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The Way to Sustainability: ESG Practices and Corporate Innovation

Yao Shujie' Jiang Yichi®
(1. Li Anmin Institute of Economic Research, Liaoning University , Shenyang 110136, P.R.China;
2. School of Economics and Business Administration, Chongqing University, Chongqing 400044, P.R.China)

Abstract: ESG becomes an important dimension for evaluating the sustainable development and
long-term investment value of listed companies. According to the statistics of China ESG
Development White Paper 2021, the disclosure of ESG reports by Chinese listed companies has
increased from 371 in 2009 to 1,121 in 2021, indicating a growing awareness of the ESG concept
among these companies. Corporate innovation exerts a key role in shaping and transforming the
global competitive landscape. Strengthening the fundamental innovation capabilities of enterprises is
of great significance in improving China’ s innovation development system and promoting high-
quality economic growth. Therefore, this study aims to establish a relationship between the level of
ESG practices among Chinese listed companies and corporate innovation so as to provide new
insights to enhance the sustainable development capabilities of Chinese listed companies.

This study focuses on Chinese listed companies in Shanghai and Shenzhen from 2008 to 2021.
Corporate innovation is measured from two perspectives: the number of invention patent applications
and utility model patent applications. The level of ESG practices is assessed based on the data of A-
share listed companies obtained from the China Research Data Service Platform (CNRDS). The
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research examines the impact and mechanisms of ESG practices on corporate innovation. The
findings indicate that active engagement in ESG practices by listed companies promotes corporate
innovation by enhancing the acquisition of corporate social capital, improving managerial foresight,
and alleviating financing constraints. Moreover, external media attention and product market
competitive pressures are found to positively moderate the relationship between ESG practices and
corporate innovation. In addition, ESG practices enhance the quality of corporate innovation and
increase firm value through their interaction with innovation activities.

The marginal contributions of this paper are as follows: First, previous studies have mainly
examined corporate innovation behavior from single perspective, such as environmental governance,
corporate social responsibility, or corporate governance. In contrast, this paper explores the
mechanism that ESG affects corporate innovation, thereby complementing the existing literature on
the impact of ESG as a new development concept on corporate innovation behavior. Second, by
linking ESG practices with corporate innovation, a long-term competitive investment decision, this
study enriches the literature on the economic results of ESG practices and provides a more
comprehensive understanding on the significant influence of ESG practices on corporate sustainable
development. Third, through the complementary examination of external governance mechanisms,
this research effectively identifies the conditions under which ESG practices influence corporate
innovation and provides empirical insights into optimizing corporate external governance to promote
innovation upgrading. Moreover, by examining the economic results of corporate innovation, this
study highlights that ESG practices can enhance market value through corporate innovation, resulting
in a mutually beneficial situation for both corporate value and social value.

This paper presents micro-level evidence to support the continued deepening of corporate ESG
practices to achieve sustainable development of listed companies. Given the critical period of
unprecedented changes in China, it is crucial to attach importance to the role of ESG as a new
development concept in influencing corporate business decisions and resource allocation efficiency.
This requires continuous motivation for listed companies to actively engage in innovation and
upgrading to achieve sustainable development.

Keywords: ESG practices; Corporate innovation; Social capital; Myopia behavior; Financing constraints
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