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HIGHLIGHTS

e We investigate when female directors are effective in curbing ESG controversies

e Female directors mitigate ESG controversies when serving as independent directors
e Female directors are effective in firms with sustainability-linked compensation

e Female directors have a stronger effect in firms with weak governance mechanisms
e Female directors are more effective in environmentally sensitive industries

ARTICLE INFO ABSTRACT

JEL classification: Global concerns regarding sustainability and gender equality prompt corporations to restructure their operations.
€23 In response to the stakeholders’ pressure, they have increasingly started prioritizing the United Nations’ Sus-

G30 tainable Development Goals (SDGs). This shift towards sustainability pushes them to pursue stakeholders’
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legitimacy. Consequently, corporations have initiated appointing more female directors to boards to mitigate
Keywords:

ESG controversies. The literature reveals that board gender diversity improves corporate sustainability perfor-
mance. However, there is still a need to clarify when female directors have the most positive effect on corporate
behavior. To this end, we aim to investigate when specifically female directors curb corporate ESG controversies.
Interestingly, we find that they mitigate ESG controversies when acting as independent directors, not executive
ones. Additionally, their impact in curbing ESG controversies is significant in firms with sustainability-linked
compensation policies, weak governance mechanisms, and those that belong to environmentally sensitive in-
dustries. The mechanism analysis reveals that female independent directors mitigate ESG controversies by
enhancing transparency through their effective monitoring. The results of our study are robust to endogeneity
regarding reverse causality, industry, and time-fixed effects. Our results offer several contributions to the
governance and sustainability literature by documenting the significant role of female directors in addressing
sustainability issues.
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1. Introduction environmental, social, and governance lawsuits, failures, or scandals,

called ESG controversies, affect firms’ ESG scores (Aouadi and Marsat,

Disclosing corporate sustainability performance via integrated
reporting, including ESG initiatives, has become crucial for stake-
holders. The ESG score is often used to measure this performance
(Qureshi et al., 2020). Negative press and publicity regarding firms’
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2018; Agnese et al., 2023). When corporations fail to comply with sus-
tainability standards, it damages firms’ reputation as much as causes
costs such as fines, product recalls, remediations, etc. Furthermore,
these controversies have a significant effect on society, leading to
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shareholders’ losses, harming the environment, and public health
(Aouadi and Marsat, 2018; Nirino et al., 2021). For instance, the BP
Deepwater Horizon oil spill in 2010 caused a 50 % drop in market price
and caused $65 billion in fines and compensation. It took four years to
recover the firm’s pre-disaster value (Vaughan, 2022). The devastating
consequences of corporate failures undermined the urgent necessity of
aligning business operations with the United Nations SDGs, especially
ones regarding sustainability. To prevent such failures, corporate lead-
ership necessitates board diversity to make better decisions and manage
risks related to ESG controversies. The United Nations Development
Program (UNDP) identifies gender equality as one of the key objectives
in its 2030 agenda to empower women (UNDP, 2015). Many countries,
such as Malaysia, Brazil, the UK, Norway, Sweden, and Spain, encourage
corporations to increase female representation on their boards (Nekhili
et al., 2022). Moreover, several countries have adopted gender quota
legislation for women to ensure their presence on corporate boards
(Qureshi et al., 2020). Such legislation addresses the ethical aspect that
women, despite having equal competence as men, are underrepresented.

The board of directors plays a key role in shaping corporate social
and sustainability initiatives. The relationship between the board
structures and firms’ sustainability performance has become a widely
discussed topic in the literature (Qureshi et al., 2020; Shahab et al.,
2022). Particularly, the gender socialization theory (Chodorow, 1978)
suggests that women generally exhibit a more community-oriented and
protective behavior, making them effective as executives or directors at
managing stakeholder relationships (Rjiba and Thavaharan, 2022).
Likewise, the resource-based theory (Wernerfelt, 1984) posits that the
diverse perspectives/approaches brought by females result in better
decision-making on the boards (De Masi et al., 2022). Based on these,
research reveals the interaction between female presence on boards
(board gender diversity - BDG) and the sustainability performance
measured with ESG scores (Qureshi et al., 2020). Thus, BGD promotes
environmental performance (Altunbas et al., 2022), higher market
valuation (Qureshi et al., 2020), better governance quality, and
eco-innovation initiatives (Nadeem et al., 2020). Additionally, in pre-
venting unlawful business practices and related lawsuits, female di-
rectors encourage more responsible corporate behavior (Gull et al.,
2023b).

