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Abstract: This paper discusses the mitigation path of ESG standards on the financing
constraints of small and medium-sized enterprises (SMEs). By combing the relevant theories
and studies at home and abroad, the impact mechanism of ESG standards on the mitigation
of corporate financing constraints is analyzed in depth. It is found that enterprises with good
ESG performance can transmit more active and positive signals to the market, thus
improving the information environment, reducing the level of internal and external
information asymmetry, and effectively alleviating financing constraints. Combining
multiple research perspectives, this paper elaborates in detail how ESG criteria positively
affect SME financing constraints through multiple paths such as information effect,
governance effect, stakeholder effect and sustainable development effect. In particular, good
ESG performance not only meets regulatory requirements and enhances investor trust, but
also further expands financing channels by improving long-term corporate development and
financial performance.

1. Introduction

In the context of global economic integration and sustainable development, Corporate Social
Responsibility (CSR) has evolved into Environmental, Social and Corporate Governance (ESG)
standards, which have become an important tool for measuring the overall performance of enterprises
and have received widespread attention from all sectors, especially for small and medium-sized
enterprises (SMEs), in relation to their image, social responsibility, financing environment and long-
term development. Financing constraints of SMEs are a long-standing global problem, with limited
support from traditional financing channels and high cost and risk of emerging financing methods(*! .
Therefore, exploring new paths to alleviate financing constraints is crucial to the healthy growth of
SMEs and sustainable economic development. In recent years, the promotion and improvement of
ESG standards have led companies to emphasize and improve their ESG performance. It is found that
enterprises with good ESG performance can send positive signals, improve the information
environment, reduce information asymmetry, and alleviate financing constraints? . However, there
is still a lack of research on the specific path and mechanism of the relationship between ESG
standards and SMEs' financing constraints. The purpose of this paper is to explore the path of ESG
standards on SMEs' financing constraints, to elaborate its positive impact from the perspectives of
information effect, governance effect, stakeholder effect and sustainable development effect, and to
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analyze how ESG-performing enterprises can expand their financing channels and reduce financing
costs by improving the information environment, upgrading the level of governance, enhancing trust,
and realizing sustainable development, so as to provide new ideas and solutions for mitigating the
financing constraints of SMEs. It also analyzes how enterprises with good ESG performance can
expand financing channels and reduce financing costs by improving the information environment,
enhancing governance, strengthening trust and realizing sustainable development, so as to provide
new ideas and solutions to ease the financing constraints of SMEs.

2. Analysis of ESG criteria and the current situation of SME financing
2.1 Overview of ESG standards

As an important framework for measuring the non-financial performance of enterprises, ESG
criteria have been widely promoted globally in recent years. The standard comprehensively evaluates
corporate performance in three dimensions: environment, society and corporate governance, focusing
on corporate impact on the environment, relationship with stakeholders and internal management
mechanism. With the improvement of ESG standards, many enterprises and investors have begun to
pay attention to ESG performance, and ESG rating agencies such as MSCI and S&P Global have
emerged globally to provide investors with decision-making references by collecting and analyzing
corporate information. Globally, the promotion of ESG standards has achieved remarkable results,
and many countries and regions have enacted relevant laws and regulations requiring companies to
disclose ESG information and accept reviews. Investors pay higher attention to companies with good
ESG performance, further promoting the popularization and development of ESG standards.

2.2 Status of financing constraints for small and medium-sized enterprises

Financing constraints for SMEs are a long-standing global problem, with SMEs facing difficulties
in obtaining adequate financial support due to factors such as size, credit history and business risks.
Traditional financing channels have limited support, while emerging financing methods are costly
and risky. This is characterized by limited financing channels, high financing costs and low financing
efficiency. This seriously restricts the innovation ability and market competitiveness of SMEs,
making it difficult for them to carry out key activities such as technology research and development
and market expansion, resulting in insufficient competitiveness and difficulty in realizing long-term
developmentt® . At the same time, the financing constraints of SMEs have exacerbated the imbalance
of economic development, hindered the optimization and upgrading of economic structure, and
become a problem that needs to be solved urgently.

2.3 The link between ESG criteria and SME financing constraints

In recent years, with the gradual promotion and improvement of ESG standards, more and more
studies have begun to focus on the relationship between ESG performance and SME financing
constraints. It is found that enterprises with good ESG performance tend to transmit more active and
positive signals to the market, which helps to improve the information environment of enterprises and
reduce the level of internal and external information asymmetry, thus alleviating financing constraints
to a certain extentt .

Specifically, companies with good ESG performance usually have a stronger sense of social
responsibility and sustainable development ability, and can win more social recognition and trust.
This trust and recognition helps to enhance a company's brand image and reputation, which in turn
increases investors' willingness to invest and confidence. Meanwhile, enterprises with good ESG
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performance tend to pay more attention to communication and cooperation with stakeholders, and are
able to establish more solid supply chain and customer relationships, thus bringing more business
opportunities and cooperation resources to the enterprise. All these help to enhance the financing
ability and efficiency of enterprises and ease the financing constraints of SMEsE! .

Although the relationship between ESG criteria and SME financing constraints has received
increasing attention, research on the specific paths and mechanisms of their effects is still insufficient.
Therefore, the purpose of this paper is to explore in depth the path of ESG standards on the mitigation
of SMEs' financing constraints and to provide new ideas and solutions for the mitigation of SMESs'
financing constraints.

