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Abstract: While strong environmental, social, and governance (ESG) performance improves
capital access, manufacturing firms often face a "capital allocation paradox." Information
asymmetry and agency problems can divert these resources toward greenwashing or
unproductive over-investment rather than efficient projects. This study aims to address this
paradox by developing a "Resource-Governance" conceptual framework that shifts the focus
from capital acquisition to capital allocation. Grounded in agency theory and supplemented
by enterprise risk management (ERM) and the resource-based view (RBV), this conceptual
study explores the theoretical interplay between non-financial ESG signals and internal
governance. Methodologically, the framework proposes evaluating investment inefficiency via
Richardson’s (2006) residual model. The conceptual framework proposes that internal risk
controls act as strategic "gatekeepers." The framework suggests that robust control
mechanisms systematically embed risk-adjusted return calculations into capital budgeting,
effectively blocking negative-NPV projects and curbing ESG-related agency costs.
Furthermore, it highlights China’s ownership segmentation, specifically the heterogeneous
budgetary constraints between state-owned and non-state-owned enterprises, as a critical
institutional boundary condition for this governance mechanism's effectiveness. The true
financial value of ESG resources cannot be unlocked automatically; it depends critically on
the synergistic integration of green signaling and internal process discipline. This conceptual
model offers actionable insights for promoting ethical governance, curbing greenwashing, and
ensuring sustainable economic value.

Keywords: ESG Performance, Investment Efficiency, Internal Risk Control, Greenwashing,
Agency Costs
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Introduction

Severe environmental pressures, strict regulatory requirements and increasing expectations
from stakeholders have made the global capital market pay great attention to low-carbon
transformation (Friede, Busch, & Bassen, 2015). Corporate evaluation is no longer limited to
traditional financial indicators, but carries out a more comprehensive assessment of enterprise
environmental, social and governance (ESG) performance. At present, ESG performance has
not only developed into a core non-financial signal for investors, banks and regulators, but also
widely used to assess the long-term risk and internal management quality of enterprises
(PricewaterhouseCoopers, 2023; Morgan Stanley Institute for Sustainable Investing, 2024).
This transformation is particularly noticeable in capital-intensive industries such as
manufacturing. In order to achieve the net zero emission target, such industries need billions
of dollars to invest in the purchase of clean equipment, improve energy efficiency and upgrade
production processes. Driven by the reallocation of large-scale capital to clean energy and
industrial transformation, sustainable investment has become an indispensable part of global
capital market activities (International Energy Agency, 2023, 2024; Global Sustainable
Investment Alliance, 2023). Under this paradigm, enterprises with excellent ESG performance
can effectively relieve financing pressure, obtain funds with a lower risk premium, and
significantly reduce their overall financing costs.

However, sufficient capital supply is not automatically equivalent to efficient capital
allocation. Can excellent ESG performance really bring the best investment decision? This
divergence constitutes the "ESG investment paradox" that this study aims to address. Existing
studies usually assume that good ESG performance can automatically increase the value of
enterprises by easing financing constraints (Hu, Zhang, & Dong, 2025), but most of them
ignore the internal capital allocation process after enterprises obtain funds. Although
enterprises with high ESG ratings are more likely to obtain financing, in the absence of a strict
internal supervision and restraint mechanism, management may use their own decision-making
power to transfer new resources to symbolic green projects, reputation projects or blind
organizational expansion. This kind of management opportunistic behavior will prevent capital
from allocating to positive economic activities with net present value (NPV), resulting in the
inability to achieve efficient capital deployment (Jensen, 1986). In addition, the current ESG
performance does not always objectively reflect the real internal value creation level of the
enterprise. The wide differences in ESG ratings have further exacerbated the problem of
information asymmetry in the market (Berg, Kolbel, & Rigobon, 2022, Chen, Li, Mao, &
Yoon, 2025). At the same time, widespread problems such as "greenwashing", inconsistency
between sustainable development expression and actual disclosure, and disconnection between
ESG performance and daily operations make it extremely difficult for external investors to
observe and monitor the real flow of ESG-related funds (International Organization of
Securities Commissions, 2023; IFRS Foundation, 2023). This highlights an important but
neglected academic gap: research in the field of ESG performance and internal governance is
still in a state of high isolation. Therefore, the core question of this article is not only whether
ESG helps enterprises attract capital, but more importantly whether enterprises have the
internal governance capabilities required to effectively allocate the capital.