Board composition and organization affect sustainability practices
(Shahab et al., 2022; Gull et al., 2023b), and the presence of female
directors improves corporate financial and sustainability performance
(Qureshi et al., 2020; Altunbas et al., 2022). Nevertheless, the studies on
how gender diversity influences ESG controversies suggest mixed re-
sults. For instance, while Issa and Hanaysha (2023) find female repre-
sentation on the board decreases corporate ESG controversies, Mallidis
et al. (2024) reveal a negative correlation between the proportion of
female directors and CSR controversies performance. These contradic-
tions regarding the impact of female representation on the board can be
due to differences in the measurement proxies of the dependent vari-
able, as Mallidis et al. (2024) use CSR controversies while Issa and
Hanaysha (2023) use ESG controversies. ESG includes the governance
pillar explicitly, while CSR includes governance issues indirectly as they
relate to environmental and social considerations. CSR is broader, while
ESG focuses on three specific areas: Environmental, Social, and Gover-
nance (Gillan et al., 2021). Therefore, we argue that these contradicting
results regarding the impact of female representation on corporate
boards may not be due to the differences between the measurement
proxies but due to other moderating factors. Such as the role played by
the female directors as independent female directors, may have more
sensitivity about ESG/CSR issues (Al-Najjar and Salama, 2022),
sustainability-linked compensation may also enhance the effectiveness
of female directors regarding ESG/CSR issues (Gull et al., 2023a), and an
overall corporate governance quality may support female directors in
handling ESG/CSR controversies effectively (Qureshi et al., 2024).
These plausible factors for conflicting results and limited research
regarding BDG’s effect on ESG controversies underscore the need for
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further research, specifically into when the presence of female directors
curbs corporate ESG controversies (Issa and Hanaysha, 2023; Mallidis
et al., 2024). We, therefore, address this research gap by investigating
the role of female directors (executive vs independent) in curbing ESG
controversies. We also use the presence of sustainable compensation
policies, governance quality, and sensitivity of firms’ industries towards
the environment as moderating mechanisms to explain this relationship
further.

We offer several contributions to corporate governance and sus-
tainability literature. First, we examine female directors’ effect on ESG
controversies within the US context. Second, we differentiate between
executive and non-executive female directors to better understand their
role in mitigating the ESG controversies. Consistent with agency theory,
we document that compared to female executive directors, non-
executive female directors reduce the firms’ ESG controversies. Third,
we investigate how the sustainability-linked compensation policies in-
fluence female board members on ESG controversies. Supporting con-
tingency theory, we find that they intend to reduce ESG controversies
only in firms with such policies. This demonstrates that adopting such
compensation with sustainability performance incentivizes the female
board of directors (BoDs) to promote ESG practices, thereby avoiding
any controversies (Radu and Smaili, 2021). Fourth, considering the
governance quality, we further examine the effect of female directors on
ESG controversies. We find that female BoDs curb ESG controversies in
firms with low governance quality. This reveals their important
stakeholder-oriented role in undermining sustainability issues that
might be overlooked due to weak governance mechanisms. However,
without well-structured governance, it is less effective in tackling ESG
concerns. Fifth, we find that the female BoDs curb ESG controversies
when working for environmentally sensitive industries. They tend to be
more cautious, risk-averse, and meticulous in decision-making, thereby
decreasing the potential negative impacts of operations. Finally, we
investigate the mechanism behind the impact of female BoDs in curbing
ESG controversies and observe that female-independent BoDs curb ESG
controversies by enhancing transparency through their effective moni-
toring. These findings have substantial implications as they confirm the
significance of independent female directors in enhancing corporate
transparency and reducing corporate controversies.

We structure our paper as follows. Section 2 discusses the theoretical
framework and hypotheses of the study. Section 3 describes the study
sample, definitions of variables, and estimation method. Section 4
documents the study’s findings. Section 5 presents a discussion of the
results. Section 6 presents the conclusion.

