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Introduction: Amid growing global environmental challenges and the pursuit of sustainable development, Environmental, Social, and Governance (ESG) has become an important framework for promoting green and responsible business practices. This paper investigates how ESG-related media coverage affects the cost of equity, with a focus on how improved information transparency can influence firms’ financing outcomes.

Methods: We construct an ESG performance index using a machine learning approach, based on ESG-related news text data and the level of media attention received by listed companies. The index is calculated by evaluating the tone (positive or negative) of each firm’s annual ESG news coverage.

Results: The results reveal a significant negative correlation between corporate ESG media coverage and the cost of equity, where more positive coverage is associated with a lower financing cost. Mechanism analysis confirms that stronger ESG performance can reduce equity costs by enhancing the transparency of corporate information. Heterogeneity analysis further shows that this negative relationship is more pronounced in state-owned and large firms.

Discussion: The findings provide empirical evidence for the relationship between ESG news coverage and the cost of equity, validating this link in the context of an emerging market. These results offer new insights into how ESG engagement improves capital market efficiency and supports the broader goals of sustainable and responsible investment.
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1 Introduction

In recent years, global environmental problems, represented by extreme weather, have become increasingly obvious, offering challenges to human society. It has motivated people to put the concept of sustainable development into reality and to support economic and social development that is greener and less carbon-intensive. China, the world’s second-largest economy, is also actively pursuing sustainable development, and its 2024 report proposes a “dual-carbon” goal that promotes a green transformation of development methods and the continuous enhancement of sustainable development capacity.

Sustainable development philosophy emphasizes economic growth, environmental protection, and social justice (1–3). The concept of sustainable development, as expressed in the ESG framework, corresponds well with the global trend towards green and low-carbon development. The comprehensive indicators comprised by ESG performance also serve as a benchmark for evaluating the effectiveness of related policies. It is increasingly recognized and accepted as a crucial approach to achieving high-quality development globally. ESG performance reflects a company’s ability to manage long-term environmental, social, and governance issues and industry risks (3, 4). The number of ESG disclosures by Chinese listed companies is gradually increasing. According to the most recent CSI ESG statistics, as of April 30, 2024, more than 2,110 A-share listed businesses had published independent sustainability reports, a 16% year-on-year growth, accounting for 39% of all A-share listed companies.

This growing focus on ESG performance is not only driven by investors but also by the significant role of media attention. As an important informal institutional arrangement, media plays an agenda-setting function, reinforcing certain perceptions and generating public expectations and pressures that motivate companies to adopt ESG practices. While much of the existing ESG research has relied on ESG ratings, some scholars have also conducted research on ESG news coverage. Prior research evidence suggests that media coverage of firms’ environmental, social, and governance (ESG) incidents can affect stock prices (5, 6), firm value (7), firm risk (8, 9), and analysts’ forecasts (10), but there is a lack of empirical research on the benefits of ESG news coverage on the capital market. To fill this gap, this paper attempts to explore the following questions: In the presence of ESG investors who focus on non-financial metrics in the financial market, how does a company’s ESG disclosure affect value investors’ access to information and cost of equity?

This study investigates the correlation between the ESG news coverage and equity costs of Chinese A-share-listed companies from 2010 to 2021. We construct an ESG media performance index based on the tone of the media coverage of ESG news about listed companies. When a company actively engages in ESG practices and the media news coverage is more active and positive, the ESG media index will increase if the company receives more media attention. The findings suggest that a higher ESG media index is associated with a decrease in the expense of equity financing. Specifically, for each one standard deviation rise in the ESG media index, the average cost of equity financing decreases by 0.054%. The results remain valid following the robustness test. The mechanism test indicates that firms with high ESG news coverage can reduce their equity financing costs by improving information transparency. Heterogeneity analyses show that this effect is more pronounced in state-owned enterprises as well as in firms with large firm sizes.