In order to fill this research gap, this article shifts the theoretical focus of the research from
capital acquisition to capital allocation by building a comprehensive conceptual framework of
"resource governance". The framework innovatively integrates the three theoretical
perspectives of agency theory, enterprise risk management (ERM) and resource-based view
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(RBV). Through the integration of the above perspectives, this study builds a conceptual
framework, regards ESG as a valuable resource (Hart, 1995), and positions internal risk control
as an indispensable guarantee to ensure the effective allocation of ESG resources. This
framework proposes that internal risk control plays the role of a strategic "gatekeeper" by
systematically embedding the risk-adjusted income measurement into the capital budgeting
process, so as to effectively screen out projects with negative NPV and suppress agency costs
related to ESG (Gates, Nicolas, & Walker, 2012; Masulis, Wang, & Xie, 2007). In addition, in
order to analyze the above mechanism in the context of emerging markets, this framework
incorporates the special classification of Chinese enterprise ownership. This article clearly
discusses how the heterogeneous budget constraints faced by state-owned enterprises (SOEs)
and non-state-owned enterprises (non-SOEs) affect the ultimate utility of this internal
governance mechanism (Kornai, 1986; Lin, Lu, Zhang, & Zheng, 2020). The conceptual
framework proposed in this study provides a practical inspiration for evaluating real sustainable
value creation, and also provides a clear and powerful theoretical roadmap for ensuring the
strict matching of external green signals and internal process specifications.

The primary objective of this study is to construct a conceptual framework that examines the
interaction between ESG performance and internal risk control in determining corporate
investment efficiency. By addressing this objective, the current study makes three key
contributions to the existing literature. First, it advances agency theory by identifying internal
risk control as a specific governance mechanism that mitigates ESG-based agency conflicts.
Second, it enriches the resource-based view by demonstrating that ESG resources require the
organizational capability of process discipline to generate sustainable economic value. Third,
it contextualizes this interaction within China's financial dualism, providing new insights into
how ownership structures shape the effectiveness of risk governance in emerging markets.

The remainder of this article is organized as follows. The subsequent section provides a critical
review of the literature on ESG performance, internal risk control, and their integration. This
literature review serves as the theoretical foundation for developing the conceptual framework,
explicitly highlighting the unresolved debates that necessitate a resource-governance
perspective. Following this, the conceptual framework and its corresponding propositions are
presented in detail. Finally, the methodological implications and conclusions are discussed.

Literature Review

This section reviews the literature underlying the relationship between ESG performance,
internal risk control, and corporate capital allocation, explicitly identifying the theoretical gaps
and unresolved debates that motivate this conceptual framework.

ESG Performance and Capital Allocation
There are two opposing research views on the relationship between ESG performance and
capital allocation. This critical review of the literature reveals a fundamental, unresolved debate
regarding the true economic consequences of ESG performance on capital allocation. The
"capital supply" hypothesis holds that ESG performance can improve investment efficiency by
alleviating financing frictions. Based on the signal theory, high-quality ESG information
disclosure can play the role of reputation collateral and reduce the degree of information
asymmetry. This signal effect can reduce the cost of enterprise capital and alleviate binding
financing constraints (Benlemlih & Bitar, 2018; Friede et al., 2015). The latest research
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evidence shows that higher ESG ratings can improve the availability of enterprises to obtain
bank loans, which is especially significant for enterprises that lack tangible assets (Zhang &
Liu, 2025; Yang, Zhang, Gao, & Yang, 2025). By easing the above financing constraints,
excellent ESG performance can help enterprises obtain funds and invest in projects with
positive NPV that have previously been forced to abandon due to capital constraints, thus
effectively alleviating the problem of insufficient investment (Biddle, Hilary, & Verdi, 2009;
Zhao, Liu, Tang, & Zhang, 2024; Li, Ma, Yang, & Li, 2024).