2. Theoretical framework and hypotheses development

The ESG score is expected to reflect how well a firm performs and
how sustainable it is before any controversies occur. Therefore, the ESG
rating should remain relatively consistent after facing corporate
misconduct (Avetisyan and Hockerts, 2017). Corporations engage in
ESG activities not to obtain financial gain directly, as the costs and
benefits do not typically appear in financial statements (Qureshi et al.,
2020). Instead, firms promote such ESG efforts to avoid potential con-
troversies. When facing any issues, they strictly attempt to justify their
actions by making ESG efforts visible and increasing ESG-related in-
vestments to ensure stakeholders’ trust (Agnese et al., 2023). However,
such controversies dramatically damage firms’ reputations and cause
remarkable profit loss (Aouadi and Marsat, 2018), which in turn limits
them economically to invest in ESG activities.

A robust governance framework fosters transparency and account-
ability, ensuring proactive identification, mitigation, and resolution of
ESG controversies while strengthening stakeholder trust and corporate
integrity (Gull et al., 2023b). Gender diversity in BoDs has become a
critical aspect of the governance structures worldwide (Nekhili et al.,
2022). Studies suggest that boards with female directors pay more
attention to ESG issues as they have more focus on society welfare and
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philanthropy, whereas males typically prioritize financial achievements
(Nadeem et al., 2020; Qureshi et al., 2020). The gender socialization
theory of Chodorow (1978) states that female directors possessing
community-oriented traits such as supportiveness, empathy, and cour-
tesy foster better communication with stakeholders by avoiding infor-
mation asymmetry and resolving misunderstandings. Influenced by
their socialization, female directors are more likely to value ethical
leadership and transparent corporate practices. They tend to prioritize
open communication with stakeholders, reducing information
asymmetry—a major factor contributing to ESG controversies. Female
directors can mitigate reputational damage and enhance investor trust
by ensuring that environmental and social risks are disclosed properly
(Altunbas et al., 2022; Farooq et al., 2022; Wang and Yang, 2025). As
female directors encourage social responsibility, firms tend to adopt
more sustainability practices. Thus, BoDs with higher female represen-
tation act more socially responsible compared to those with fewer or no
females (Qureshi et al., 2020; Altunbas et al., 2022). Moreover, Wer-
nerfelt (1984) resource-based theory suggests that female directors bring
diverse backgrounds, leading to innovative strategies and solutions for
ESG issues beyond the traditional (Nerantzidis et al., 2022). Having
female directors on BoDs promotes ESG initiatives, and helps to address
ESG issues more effectively and transparently (De Masi et al., 2022;
Nekhili et al., 2022). Building on these insights, we formulate the first
hypothesis of our study:

H1. Female representation on corporate boards reduces ESG contro-
versies in US firms.

The agency theory (Fama, 1980) suggests that the relationship be-
tween executives and shareholders relies on resolving conflicts and
aligning interests among stakeholders (Fama and Jensen, 1983; Dawar,
2014). It asserts that independent directors act autonomously to pay
regard to shareholders’ interests, whereas executive directors might
compromise the board’s monitoring role. Therefore, a higher represen-
tation of independent directors in corporate boards helps to balance
firms’ financial targets with their social responsibilities and to be
recognized as a socially responsible organization (Zhu et al., 2016; Jizi,
2017). Furthermore, independent female directors increase the board’s
monitoring capabilities, resulting in greater transparency, less agency
cost, and corporate financial fraud (Sial et al., 2019; Li and Li, 2020).
They also contribute to increasing the firms’ market value by steering
managerial decisions toward sustainable practices that make them more
profitable (Zhu et al., 2016; Jin et al., 2021). On the other hand, female
independent directors motivate employees to perform well and improve
ESG disclosure quality (Jizi, 2017). Compared to their male counter-
parts, females with financial expertise and leadership skills are regarded
as more effective in corporate governance (Adams and Ferreira, 2009; Li
and Li, 2020). Additionally, independent female directors demonstrate
stronger concerns about corporate social responsibility (CSR) and ESG
compared to executive directors (Al-Najjar and Salama, 2022). Based on
these insights, we develop our second hypothesis as below:

H2. Firms face fewer ESG controversies in firms with independent
female directors than with executive female directors.

