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Local Government Officials’ Environmental Assessment Incentives
With ESG Performance of Listed Companies

SHI Fan', WANG Ke-ming’

(1. School of Management, Fudan University, Shanghai 200433, China;

2. School of Business/ Center for Accounting, Finance and Institutions, Sun Yat-sen University, Guangzhou 510275, China)

Summary: The Central Committee of the Communist Party of China’s Organization Department issued the Notice on
Improving the Performance Appraisal of Local Party and Government Leadership Teams and Leading Cadres (hereinafter
referred to as the Notice) on December 6, 2013, which emphasizes that ‘high-quality, effective and sustainable economic
development’  should be taken as an essential element in the assessment of government officials, while increasing the
weight of indicators such as resource consumption and environmental protection. The release of the Notice marks the
change of the performance assessment system of local government officials from the view of ‘GDP only’ to a view of
achievements focusing on environmental protection and advocating sustainable and high - quality development. In this
context, this paper examines the impact of environmental assessment incentives for local government officials on the ESG
performance of listed companies. This paper finds that after the release of the Notice, as environmental protection indicators
have become an important factor affecting the promotion of officials, local officials have the incentive to transfer their
political goals and social tasks to enterprises as important polluters in their jurisdiction. Companies in areas with serious
environmental problems will receive more regulatory attention and be more likely to receive inquiries and be punished by
regulators. Therefore, companies will accordingly improve their ESG performance to reduce their regulatory risks, which
also caters to the demand of local government officials to achieve environmental assessment indicators. It is found that the
greater the pressure of environmental assessment on local government officials with the weight of environmental protection
indicators in the political performance assessment system has been increased after the issuance of the policy, the better the
ESG performance of companies in the jurisdiction. That means the environmental protection assessment system for local
government officials significantly improves the ESG performance of listed companies. The enhancement effect is more
significant in areas with higher level of economic development, state - owned enterprises, firms with executives having
political ties, and firms with more government subsidies. The findings suggest that official assessment incentive is an
effective way to promote high - quality and sustainable development of listed companies. This paper enriches relevant
research on economic consequences of local government officials’  environmental protection assessment system and
influencing factors of listed companies’ ESG performance. The conclusion of this paper has important implications for
improving the sustainable development ability of listed companies and realizing the sustainable development of China’ s
economy.

Key words: local government officials * environmental assessment incentives; ESG performance of listed companies;

government performance assessment; listed companies
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