On the contrary, the second point of view uses agency theory to emphasize the resource
crowding effect. The critical view believes that in the absence of strict governance, the pursuit
of ESG goals may distort resource allocation. Managers may be motivated by reputation
incentives to carry out opportunistic ESG activities that are expensive but lack real value
creation (Gerged, Kuzey, Uyar, & Karaman, 2023). If mismanaged, such opportunistic
investments will increase cash flow volatility (He, Ding, & Yue, 2023). In addition, weak
internal supervision will exacerbate the risk of greenwashing, resulting in the inability to
convert ESG investment into effective assets (Wu, Long, & Wang, 2025). This distortion is
also aggravated by rating differences and scale deviations, which may mislead external
investors (Drempetic, Klein, & Zwergel, 2019; Berg, Kolbel, & Rigobon, 2022).

The above divergent conclusions reveal a key theoretical gap: existing literature often divides
capital acquisition from capital allocation. The supply-side point of view assumes that the
reduction of the difficulty of financing will automatically bring about improved efficiency, but
ignores the waste of resources caused by the agency problem (Jensen, 1986); in contrast, the
squeeze-out effect point of view emphasizes the relevant risks, but overlooks how agency costs
can be controlled through systematic means (He et al., 2023; Tabur & Bildik, 2025). The
missing core link is the internal governance mechanism that determines the capital allocation
method related to ESG. To fill this theoretical gap, this study positions internal risk control as
a basic screening mechanism: effective risk control can restrain management opportunistic
behavior, prevent "greenwashing" problems, and ensure that newly acquired ESG resources
are screened through strict projects. After incorporating this mechanism, it can explain how
enterprises can avoid the resource squeeze-out effect while obtaining ESG financing benefits.

Internal Risk Control as a Strategic Gatekeeper

Traditional literature often regards internal risk control as a passive compliance burden.
However, according to the modern Committee of Sponsoring Organizations of the Treadway
Commission [COSO] (2017) framework, recent studies have redefined it as an active value
creation tool and a strategic gatekeeper. High-quality internal risk control optimizes investment
efficiency through a variety of empowerment mechanisms. First of all, it acts as a screening
mechanism to curb excessive investment. By embedding strict risk assessment into the capital
budgeting process, sound control can eliminate projects with negative NPV and curb the
expansion impulse of management (Gates et al., 2012). As a signal transmission mechanism,
it alleviates the problem of underinvestment by improving the credibility of reports and
expanding external financing capacity (Berry-Stolzle, Che, & Xu, 2026). Furthermore,
standardized risk management transforms external uncertainty into calculable decision-making
confidence to ensure that long-term investment in high-risk areas is always a prudent and
strategic measure (Zhu, Huang, & Huang, 2025; Alkaraan, Elmarzouky, Jabbour, Jabbour, &
Gulko, 2025).

Copyright © Academic Inspired Network 495 This work is licensed under
- All rights reserved CCBY 4.0


https://creativecommons.org/licenses/by/4.0/?ref=chooser-v1

Volume: 11 Issues: 67 Special Issue [August, 2026] pp. 492 - 506
International Journal of Accounting, Finance and Business (IJAFB)
elSSN: 0128-1844

Journal website: www.academicinspired.com/ijafb

Q{é.':’.'é“élﬁ‘ DOI: 10.55573/1JAFB.116733

Despite the above advantages, another academic study warns of the possible constraining
effects of risk control. When the cost of compliance monitoring exceeds the economic benefits,
large-scale investment in compliance infrastructure will squeeze out productive resources
(Eastman, Ehinger, & Xu, 2024). More importantly, overly conservative risk appetite will give
rise to innovative rigidity: strict process control tends to favor predictable short-term returns
rather than long-cycle green technology (Neel & Xu, 2025; Patel, Pearce, & Oghazi, 2021). In
a specific institutional context like China, governance distortions such as the pressure of
controlling shareholders will further exacerbate this tendency, causing the management to shift
from value optimization to simple risk security (Wang & Zhang, 2024). Therefore, the lack of
a rigid risk control system with a clear strategic orientation may inhibit the organizational
flexibility required for sustainable transformation.