This paper makes several contributions. Firstly, we construct an ESG media performance index. The majority of current ESG research concentrates on ESG rating and rating divergence discussions, while fewer studies examine the influence of news coverage on ESG performance. This paper offers additional empirical evidence for ESG research. Secondly, we construct an index of ESG performance under media coverage by analyzing millions of ESG news texts. This index is capable of providing more objective and distinctive corporate information. Thirdly, we find that ESG news coverage can decrease the cost of equity by enhancing the information environment. The findings complete the logical chain of ESG information influencing financing costs. Finally, we consider the internal conditions under which ESG information impacts financing costs and offer targeted recommendations for improving ESG’s role.



2 Hypothesis development

The cost of equity is the internal rate of return (or discount rate) on the current market value of a firm, as determined by investors based on the firm’s future cash flows (10). For investors, this rate of return is required to take on the firm’s risk in a specific market situation.

We argue that positive news coverage reduces the cost of equity for two main reasons. Firstly, good ESG performance can enhance a firm’s reputation and attract more investors, which in turn lowers the firm’s cost of equity capital (11). Positive corporate performance in environmental preservation, such as reducing carbon emissions and environmental pollution, can enhance a company’s market image (2, 12). Positive corporate performance in social responsibility, such as labor rights protection, supply chain management, and community involvement, is usually recognized by more investors and consumers (13). Good corporate governance structures, such as efficient boards of directors, transparent financial disclosure, and effective internal controls, can enhance investor confidence (14). Conversely, deficient ESG performance may lead to negative press coverage and increase the cost of financing for the firm. For example, firms may be facing public criticism and regulatory penalties as a result of environmental violations (15). Deficiencies in corporate social responsibility and issues in corporate governance, such as excessive managerial intervention or financial misconduct, can have significant adverse effects on a company’s financial condition when exposed, ultimately leading to an increase in its cost of capital (16, 17).

Secondly, positive ESG news coverage can further reduce the cost of equity by enhancing a firm’s transparency. When firms clearly report on their environmental practices, such as carbon footprint reductions, or social initiatives, like labor rights and diversity efforts, they provide investors with valuable insights that reduce perceived risks (18, 19). Transparent governance practices, including board structure and internal controls, also foster investor confidence (20). On the other hand, a lack of ESG disclosures can lead to mistrust and higher capital costs (21). Therefore, positive ESG disclosure not only enhances investor confidence, but also reduces financing costs by creating a more favorable investment environment. Therefore, we propose hypothesis 1.



Hypothesis 1: There is a negative correlation between the ESG media performance index and the cost of equity, the higher the media performance index, the lower the cost of equity.

 



3 Data and methodology


3.1 Data

We selected Chinese A-share listed companies from 2010 to 2021 for the research. The ESG news text data used in this study primarily comes from the Datago database, which includes news coverage from third-party media outlets such as financial websites (e.g., Hexun, CICC Online) and financial newspapers (e.g., China Securities Journal, Economic Reference News, People’s Daily). To ensure the comprehensiveness and representativeness of the data, we supplemented the database with manual searches and verification using the Baidu News website. Only news articles directly related to ESG issues (environmental, social, and governance) are retained. We apply natural language processing (NLP) and TF-IDF filtering techniques to extract news articles that contain highly relevant ESG keywords, such as “carbon neutrality,” “corporate social responsibility,” and “board independence.” This ensures that the news articles included in our dataset are genuinely relevant to ESG performance rather than general corporate news.

The financial data was obtained from the Wind database. We exclude firms with special treatment (ST) and financial sectors in the data as well as culling missing data and obtain a total of 13,628 firm-year observations. We conducted winsorization at the 1 and 99% levels for continuous variables to mitigate the impact of outliers and employed clustered regression in regression models. To examine the lead–lag relationship, the sample period for the equity cost indicator was set from 2011 to 2021, while the sample period for company ESG data and control variables was from 2010 to 2020.



3.2 Variables


3.2.1 The measure of cost of equity

Cost of equity is a forward-looking indicator based on expected cash flows and is not directly available (22). Following Li et al. (10), we use the price-earnings-growth model (PEG model) proposed by Easton (23) to calculate the cost of equity. The PEG model is calculated as follows:
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where [image: image] is the cost of equity calculated by the model, [image: image] is the price per share at the end of period t, [image: image] is the earnings per share forecast by analysts in period t + 1, and [image: image] is the predicted earnings per share in period t + 2.



