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Performance and Credit Risk
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This study examines how a corporation’s environment-social-governance(ESG) per—
formance affect its credit risk. An empirical analysis using the distance-to—default
measure proposed by Merton(1974) as a dependent variable, and ESG integrated and
individual score as independent variables, was performed. The panel regression results
show that the ESG performance may explain a corporation’'s default. The governance
performance has a robust and significant explanatory power for the distance-to-default
measure. However, environmental performance has significant negative relationship
with a firm's default risk and varies significantly between samples. ESG performance

may function as a key to evaluating a credit rating and risk.

Key words: ESG, credit risk, distance to default, credit rating
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