This dialectical relationship between discipline and rigidity highlights the need to examine risk
control in the context of strategic signal interaction such as ESG performance. In order to
resolve the tension between compliance and innovation, ESG and internal risk control must
work together. Internal risk control provides an indispensable process discipline to prevent
ESG capital from becoming a greenwashing or opportunistic waste; while strong ESG
performance can clarify the long-term strategic focus and enhance the legitimacy of the project,
thus alleviating the inherent rigid problem of conservative risk assessment. Through synergy,
internal risk control acts as a strategic gatekeeper, distinguishing disciplined green innovation
from reckless expansion to ensure that ESG-driven resources are efficiently transformed into
sustainable corporate value.

The Integration Gap: Mechanism and Theoretical Complementarity

Existing research shows a tendency to be disjoint, usually regarding ESG as an external tool to
obtain resources, while internal risk control is only regarded as an internal compliance function
(Gao, Li, & Zhou, 2024; Brunner-Kirchmair & Hiebl, 2025). This binary division has created
an "integration gap" in the literature, which cannot explain why there are still significant
differences in investment efficiency between enterprises with similar ESG ratings. prior studies
largely overlook the interactive effect between ESG performance and internal risk control on
corporate investment efficiency. By isolating these two factors, existing models cannot explain
why firms with similar ESG ratings often demonstrate substantial variations in their actual
capital allocation outcomes. If only ESG-driven funds are introduced without corresponding
governance adaptation, it will lead to a serious dissipation of resources (Feng & Saleh, 2024;
Wu et al., 2025).

At the theoretical level, the existing research obviously lacks theoretical complementarity in
explaining the ESG investment paradox. Previous literature often relied on a single theoretical
perspective, and it was difficult to fully grasp the complex dynamics of sustainable capital
allocation. To thoroughly solve this paradox, we must go beyond a single theoretical analysis
and deeply explore how ESG resources are integrated with the internal governance capabilities
of enterprises. Therefore, this study proposes that three different theoretical perspectives should
be comprehensively applied: agency theory, resource-based concept (RBV) and enterprise risk
management (ERM). The key is that these theories do not overlap with each other, but strictly
complement each other, focusing on different dimensions of the capital allocation process.
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Agency theory (Jensen, 1986) identifies the motive for misallocation. It explains why the influx
of ESG-driven free cash flow creates a hazard: managers are inherently incentivized to pursue
speculative "greenwashing" or empire-building projects to enhance personal reputation at the
expense of economic efficiency (Zhou, Qu, Liang, Tao, & Zhu, 2024). However, agency theory
identifies the behavioral problem without prescribing the organizational conditions for success.
The RBV (Barney, 1991) provides the conditional logic for success. It posits that a valuable
resource (such as ESG-driven capital access) cannot generate sustained value in isolation. It
strictly requires complementary organizational "capabilities" to be deployed effectively (Feng
& Saleh, 2024). Yet, the RBV remains a macro-level concept and does not specify the exact
financial mechanisms required to process these resources. ERM (COSO, 2017) supplies the
operational mechanism. It operationalizes the abstract "capability" demanded by the RBV and
directly neutralizes the "opportunism" identified by agency theory. By enforcing a rigorous
"NPYV filter" and risk-adjusted return evaluations on all ESG-funded projects (Zhu et al., 2025),
ERM acts as the specific surgical tool that excises agency costs. Synthesizing these dynamics,
the theoretical synergy is clear: Agency theory defines the threat, the RBV establishes the
necessity of capability integration, and ERM executes the actual financial discipline.