3.2.2 ESG media index

We construct the ESG performance index based on listed companies’ ESG news text data, as well as the degree of media attention. We obtained all relevant news of listed companies from 2010 to 2021 from the Datago database, supplementing it with manual search and proofreading using the Baidu news website. The ESG media performance index was constructed using a hybrid approach that integrates TF-IDF-based text filtering with a lexicon-based sentiment classification method. ESG-related news articles were first identified using TF-IDF scores to retain highly relevant ESG content. The sentiment of each article was then computed using the Loughran and McDonald (24) financial sentiment dictionary. The firm-year ESG index was derived by aggregating sentiment scores across all firm-specific news, weighted by TF-IDF-based relevance scores. Finally, the ESG media performance index is measured by scoring ESG performance based on the tone (positive or negative) of firm i’s annual news coverage in year t. According to An et al. (25), the number of company news signifies the level of media attention. This paper considers the number of news when calculating the ESG performance index, and weights it based on the amount of news. The ESG media index ranges from −1 to 1, with closer to 1 indicating better ESG performance of these firms and closer to −1 indicating poorer ESG performance of these firms. The index differs from traditional ESG ratings in that it is based on news to gather and quantitatively analyze information about a company’s ESG performance.



3.2.3 Control variables

Following El Ghoul et al. (11) and Cook and Luo (26), we selected the following control variables: return on assets (ROA), leverage ratio (Lev), institutional ownership proportion (IO), firm size (Size), Tobin’s Q (TobinQ), book-to-market ratio (BM), revenue growth rate (Growth), and board size (Board). In the Chinese market, the selected control variables are particularly relevant due to the unique characteristics of China’s financial system, corporate governance, and regulatory environment. Chinese firms primarily rely on bank loans rather than equity financing, making profitability (ROA) and leverage (LEV) critical factors in determining financing constraints and capital costs. Institutional ownership (IO) plays an increasingly significant role, enhances corporate governance and influences market perception. Tobin’s Q and the book-to-market ratio (BM) capture firm valuation and investment attractiveness, especially in the Chinese market, where high Tobin’s Q firms (e.g., technology and renewable energy sectors) benefit from government incentives, while high BM firms (e.g., traditional manufacturing industries) face higher risk premiums due to slower ESG compliance adoption. Revenue growth rate (Growth) is another critical factor, as China’s economic transition has created volatility in high-growth firms, particularly in innovative industries, leading to fluctuations in their cost of equity. By incorporating these market-specific factors, our study ensures that the control variables effectively capture both firm-level and macroeconomic influences affecting equity financing in China. Table 1 presents the definitions of these variables.



TABLE 1 Variable definitions.
[image: Table1]



3.2.4 Model

To examine the impact of ESG media index on equity financing costs, we constructed a regression model. Concurrently, we controlled for both annual fixed effects and industry fixed effects in all regressions. The model is represented by Equation 2:

[image: image]

where [image: image] is the cost of equity of firm i in year t + 1, [image: image] is the ESG media performance index of firm i in year t, [image: image] is the control variable, and [image: image] is the random error term.





4 Empirical results


4.1 Descriptive statistics

Table 2 reports primary variable descriptive statistics. The EquityCost has an average value of 0.108, with a maximum value of 0.241 and a minimum value of 0.025. The standard deviation is 0.040, indicating significant variation among companies, and the cost of equity remains relatively high for a portion of enterprises. For ESG_index, the average is 0.372, the maximum is 0.924, the minimum is −0.588, and the standard deviation is 0.327. Control variable distribution is reasonable.



TABLE 2 Descriptive statistical results.
[image: Table2]



4.2 Baseline regression

Table 3 displays the baseline regression between the ESG media index and equity costs. Column (1) presents the univariate regression outcomes, with equity cost serving as the dependent variable. The coefficient for ESG_index is −0.031, demonstrating significance at the 5% level. Column (2) displays the findings after considering the control variables. The ESG media index coefficient is −0.054, which is statistically significant at 1%. For every 1% increase in the ESG_index, there is an average decline of 0.054% in equity costs, confirming that positive media coverage of ESG news helps reduce the cost of equity. This result confirms Hypothesis 1. Furthermore, the lead–lag relationship indicates that ESG information has a long-term effect on equity financing.



