exhibits
extreme volatility (mean = 4958.64, SD = 17061.53). This
opposition reflects both the operational consistency of
China’s financial institutions and the speculative nature of
their market valuations during the study period.
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3.2 Correlation Analysis

The correlation analysis yields surprising results that cau-
tious interpretation is required for firms to alternate future
development policies. While conventional wisdom sug-
gests strong positive ESG-CFP relationships, the Pearson
coefficients tell a different story. The ESG-ROA correla-
tion (r = 0.076) and ESG-Tobin’s Q correlation (r = 0.121)
are both statistically insignificant (p > 0.1), challenging
the existing research which shows positive correlation
between firm performance and ESG score: Theoretical
expectations for the ESGP-CFP relationship suggest a null
to modestly positive link. A systematic review of 21 me-
ta-analytical studies supports the theoretical expectations,
on the whole finding a positive, statistically significant but
economically modest relationship[8]. This finding aligns
partially with Naimy et al.’s (2021) threshold theory,
which refers to the concept that there is a specific point
at which a stimulus becomes strong enough to elicit a re-
sponse. In psychology, it suggests that there is a threshold
level of stimulation required for a reaction to occur, akin
to the “straw that broke the camel’s back” analogy [9],
suggesting financial institutions may face different ESG
dynamics than industrial firms. The weak correlations
imply that in China’s financial sector, ESG factors may be
overshadowed by more immediate concerns like interest
rate policies, regulatory changes, and risk management
practices. However, the slightly stronger market-based
correlation hints that investors may be beginning to price
ESG factors into valuations temporarily.

3.3 Group Comparison Results

The group comparison analysis reveals what the cor-
relation analysis obscures - a threshold effect in ESG
performance. When dividing the sample at the median
ESG score of 89.9 (A-rating threshold), clear differences
emerge. High-ESG firms demonstrate 28% higher average
ROA (3.02% to 2.36%, t = 2.28, p = 0.023), an economi-
cally significant difference. The positive relation between
ROA and ESG score does not only appears in financial
sector, and even shows more obviously: De Lucia et al.
(2020) investigate a sample of 1038 public companies of
22 European countries from 2018 to 2019 and they find a
positive association between ESG variables and the finan-
cial performance (ROE and ROA)[10]. This finding sup-
ports the convex relationship hypothesis proposed in prior
research, where ESG benefits only manifest after crossing
critical thresholds. The magnitude of this difference sug-
gests that for financial institutions, ESG excellence may
contribute to operational efficiency. The results also imply
that marginal ESG improvements below the threshold
may yield limited financial benefits, explaining the weak
correlation coefficients observed earlier.
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4. Conclusion

This study set out to examine the relationship between
ESG performance and financial outcomes among China’s
premier financial institutions, filling an important gap in
the ESG study that has traditionally focused on all but
vague sectors. The findings present a complex picture that
both confirms and challenges existing paradigms in ESG
research.

The most striking revelation is the apparent threshold ef-
fect in ESG performance. While the financial sector shows
weak overall correlations between ESG scores and finan-
cial metrics, achieving top-tier ESG status (A-rating or
above) appears associated with substantially better opera-
tional performance. This suggests that for financial insti-
tutions, ESG investments may need to reach critical level
before generating measurable returns, contrasting with the
more linear relationships found in industrial sectors. The
28% ROA advantage for high-ESG firms indicates that
comprehensive ESG integration can enhance profitability,
likely through multiple pathways including regulatory
advantage in China’s evolving green finance landscape,
premium pricing power for sustainable financial products,
and reduced reputational risk in a sector particularly vul-
nerable to public trust crises.

The weak but positive market valuation correlation (ESG
and Tobin’s Q) suggests investors are beginning to recog-
nize ESG value in financial firms, though this recognition
remains tentative. This is matched with emerging market
characteristics where traditional financial metrics still
dominate valuation models, but ESG factors are gradually
gaining relevance. The extreme volatility in Tobin’s Q val-
ues also hints that market perceptions of ESG value may
be inconsistent or influenced by broader market sentiment.
From a practical standpoint, these findings carry sig-
nificant implications for both corporate strategists and
investment professionals. Financial institutions should
view ESG not as a compliance exercise but as a strategic
differentiator, with particular emphasis on crossing criti-
cal rating thresholds that generate financial benefits. The
results suggest that skimpy ESG efforts may yield limited
returns, while comprehensive programs can enhance both
profitability and competitive positioning. For investors,
the threshold effect implies that simple ESG screening
may be less effective than identifying firms that have
achieved genuine ESG leadership within their sector.
Several limitations qualify these conclusions. The exclu-
sive focus on CSI 300 constituents means findings may
not generalize to smaller financial institutions. The study
period’s particular market conditions - including China’s
post-pandemic recovery and evolving ESG regulatory
framework - may limit temporal generalizability. Addi-
tionally, the financial sector’s unique characteristics (high
leverage, regulatory intensity) suggest these findings may
not translate directly to other industries.

Future studies could examine whether the threshold effect
persists across market cycles. Comparative studies across
jurisdictions could reveal how regulatory environments
influence ESG-CFP relationships in finance. Most impor-
tantly, qualitative research is needed to uncover the specif-
ic mechanisms through which top-tier ESG performance
enhances financial outcomes in this sector - whether
through operational efficiencies, talent attraction, regula-
tory benefits, or other pathways.

Ultimately, this study contributes to the evolving under-
standing of ESG value creation by demonstrating that the
financial sector follows different dynamics than industrial
firms, with benefits concentrated among true ESG leaders
in finance sector in China.
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