Institutional Boundaries: Financial Dualism in China

The value creation of internal governance mechanisms does not occur in a vacuum, but is
highly dependent on a specific institutional environment (Marquis & Raynard, 2015). In
emerging markets such as China, the macroeconomic background fundamentally shapes the
synergy between ESG performance and internal risk control. The most prominent institutional
boundary feature in this scenario is financial dualism, which stems from the fundamental
differences in the equity structure and the resulting rigidity of corporate budget constraints (Lin
et al., 2020; Gao et al., 2024).

Non-SOEs are usually constrained by hard budgets and face primary credit discrimination in
the financial market for a long time (Yang, Wang et al., 2025; Kornai, 1986). Because
inefficient capital allocation will bring the existential threat of bankruptcy, such enterprises
cannot afford the waste of scarce resources. When excellent ESG performance successfully
attracts external capital, the role of internal risk control becomes a core necessary condition for
survival. For such private enterprises, the marginal utility of risk control is maximized because
it can ensure that the newly acquired resources through ESG are strictly allocated to investment
projects with maximum value, rather than wasting them in inefficient projects (Li et al., 2024).

SOE:s face a unique and complex dual mission. At the economic level, SOEs usually enjoy the
implicit guarantee of government endorsement, and the resulting soft budget constraints may
weaken the market-driven motivation to improve capital efficiency (Zhao & Xu, 2025).
However, from the perspective of the system, SOEs are subject to extremely strict top-down
administrative supervision, strict government audits and rigid accountability requirements for
the preservation of state-owned assets. In order to meet these compliance requirements, SOEs
have generally built a highly institutionalized internal risk control system (Lin et al., 2020).
This high-intensity administrative review can act as a state-led alternative firewall to prevent
ESG capital from being abused by opportunism.

The above-mentioned institutional forces of mutual checks and balances have formed a unique

theoretical tension: market-driven survival pressure dominates the governance dynamics of
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private enterprises, while state-driven administrative compliance shapes the behavior mode of
SOEs. Therefore, the moderating role of ownership nature on the interaction between ESG and
internal governance is still unclear at the theoretical level. Clarifying this differentiation is
crucial to understanding how institutional boundaries determine the actual allocation of
sustainable capital in economies in transition (Feng & Saleh, 2024).

The "Resource-Governance' Conceptual Framework

As shown in Figure 1, this study builds a conceptual framework for resource governance to
clarify how ESG performance and internal risk control jointly affect the investment efficiency
of enterprises.

Expected
Outcomes:

Optimized
Capital
ESG [:> Investment :> Allocation
Performance Efficiency Sdhcpestionat
ESG Agency
Costs

Internal Risk Sustainable
Control Corporate Value

Figure 1: The Resource-Governance Conceptual Framework

The Direct Effect of ESG Performance

Relying on the literature related to signal theory and information asymmetry (Connelly, Certo,
Ireland, & Reutzel, 2011; Spence, 1973), high-quality ESG performance can be used as a
reliable market signal to bridge the information gap between management and external
investors (Benlemlih & Bitar, 2018). By showing the market that enterprises are committed to
long-term sustainable development, enterprises can reduce their risk perception level, thereby
reducing capital costs (Dhaliwal, Li, Tsang, & Yang, 2011; Fatemi, Glaum, & Kaiser, 2018).
This process can alleviate rigid financing constraints, provide incremental liquidity, and enable
enterprises to invest in positive NPV projects that were originally forced to abandon (Biddle et
al., 2009; Zhao et al., 2024). To illustrate this practically, a traditional manufacturing enterprise
aiming for a low-carbon transition can leverage a high ESG rating to issue green bonds at a
discounted interest rate, securing the exact capital needed to upgrade energy-efficient
machinery that was previously shelved. Accordingly, the increase in capital supply will help
alleviate the problem of insufficient investment and improve the efficiency of benchmark
capital allocation.
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Proposition 1: ESG performance is positively associated with investment efficiency by
alleviating information asymmetry and financing constraints.