TABLE 3 Baseline regression results.
[image: Table3]



4.3 Robustness checks

The baseline results indicate that positive media coverage of ESG news helps lower the cost of equity. We conduct robustness tests in order to ensure the reliability of our results and to handle possible issues related to endogeneity, as well as the impact of bias in sample selection. We test the sensitivity of the equity cost measurement indicators, as well as Heckman two-stage tests and Propensity Score Matching (PSM) regression tests.


4.3.1 Sensitivity tests for equity cost


4.3.1.1 Limitations and implications of the PEG model

The PEG model, originally proposed by Easton (23), is widely used in empirical research to estimate the cost of equity. It is particularly useful because it relies on forward-looking earnings forecasts rather than historical data, making it more aligned with investors’ expectations. However, the PEG model has some inherent limitations: First, the model relies on analyst estimates for earnings per share (EPS) in future periods, which may be subject to bias or inaccuracies, especially in markets with limited analyst coverage. Second, the model assumes a stable earnings growth rate, which may not hold in all cases, particularly for firms in volatile industries. Third, any errors in EPS forecasts can directly impact the estimated cost of equity, potentially introducing measurement noise.

Despite these limitations, we believe the PEG model remains a valid and appropriate choice for our study, as it aligns well with prior research on the relationship between ESG factors and equity costs (10, 22). Furthermore, given our study’s focus on ESG news coverage, which influences investor perceptions and future expectations, using a forward-looking model is preferable to backward-looking alternatives, such as historical return-based methods.



4.3.1.2 Results of the sensitivity tests

To validate the robustness of our findings, we use the MPEG model calculations as an alternative variable for the cost of equity, and Equation 3 demonstrates the MPEG model calculations.

[image: image]

where [image: image] is the price per share at the end of period t, [image: image] is the dividend per share for a future period, measured using the median of the company’s dividend payout ratio over the past 3 years, [image: image] is the earnings per share forecast by analysts in period t + 1, and [image: image] is the predicted earnings per share in period t + 2.

Table 4 presents the results of the sensitivity tests. The results obtained using the MPEG model remain consistent with those derived from the PEG model. The coefficient of the ESG media index remains negative and statistically significant across both models, confirming that positive ESG news coverage is associated with a lower cost of equity. The magnitude of the effect is slightly larger in the MPEG model (−0.064) compared to the PEG model (−0.054), which aligns with expectations since the MPEG model accounts for the impact of dividends on investor valuation. The statistical significance of the results (at the 1% level) further reinforces the robustness of our findings.



TABLE 4 Sensitivity tests for cost of equity.
[image: Table4]




4.3.2 Sample selection bias

Furthermore, we conducted robustness checks using Heckman two-stage tests and PSM regression. The results are displayed in Table 5. Column (1)–(2) report the results of Heckman two-stage regression. In the first stage, Inverse Mills Ratio (IMR) is calculated and the variable is controlled in the second stage. The results show a negative and significant relationship between the ESG media index and cost of equity. Column (3)–(4) report the results of the PSM regression. We first conducted a regression analysis to examine the relationship between the ESG_index and the control variables. Additionally, we calculated propensity scores for each variable. Based on these scores, we paired the control and treatment groups using 1:1 closest neighbor matching without replacement and matched 4,191 samples using EquityCost. Column (3) indicate that the PSM approach operates since the experimental and control groups have balanced control variables. The coefficient for the ESG_index in Column (4) is −0.049, indicating a negative association at the 1% significance level. The results are consistent with the baseline regression analysis, indicating that there was no sample selection bias.



