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This study examines the association between firms’ Environmental, Social, and
Governance (ESG) performance and related-party transactions and further investigates
whether green bonds exert a governance moderating effect. The empirical results show
that, regardless of whether ESG performance is measured using ESG scores or ratings,
firms’ ESG performance is positively and significantly associated with both the
likelihood and the magnitude of related-party transactions. These findings remain
robust after controlling for lagged ESG measures to mitigate potential endogeneity
concerns, suggesting that higher ESG performance does not necessarily restrain
related-party transactions but may instead be accompanied by a reputational shielding
effect. Further decomposing ESG into its environmental, social, and governance
components reveals that this positive association is primarily driven by the
environmental and social dimensions rather than the governance dimension. This
pattern indicates that ESG components more closely related to external disclosure and
reputation building are more likely to influence corporate behavior through image- and
trust-based mechanisms. After addressing sample selection bias, we find that green
bonds significantly weaken the positive association between ESG performance and

related-party transactions, with the moderating effect again concentrated in the

* Corresponding author. We sincerely thank the two anonymous reviewers for their insightful and constructive
comments, which have greatly improved the quality of this paper.
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environmental and social dimensions. These results suggest that green bonds, through
use-of-proceeds disclosure, external verification, and credible sustainability
commitments, help constrain the strategic use of ESG as a reputational shield. The
industry-level analysis further indicates that the above governance effect is particularly
pronounced in non-high-tech industries, suggesting that in settings where ESG
disclosure and sustainable finance institutions are not yet fully mature, green bonds
are more likely to function as an effective external governance mechanism with

substantive constraining power.

Key Words: ESG performance, Related party transactions, Green bonds, Sustainable

finance, Information transparency.
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