The Gatekeeper Role of Internal Risk Control

When operating under the ERM framework of modern enterprises, internal risk control is a
structural guarantee mechanism to prevent capital misallocation (COSO, 2017; Gatzert &
Martin, 2015). Perfect internal risk control is not a passive compliance checklist, but a risk-
adjusted return assessment directly embedded in the capital budgeting process (Gates et al.,
2012; Li et al., 2024). While competing structural theories sometimes criticize strict internal
controls as bureaucratic constraints that stifle organizational agility, this framework argues that
such discipline is precisely what protects shareholder value during green transitions.

The checkpoint function relies on the rigorous transmission mechanism embedded in the whole
life cycle of enterprise investment: First, in the pre-capital budgeting stage, the high-quality
internal risk control system requires that all projects marked with ESG attributes must meet the
preset threshold yield and have a strict risk-adjusted return on capital (RAROC) Evaluation.
This financial screening mechanism strips away the "green aura" of sustainable development
projects and forces managers to demonstrate the economic feasibility of the project itself, rather
than relying solely on reputation narratives to obtain resources. Second, in the implementation
stage, internal risk control imposes rigid budget constraints and carries out continuous
supervision to avoid the misappropriation of newly raised ESG funds to traditional inefficient
capacity expansion or administrative expenses for personal gain. The mechanism is equivalent
to a mandatory firewall, which can screen out opportunistic projects driven by managers'
excessive self-confidence or the motivation to build an enterprise empire and projects with
negative NPV (Jensen & Meckling, 1976; Masulis et al., 2007). By implementing the above
procedural constraints, internal risk control can ensure that the enterprise's resources are
allocated to investment projects with real economic value, rather than being left to the
discretion of managers without restraint.

Proposition 2: High-quality internal risk control plays a strategic gatekeeping role by
constraining managerial opportunism and screening out value-destroying projects through
strict capital budgeting and continuous monitoring mechanisms.

The Synergistic Resource-Governance Interaction

The core of the conceptual framework lies in the interaction between ESG resources and
internal governance. By analyzing the free cash flow hypothesis and the resource basic concept,
the theoretical necessity of the synergy of the two can be clearly explained. When the
enterprise's excellent ESG performance successfully reduces its own financing costs and
attracts external capital inflows, it will unintentionally form "resource slack" within the
enterprise, that is, abundant free cash flow. According to the agency theory, unrestrained
resource slack serves as a breeding ground for managerial opportunism. In the absence of strict
supervision, the management may use the liquidity brought by ESG to carry out reputation
projects, overinvest in redundant business, or improve personal reputation through superficial
"greenwashing" behavior, ultimately damaging shareholder value(Jensen, 1986; Wu, Long, &
Wang, 2025; Cao, Chen, & Zhu, 2024).
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The RBV posits that valuable resources such as capital access brought by ESG will not
automatically bring competitive advantages to enterprises. Only when enterprises have the
complementary organizational "ability" that can effectively allocate them can they be
transformed into competitive advantages (Barney, 1991; Sirmon, Hitt, & Ireland, 2007). In this
theoretical situation, internal risk control is an indispensable organizational capability. It is a
"governance antidote" for the inherent agency risks of ESG resources. Without internal process
discipline, managers might divert these funds into superficial reputation engineering, such as
constructing a zero-carbon administrative building, rather than upgrading core manufacturing
technologies. However, when paired with high-quality internal risk control, this capital is
strictly channeled into core green technological innovations. Internal risk control positively
moderates the relationship between ESG and efficiency by playing the role of the executive
filter: it transforms the influx of abundant capital into disciplined strategic execution ensuring
that the liquidity driven by ESG is systematically allocated to innovative activities with
economic rationality, rather than being consumed by agency costs (Broadstock, Chan, Cheng,
& Wang, 2021; Gao, Li, & Zhou, 2024)

Proposition 3: Internal risk control positively moderates the relationship between ESG
performance and investment efficiency; when internal governance transforms unrestrained
resource slack into standardized value-creating investment, the effect of ESG on efficiency will
be significantly amplified.