TABLE 5 Results from Heckman two-stage test and PSM regression.
[image: Table5]





5 Further analysis


5.1 Mechanism test


5.1.1 The impact of media attention in the mechanism test

In our previous regression analysis, we confirmed that there is a negative association between the ESG media index and equity costs. This section will examine how the ESG coverage affects equity costs. Media attention plays a crucial role in reducing information asymmetry. Information asymmetry refers to the disparity of information between firms and their investors or other stakeholders, which can lead to market inefficiencies and increased capital costs. When the media extensively covers a firm’s operations, governance, and strategic decisions, it enhances information transparency, allowing investors to better understand the firm’s true state, thereby reducing information asymmetry (27). Additionally, media attention helps improve a firm’s public image and reputation, further reducing uncertainty for market participants (28). Particularly in the context of ESG issues, positive media coverage can significantly enhance the firm’s credibility and transparency in the eyes of the public, thereby reducing uncertainties surrounding the firm’s long-term prospects and risks and lowering the cost of equity financing (29, 30). For example, media coverage focusing on a firm’s ESG performance not only compensates for the limitations of official ESG ratings but also aids external stakeholders in accessing more comprehensive and timely information about the company (31). Recent studies indicate that social media and news platforms have also increasingly played a significant role in disseminating corporate ESG performance and financial information. The broad reach and speed of information dissemination on these platforms have further amplified transparency, thereby reducing information asymmetry (32). Therefore, media attention has a significant impact on reducing information asymmetry, enabling investors to make more informed decisions by providing them with greater access to information.

Furthermore, previous studies suggest that effective corporate governance, especially comprehensive information disclosure, can mitigate agency conflicts and information asymmetry between management and investors, lowering capital costs (33–35). Information asymmetry constrains investor trading behavior, but detailed disclosure improves stock liquidity (33, 36). High stock liquidity often lowers company financing costs. The media helps investors, shareholders, and other stakeholders in making decisions by disseminating critical information such as firm financial data, management decisions, and strategy (28). Increased transparency of information helps to reduce information asymmetry, improving the operational efficiency of markets (27, 37). Therefore, we suggest that disclosure of ESG information improves transparency and reduces the cost of equity for firms. Information asymmetry is identified as a key influencing mechanism.



5.1.2 Results of the mechanism test

To empirically test this mechanism, we conducted a two-stage regression analysis. In the first stage, we regressed ESG_index on information asymmetry (ASY). We construct an indicator of information asymmetry (ASY) using the liquidity indicator (LR) (38), the illiquidity ratio (ILLIQ) (39), and the earnings reversal indicator (GAM) (40). Detailed calculations are given in Appendix A. In this stage, ESG news coverage was included as the key explanatory variable to examine its impact on reducing information asymmetry. The regression model is shown as Equation 4.

[image: image]

where [image: image] represents the level of information asymmetry in year t + 1, measured by liquidity and earnings reversal indicators. [image: image] is the ESG media performance index for firm 𝑖 in year 𝑡.

In the second stage, we regressed information asymmetry (ASY) on the cost of equity (EquityCost) to analyze how changes in information asymmetry influence a firm’s equity financing costs. This two-stage approach allowed us to isolate the effect of media attention on information asymmetry, and subsequently, assess its indirect impact on the cost of equity. By examining the relationship between ESG news coverage, information asymmetry, and equity costs, we were able to identify the underlying mechanism through which media attention reduces financing costs. The regression model is shown as Equation 5.
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where [image: image] is the cost of equity of firm i in year t + 1, [image: image] represents the level of information asymmetry in year t.

Table 6 shows the mechanism test results. Column (1) shows the ESG media index and information asymmetry (ASY) regression results. The ESG_index coefficient is −0.044, significant at 1%, demonstrating that firm information asymmetry decreases with ESG media index. Column (2) investigates the correlation between information asymmetry and equity cost. The findings indicate that the ASY is 0.073, significant at 1%. ESG information improves the firm’s information environment and reduces information asymmetry, lowering financing costs.



TABLE 6 Results of mechanism tests.
[image: Table6]




5.2 Heterogeneity analysis

State-owned enterprises (SOEs) are crucial for China’s economic development, especially in key and critical sectors. They also represent the government in providing goods and services that private enterprises are unable or unwilling to offer. Generally, SOEs are defined by their substantial asset sizes, robust operational continuity, and strong ability to repay debts. SOEs have a comparative advantage in financing compared to non-SOEs. They have easier access to lower-cost financing with longer repayment periods.

