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Introduction

In contemporary capital markets, ESG factors are central to assessing corporate
sustainability and ethical conduct. However, the rise in ESG-related
controversies—such as environmental damage, social misconduct, and
governance failures—poses significant reputational and financial risks to firms.
These controversies can detrimentally affect firm value by eroding stakeholder
trust, increasing capital costs, and triggering regulatory scrutiny. Concurrently,
robust corporate governance mechanisms are posited as critical tools for
mitigating such adverse effects and safeguarding long-term value.

Literature Review

Grounding the analysis in agency theory and resource dependence theory, the
literature suggests that ESG controversies negatively impact firm value by
signaling managerial failure and increasing operational and financial risks. Prior
international studies (e.g., Godfrey et al., 2009; Nirino et al., 2021) confirm this
negative linkage. Conversely, effective corporate governance, characterized by
board independence, transparency, and stakeholder engagement, is theorized to
enhance oversight, improve decision-making, and restore stakeholder
confidence, thereby potentially attenuating the negative consequences of ESG
controversies.

Methodology

The research employs a quantitative, ex-post facto correlational design. The
statistical population comprises companies listed on the Tehran Stock Exchange
(TSE) from 2015 to 2022. Using systematic elimination sampling, a final panel
of 128 firms over 8 years (1024 firm-year observations) was analyzed. Firm
value is measured by Tobin's Q. ESG controversy scores are derived from a
content analysis of corporate reports, capturing negative disclosures across
environmental, social, and governance dimensions. Corporate governance is
operationalized through three moderating variables: the proportion of
independent directors, the presence of sustainability reporting, and product
market competition. Fixed-effects panel data regression models, controlled for
firm size, leverage, liquidity, age, and state ownership, were estimated using
EViews software.

Findings

The results confirm that ESG controversies exert a significant negative impact on
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firm value (B=0.467, p<0.01). More critically, corporate governance
mechanisms play a pivotal moderating role. Both the proportion of independent
directors (Interaction j3=0.326, p<0.05) and the practice of sustainability
reporting (Interaction j=0.579, p<0.01) significantly weaken the negative
relationship between ESG controversies and firm value. This indicates that
governance structures enhance resilience against ESG-related reputational
damage. However, product market competition did not show a significant
moderating effect.

Conclusion and Recommendations

The study concludes that while ESG controversies are value-destructive, strong
corporate governance—particularly board independence and sustainability
transparency—serves as a vital mitigating buffer. For practitioners, the findings
underscore the strategic imperative for firms to strengthen governance
frameworks, not merely as a compliance exercise but as a core risk management
and value preservation strategy against ESG risks. Investors should prioritize
governance quality when assessing firms in controversy-prone sectors. Future
research could explore these dynamics in different institutional settings and
examine other governance variables, such as audit committee characteristics or
ownership structure.
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