Institutional Boundary Conditions

The intensity of this resource-governance synergy is constrained by the institutional situation
at the structural level, and in emerging markets such as China, it is especially constrained by
the heterogeneity of ownership. Non-SOEs often face hard budget constraints and fierce market
competition, which makes the checkpoint function of internal risk control crucial to prevent
the fatal mismatch of scarce ESG capital (Kornai, 1986; Lin et al., 2020). In contrast, SOEs
operate in a soft budget-constrained environment under the buffer of implicit government
support, but need to accept stronger administrative compliance requirements and political goal
constraints (Zhao et al., 2024; Zhao & Xu, 2025).

Due to the fundamental differences in survival pressure, incentive structure and regulatory
supervision of different ownership types of enterprises, this article expects that the moderating
effect of internal risk control on ESG capital allocation will show significant situational
heterogeneity (He et al., 2023; Wang, Ma, Dong, & Zhang, 2023). For example, a non-SOE
facing intense market competition will use risk control to ensure every unit of ESG funding
strictly maximizes financial returns to avoid bankruptcy. In contrast, an SOE might utilize its
state-mandated administrative audits to prevent the opportunistic misuse of ESG capital,
prioritizing policy compliance alongside economic efficiency.

Proposition 4: The synergistic effect of ESG performance and internal risk control is
constrained by institutional heterogeneity; due to the differences in budget constraints and
governance incentives faced by SOEs and non-SOEs, there are significant differences in the
moderating role of risk control expected in this article between the two types of enterprises.
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Methodological Implications

This research is a conceptual research, and the proposed "resource governance" framework is
constructed through a rigorous literature review. Through critical review and integration of
scattered research results in the fields of ESG performance, enterprise risk management and
capital allocation, this study systematically sorts out the theoretical intersection between
agency theory, resource-based view (RBV) and enterprise risk management. This
comprehensive process provides a basis for the logical derivation of the above propositions,
and also lays the theoretical foundation for future empirical tests.

To translate this conceptual framework into an empirical design, future research must carefully
operationalize the core variables. A key methodological step is the measurement of investment
efficiency. This study strongly advocates the use of Richardson (2006) residual model instead
of directly using the original investment expenditure indicator. The specific reason for choosing
this model is that the core of the ESG investment paradox lies in capital mismatch, not mere
capital size. The Richardson (2006) model clearly captures the inefficiency of investment by
calculating the deviation between actual investment and expected investment (Gao et al., 2024).
By modeling expected investment into a function of growth opportunities and financial
fundamentals (Biddle et al., 2009; Zhao et al., 2024), the residual item can accurately reflect
the investment part that exceeds the normal business needs. This is highly consistent with our
theoretical concerns, allowing researchers to quantitatively judge whether ESG-driven funds
are wasted on speculative overinvestment or symbolic spending. Importantly, since dependent
variables are defined as inefficiency, empirical interpretation should follow the opposite logic:
negative coefficients indicate that investment efficiency has improved.

Regarding independent variables and adjustment variables, it is recommended to adopt
continuous indicators such as the ESG score of the Chinese certificate to retain the subtle
differences between enterprises (Berg et al., 2022). Internal risk control can be effectively
represented by the DIB internal control index, which provides a fine measure of the quality of
internal governance and is suitable for the screening mechanism proposed by the inspection in
the context of the Chinese system (Sun, Huang, & Feng, 2024; Huang, Cheng, & Zheng, 2025).
In the empirical model, the key test of our framework needs to introduce the interaction
between ESG performance and internal risk control. If the coefficient of ESG X internal risk
control is significantly negative, it can be empirically verified that risk control helps to
transform ESG resources into more efficient capital allocation, rather than reducing them to
the discretionary space of management (Li et al., 2024; Wu et al., 2025).