Based on ownership, we divide the sample into SOE and non-SOE groups. Columns (1)–(2) of Table 7 report the impact of differences in ownership type. The SOE group’s ESG_index coefficient is −0.065, significant at 1%. The coefficient for the non-SOE group is −0.013, which is not significant. The results of these studies suggest that ESG media coverage is significant for state-owned enterprises. Therefore, changes in ESG media indices reinforce the positive image of SOEs and have a greater impact on reducing the cost of equity. ESG information complements nonfinancial information, provides creditors with greater insight, and reduces the cost of equity.



TABLE 7 The effect of ownership type.
[image: Table7]

Furthermore, firm size tends to be an important factor affecting the cost of corporate finance. Large firms tend to have a scale effect and are able to obtain funds at a lower cost of capital, whereas small firms tend to demand a higher rate of return from creditors as well as investors due to the limitations of firm size. We divide the sample into large and small firm groups based on the median firm size per year. Columns (3)–(4) of Table 7 demonstrate the effect of differences in firm size on the cost of equity. The results show that the coefficient on ESG_index for the large firm group is −0.078, which is significant at the 1% level. The coefficient of −0.027 for the small firm group is significant at the 10% level. The results show that positive ESG news coverage has a more significant effect on reducing the cost of capital in large firms. There are several reasons why the impact of ESG performance is more significant for large firms. First, large firms often have more established reputations and greater access to capital markets, making them more susceptible to investor perceptions regarding ESG factors (41). Additionally, large firms are more likely to be scrutinized by institutional investors who place greater emphasis on ESG performance when making investment decisions (42). Finally, large firms have the resources to implement and report comprehensive ESG strategies, which can further enhance their credibility and appeal to sustainability-conscious investors (16).




6 Discussion

Our findings confirm that the ESG media index plays a critical role in shaping corporate financing conditions by improving transparency and investor confidence. To ensure that this relationship is not driven by other firm characteristics, we control for ROA, leverage, firm size, Tobin Q and other variables, following previous literature (43). These controls allow us to better isolate the impact of ESG media coverage on equity costs, reinforcing the robustness of our findings. Even after controlling for these factors, ESG media coverage remains a significant determinant of financing conditions, influencing firms’ risk perception and cost of capital. Firms with greater ESG index are perceived as less risky, leading to lower risk premiums and improved access to capital. This effect is particularly pronounced in firms with stronger governance mechanisms, such as those with larger boards, where enhanced oversight amplifies ESG effectiveness. Similarly, firms with higher market valuations (Tobin’s Q) and lower book-to-market ratios benefit more from ESG transparency, as their valuations rely more on investor sentiment. Moreover, state-owned enterprises (SOEs) experience greater reductions in financing costs through ESG media coverage, likely due to institutional credibility and stronger regulatory oversight. Conversely, while high profitability, revenue growth, and leverage are typically associated with higher equity costs, ESG transparency helps mitigate these concerns by reinforcing financial stability and credibility. These findings highlight ESG transparency as not only a governance mechanism but also a strategic financial asset that enhances market confidence and lowers financing costs.

A key mechanism through which ESG media coverage reduces the cost of equity is enhancing corporate transparency and mitigating information asymmetry. Firms with strong ESG transparency provide more reliable and accessible information, reducing uncertainty and strengthening investor confidence, which aligns with prior research on disclosure and capital costs (33–35). Additionally, ESG transparency improves market liquidity, as greater disclosure attracts investors, lowers transaction costs, and reduces price volatility, facilitating equity financing. In contrast, firms with weaker ESG communication face higher risk premiums and lower investor appeal due to reduced liquidity and greater price fluctuations. These findings underscore ESG transparency as not just a governance tool but a key determinant of financial stability and valuation, reinforcing its increasing importance in investment decisions (36).