3. Realization Path of ESG Standards to Support SME Financing Constraint Mitigation
3.1 Pathways to information effects of ESG standards

The information effect path of ESG standards is mainly reflected in its ability to improve the
information environment of enterprises and reduce the level of internal and external information
asymmetry, thus alleviating the financing constraints of SMEs. Specifically, enterprises with good
ESG performance will actively disclose ESG-related information, including environmental
performance, fulfillment of social responsibility, and corporate governance structure. The disclosure
of such information helps investors and stakeholders to understand more comprehensively the
operating conditions, development prospects and social responsibility undertaking of enterprises, thus
reducing the level of information asymmetry.

When investors and stakeholders have access to more information about an enterprise, their
assessment of the enterprise's risks and returns will be more accurate. This helps to increase investors'
trust and willingness to invest in the enterprise, which in turn increases financing support for the
enterprise. For SMEs, the disclosure of ESG information can be used as a signaling mechanism to
show the market their good operating conditions and sustainable development capabilities, thus
attracting more investors' attention and investment.

In addition, the disclosure of ESG information helps to enhance the transparency and reputation
of enterprises and their competitiveness in the capital market. This helps to reduce the cost of
financing for enterprises and improve the efficiency of financing, thus alleviating the financing
constraints of SMEs.

3.2 Governance Effects Pathway of ESG Standards

The governance effect path of ESG standards is mainly reflected in its ability to enhance the
internal governance level of enterprises, optimize the corporate governance structure, and thus
alleviate the financing constraints of SMEs. ESG standards emphasize the importance of corporate
governance, and require enterprises to set up a sound internal management mechanism, improve the
transparency of decision-making, and strengthen the regulation of executive compensation. These
requirements help to improve the governance level of enterprises, reduce operational risks, and
enhance the stability and sustainable development of enterprises.

When the governance level of an enterprise is improved, its internal management mechanism will
be better and its decision-making process will be more transparent and democratic. This helps
enhance investors' confidence in the enterprise and increase their willingness to invest in the
enterprise. At the same time, a good corporate governance structure also helps enterprises establish a
more robust financial system and risk control mechanism, reduce financing costs and improve
financing efficiency.
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3.3 Stakeholder Effect Path of ESG Criteria

The stakeholder effect path of ESG standards is mainly reflected in its ability to enhance the trust
and support of stakeholders, bring more business opportunities and cooperation resources for
enterprises, and thus alleviate the financing constraints of SMEs. The ESG standards emphasize the
harmonious relationship between enterprises and stakeholders, and require enterprises to actively
fulfill their social responsibilities, and pay attention to the rights and needs of employees, customers,
suppliers and other stakeholders.

When an enterprise is able to actively fulfill its social responsibilities and pay attention to the rights
and needs of its stakeholders, it will earn more trust and support. This trust and support not only helps
to enhance an enterprise's brand image and reputation, but also helps to build stronger supply chains
and customer relationships. This brings more business opportunities and cooperative resources to the
enterprise, and helps expand its financing channels and reduce financing costs.

3.4 Path to sustainability effects of ESG criteria

The sustainable development effect path of ESG standards is mainly reflected in its ability to
promote the sustainable development of enterprises and improve their long-term competitiveness and
profitability, thus alleviating the financing constraints of SMEs. ESG standards emphasize the
environmental performance and social responsibility undertaking of enterprises, requiring them to
focus on environmental protection, resource conservation and sustainable development.

When an enterprise is able to actively fulfill its environmental and social responsibilities, it will
gain more social recognition and trust. This recognition and trust helps to enhance the enterprise's
brand image and reputation, attracting more consumers' attention and willingness to buy. At the same
time, enterprises that focus on environmental and social responsibility tend to be able to pay more
attention to technological innovation and product research and development, improve product quality
and service level, and thus win more market share and competitive advantages.

To summarize, ESG standards positively affect SME financing constraints through multiple paths
such as information effect, governance effect, stakeholder effect and sustainable development effect.
These paths are intertwined and mutually reinforcing, which together constitute a comprehensive path
for ESG standards to alleviate SME financing constraints.

4. Conclusion

This paper thoroughly explores the path of ESG standards to alleviate the financing constraints of
SMEs, and analyzes in detail how ESG standards can positively affect the financing constraints of
SMEs through various perspectives such as the information effect, the governance effect, the
stakeholder effect and the sustainable development effect. It is found that ESG standards not only
help to improve the information environment of enterprises and reduce the level of internal and
external information asymmetry, but also enhance the internal governance of enterprises, optimize
the corporate governance structure, strengthen the trust and support of stakeholders, as well as
promote the sustainable development of enterprises. These effects together constitute a
comprehensive path for ESG standards to alleviate the financing constraints of SMEs.

Therefore, ESG standards play a significant role in easing the financing constraints of SMEs.
SMEs should actively enhance their ESG performance, improve the information environment,
optimize the governance structure, enhance stakeholders' trust and support, and focus on sustainable
development in order to alleviate financing constraints and promote the healthy development of
enterprises. At the same time, the government, financial institutions and the community should also
strengthen the promotion and application of ESG standards to provide SMEs with a more favorable
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financing environment and policy support. This will help promote the sustained growth and
innovative development of SMEs and make greater contributions to sustainable economic and social
development.
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