Finally, although the detailed description of complex econometric procedures is beyond the
scope of this conceptual paper, future empirical designs should use appropriate panel regression
models. In order to test the institutional boundary conditions (proposition 4), researchers can
use triple interaction terms (ESG x internal risk control x SOE) to assess whether risk control
has a screening effect of different weights in market-oriented private enterprises and state-
owned enterprises (Lin et al., 2020). Future research must also solve endogenous problems,
such as the inverse causal relationship between enterprise efficiency and ESG ability, by
adopting standard robustness strategies such as lag interpretation variables. These targeted
empirical extensions will allow the conceptual framework proposed in this article to be
rigorously tested.
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Conclusion

This study addresses the persistent “ESG investing paradox” by asking a fundamental question:
does the influx of capital associated with strong ESG performance inherently guarantee
efficient capital allocation? This article shifts the focus of analysis from capital acquisition to
capital allocation, and builds a "resource-governance" analysis framework. The core argument
points out that the financial value of ESG resources cannot be automatically released, and its
value realization depends on the collaborative integration of external green signal transmission
and internal process constraints. Without the strategic control role of internal risk control, ESG-
driven capital may be susceptible to the impact of management opportunistic behavior,
symbolic investment and resource mismatch (Zhou et al., 2024).

From an academic perspective, the value of this paper lies in applying the existing theoretical
perspective and linking it to the topic of ESG investment paradox. Agency theory explains why
ESG-related resources may be transferred to symbolic projects or occupied by management
opportunistic behavior (Jensen, 1986; Masulis et al., 2007). The RBV helps to clarify that ESG
advantages need to rely on complementary internal capabilities to create economic value
(Barney, 1991; Sirmon et al., 2007). Enterprise Risk Management further explains how internal
risk control can function as a screening mechanism in capital allocation (COSO, 2017; Gates
et al.,, 2012). By integrating the above theoretical perspective, this article provides a more
systematic analysis path to clarify why ESG performance can only improve investment
efficiency with the support of effective internal governance. The framework also highlights the
importance of China’s ownership-based institutional context, where SOEs and non-SOEs may
differ in political objectives, budget constraints, and exposure to market discipline (Lin et al.,
2020; Zhao & Xu, 2025).

From a practical point of view, the research framework is of enlightening significance to
enterprise managers, investors and regulators. For corporate executives, the framework points
out that building an external ESG reputation cannot replace sound internal capital budgeting
discipline; ESG strategies should be embedded in risk assessment, project screening and
investment approval processes to avoid green projects becoming symbolic measures or
inefficient expenditures (Zhu et al., 2025). For investors and regulators, the framework shows
that even in economies in transition, relying on ESG ratings alone is not enough to assess the
ability to create sustainable value. (Broadstock et al., 2021; Chen et al., 2025). Stakeholders
need to look beyond disclosure quality and examine whether firms possess internal governance
systems capable of translating ESG resources into economically justified investment decisions.

This study 1s conceptual in nature and therefore does not provide direct empirical evidence for
the proposed relationships. Future research can test this framework using panel data from
Chinese A-share manufacturing firms, measuring investment inefficiency through the
Richardson residual model, ESG performance through continuous Huazheng ESG scores, and
internal risk control through the DIB Internal Control Index. Further empirical work should
also address endogeneity concerns and examine whether the ESG and risk control interaction
differs between SOEs and non-SOEs. Ultimately, the value of ESG should not be assessed only
by whether firms engage in sustainability practices, but by whether such practices are governed
through effective internal mechanisms that support efficient and long-term capital allocation.
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This research is relying on the synthesis of existing literature, not empirical data. Therefore,
the proposed relationship, especially the cooperative interaction between ESG performance
and internal risk control, is still theoretically derived and needs to be verified by strict
experience. In addition, the framework is closely related to China's unique institutional
environment, especially financial dualism and division of ownership. While this provides
targeted theoretical insights for economies in transition, it may limit the direct extension of the
proposed mechanism to developed economies characterized by mature, market-driven financial
systems and homogeneous budgetary constraints.

To address these limitations and advance the resource-governance framework, future empirical
research is highly recommended. First, researchers should validate this framework using
longitudinal ESG data to capture the dynamic, long-term effects of internal risk control on
capital allocation over time. Second, conducting cross-country comparisons would be a
valuable theoretical extension. Analyzing how the ESG-risk control interaction functions
across different institutional environments and varying regulatory regimes could determine the
global applicability of this framework and identify additional institutional boundary conditions.
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