To ensure the robustness of our findings, we conducted sensitivity analysis and selection bias tests, confirming that the observed effect of ESG media coverage on reducing the cost of equity is not driven by model specifications or sample selection. When we replaced the PEG model with the MPEG model, the results remained consistent, indicating that our findings hold regardless of the cost of equity estimation method. Additionally, to address potential selection bias—where firms with greater ESG media coverage may inherently possess better governance or financial health—we employed the Heckman two-stage model and Propensity Score Matching (44). Both approaches reaffirm that ESG transparency remains significantly associated with lower equity costs, reinforcing the validity of our conclusions. Further analysis reveals that the benefits of ESG media coverage in reducing financing costs are more pronounced in state-owned enterprises (SOEs) and large firms, suggesting that firms with greater investor scrutiny and institutional credibility gain more from ESG transparency. These findings emphasize that ESG disclosure is a robust determinant of equity financing costs across different firm types and market conditions.



7 Conclusion

This paper examines the impact of ESG news coverage on the cost of capital. As a key informal institutional mechanism, the media plays an agenda-setting role, shaping public perceptions and generating expectations that drive companies to adopt ESG practices. According to stakeholder theory, companies engaged in ESG activities enhance their ability to manage environmental, social, reputational, operational, and regulatory risks, which in turn helps reduce their equity costs.

The results demonstrate that companies with more positive ESG media coverage (higher ESG media index) have a lower cost of equity. This finding remains applicable even after conducting sensitivity tests and robustness checks. Mechanism tests suggest that ESG news coverage reduces financing costs by improving the information environment and decreasing information asymmetry. Heterogeneity tests indicate that this effect is more pronounced in government-owned and large firms. Firms that take part in ESG construction can reinforce their public image, build their reputational capital, and lower their financing costs. This research expands our understanding of the factors affecting equity costs and complements studies on the impact of corporate participation in ESG governance. It contributes to promoting a correct understanding and better construction of ESG in enterprises.

Based on the findings of this study, the following policy recommendations can be made to lower corporate financing costs through improved ESG practices. First, policymakers should strengthen ESG disclosure regulations to enhance information transparency and reduce information asymmetry. Second, media outlets should be encouraged to highlight positive ESG practices and be incentivized to promote accurate and impactful ESG reporting. Third, firms should enhance their corporate governance structures by integrating ESG principles into their operations, with a particular focus on the establishment of sustainability committees and mechanisms for executive accountability. Finally, firms and policymakers should collaborate to advance green innovation and investment, aligning corporate strategies with environmental sustainability goals to effectively reduce financing costs and achieve a dual benefit of financial and societal value.

This study provides empirical evidence supporting the relationship between ESG news coverage and the cost of equity, validating this link within the context of emerging market. Future research could extend this analysis to developed markets, such as the US and European stock market, to examine whether similar relationships hold under different institutional settings. Additionally, as ESG regulations and media influence evolve, future studies could explore how this relationship changes over time and across different economic cycles.
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Appendix A. Information asymmetry construction method

We construct an indicator of information asymmetry (ASY) using the liquidity indicator (LR) (38), the illiquidity ratio (ILLIQ) (39), and the earnings reversal indicator (GAM) (40).

Firstly, the illiquidity ratio indicator (LR) is calculated as shown in Equation A1:

[image: image]

where [image: image] is the stock return of firm i on the k-th trading day in year t, [image: image] is the trading volume of firm i on the k-th trading day in year t, and [image: image] is the number of trading days.

Secondly, we calculate the liquidity ratio. A higher ILLIQ suggests more company information asymmetry. Specifically, the calculation of the ILLIQ is outlined in Equation A2:

[image: image]

where [image: image] is the stock return of firm i on the k-th trading day in year t, [image: image] is the trading volume of firm i on the k-th trading day in year t, and [image: image] is the number of trading days.

Finally, the earnings reversal indicator (GAM) is calculated to measure stock market liquidity as shown in Equations A3–A5.

[image: image]

where [image: image] is estimated from Equation A4, [image: image] is the excess return.

[image: image]

where [image: image], is calculated from Equation A5:

[image: image]

where [image: image] is the market return weighted by market capitalization outstanding.

The principal component analysis (PCA) was used to fit the information asymmetry indicator to the variables IR, ILLIQ, and GAM. The ASY consisted of the asymmetric information elements present in all three components.
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