The BoDs is primarily responsible for guidance and oversight on
corporate policies and governance (Agnese et al., 2023). Therefore, it
plays a substantial role in addressing environmental concerns for the
interest of all stakeholders. Research indicates that linking executive
compensation to ESG performance results in both financial and
non-financial benefits (Nekhili et al., 2021; Wong and Neher, 2024).
Thus, contingency theory supports the idea that tying executive
compensation to ESG performance motivates the BoDs to be more
eco-friendly. Additionally, existing studies also document the positive
effect of diverse BoDs on corporate financial performance (Qureshi
et al., 2020; Issa and Hanaysha, 2023). The studies also show that the
diverse BoDs with ESG-linked compensation outperform their peers
(Gull et al., 2023a). Building on these insights, we formulate the third
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hypothesis as below:

H3. Firms with female directors face fewer ESG controversies when
they have sustainability-linked compensation policies in place.

Having female representation on corporate boards is widely
acknowledged for promoting diversity, developing effective communi-
cation, and increasing both firm value and sustainability performance
(Nadeem et al., 2020; Qureshi et al., 2020; Altunbas et al., 2022). A
strong governance structure builds transparency and accountability in
addressing ESG controversies (Gull et al., 2023b). Conversely, a weak
one, formed with inadequate policies and practices, hinders effective
ESG management (Shakil et al., 2021). As such, the female BoDs might
face difficulties due to a lack of resources. This leads to more prominent
controversies as their efforts in addressing such issues might clash with
disruptive governance practices (Shakil et al., 2021; Mallidis et al.,
2024). Besides, their presence might expose the firms’ weaknesses in
tackling ESG issues, making controversies more visible (Issa and
Hanaysha, 2023; Mallidis et al., 2024). Issa and Hanaysha (2023) reveal
that high ESG-scored firms typically show board diversity alongside
strong governance structures and policies. This highlights the signifi-
cance of board diversity in increasing ESG performance, especially in
firms already practicing strong governance and eco-friendliness. Addi-
tionally, these firms are better positioned to realize the potential benefits
that board diversity brings to the decision-making process (Abdelkader
etal., 2024; Elamer and Boulhaga, 2024). We use the governance quality
score provided by ASSET4 to quantify corporate governance quality.
The score ranges between 0 and 100, and a higher score indicates a
higher governance quality (Gull et al., 2023b). Building on these in-
sights, we propose our fourth hypothesis as follows:

H4. Firms’ governance quality significantly moderates the effect of
female directors on ESG controversies.

In environmentally sensitive industries, managers who prioritize
their power typically practice value-destroying activities (Nadeem et al.,
2020). Therefore, they often encounter intense pressure from stake-
holders to adopt eco-friendly practices and reduce environmental
pollution (Ahsan et al., 2024). These concerns mostly result in the
managerial manipulation of overstating sustainable performance or
understating ESG controversies (Nadeem et al., 2020). From a theoret-
ical perspective, managerial power tends to be exploited while reporting
firms’ actual environmental performance either excessively or mini-
mally. However, diverse BoDs enable a counterbalance by increasing
scrutiny and improving decision-making (Wahid, 2019; Issa and
Hanaysha, 2023). Besides, as female directors exhibit risk aversion in
general, they bring foresight and proactiveness into the decision-making
process of the firms (Manita et al., 2018), thereby mitigating the po-
tential negative societal and environmental impacts (Issa and Hanaysha,
2023). Environmentally sensitive industries are those that heavily
depend on natural resources or significantly influence the environment
through direct or indirect impacts (Nadeem et al., 2020). Building on
these insights, we propose our fifth hypothesis as below:

H5. Industry sensitivity significantly moderates the effect of female
directors on ESG controversies.

3. Sample, variables, and estimation method

Our study sample consists of US-listed firms (non-financial) from
2002 to 2019." To obtain the data for the ESG controversies score, we
use Thomson Reuters Eikon as the primary data source utilized in pre-
vious research (Aouadi and Marsat, 2018; Agnese et al., 2023; Issa and
Hanaysha, 2023). The ESG controversies score (CONT SC) is calculated

1 ESG data are available from 2002 in Eikon. We limit the sample period to
2019 to prevent any potential biases due to the Covid-19 Pandemic.
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considering 23 ESG controversial topics. A higher score indicates lower
ESG controversies and vice versa. This score shows the firm’s level of
exposure to environmental, social, and governance controversies re-
ported globally. We measure female representation as the percentage of
female directors on corporate boards. We obtain this data from BoardEx
(Nadeem et al., 2020). Following the recent studies—e.g. (Issa and
Hanaysha, 2023; Qureshi et al., 2024), —, we include control variables
and obtain data from ASSET4, BoardEx, and Worldscope. After merging
these data sets, we get 2347 US firms with 15,175 firm-year observa-
tions. To examine the relationship between female directors and ESG
controversies, we estimate the following regression model:

CONT_SC;; = fy+p,CONT_SC;; 1 + p,FD_PRO;, + 0Z;, + Ind; + Yr,
+ Eig....
@

CONT_SC;, is the dependent variable representing the ESG controversies
score. CONT_SC;;_1 shows the ESG controversies score from the previ-
ous period; FD_PRO;; indicates the proportion of female directors on a
corporate board; Z shows a vector of our control variables. Ind; and Yr;
show industry and year-fixed effects, respectively. ¢; is the error term.
We employ the generalized method of moments (GMM System - Two
step) to examine this baseline regression model, as it addresses potential
endogeneity issues (Roodman, 2009). The breakdown of our variables is
explained in Table 1.

4. Empirical results
4.1. Data description and correlation analyses

In Table 2, we present the descriptive statistics. The mean and
standard deviation of CONT SC are 89.775 and 23.975, respectively. The
mean value of CONT DUM is 0.201, which indicates that almost 20 % of
the sample firms have at least one ESG controversy. Furthermore, the
FD PRO mean value is 0.192, suggesting that 19 % (approximately) of the
boards of our sample firms are female directors. The average values of
0.184 for FD IND and 0.008 for FD EX indicate that, on average,
approximately 18 % of the female directors are independent and almost
1 % are executive. Table 3 shows a pairwise correlation analysis. We do
not find a significant association between the independent variables,
and therefore, the issue of multicollinearity is not present.

4.2. Regression results

In Table 4, we report our regression results using dynamic regression
analysis (GMM System). In column 1, we document a positive and sta-
tistically significant coefficient of FD PRO (0.302***) on CONT SC,
suggesting that female directors reduce ESG controversies in US firms
(accept Hy). The economic significance suggests that a one-standard-
deviation increase in the percentage of female directors reduces ESG
controversies of firms by 6.46 %.> The findings are similar to previous
research (Nadeem et al., 2020; Qureshi et al., 2020) and align with the
gender socialization theory. In other words, it posits that female directors
are more sensitive about stakeholders’ welfare and proactive in avoiding
ESG controversies (Farooq et al., 2022; Gull et al., 2023b; Issa and
Hanaysha, 2023). The diverse boards improve the decision-making
process, strengthen governance, and consequently mitigate ESG con-
troversies (Issa and Hanaysha, 2023). Conversely, Mallidis et al. (2024)
find a negative relationship between board gender diversity and
corporate social responsibility performance scores.

In Column 2 (Table 4), we document the regression results of our
second hypothesis, which examines the effect of independent and ex-
ecutive female directors on firms’ ESG controversies. We document a

2 1t is calculated as [0.192 x (0.302/0.8977)] = 0.06459%100 = 6.46 %.
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Table 1

Definition of variables.
Variable name Notation Definition Source
ESG controversies CONT SC Environmental, social, and Asset4

score governance (ESG)
controversies score of the US
firms as provided by Asset4-
Thomson Reuters. The higher
the score, the lower the firms’
engagement in ESG
controversies.

ESG controversies CONTDUM  Dummy variable equals 1 ifthe =~ Same
dummy company has at least one ESG
controversy and 0 otherwise.
Proportion of FD_PRO The proportion of female BoardEx
female directors directors on the board.
Presence of female ~ FD DUM Dummy variable equals 1 if Same
directors firm has at least one female
director and 0 otherwise.
Blau diversity BLAU —1- Z:‘ | P, where P; is the Same
index percentage of board members
in each category (two: male/
female) and n is the number of
categories.
Shannon diversity SHAN - _ E:’ \ P In(P;), where P; Same
index is the percentage of board
members in each category
(two: male/female) and n is
the number of categories.
Female FD_IND The proportion of female Same
independent independent directors on the
directors board.
Female executive FD_EX The proportion of female Same
directors executive directors on the
board.
Board size B SIZE Natural log of the number of Same
directors on the board.
Board B.IND The proportion of independent ~ Same
independence directors on the board.

CEO role duality DUAL Dummy variable coded 1 if the  Asset4
CEO and chairman positions
are held by the same

individual and 0 otherwise.

CSR committee CSR_COM Dummy variable coded 1 if the ~ Same
firm has a CSR committee and
0 otherwise.
Sustainable SUS_COMP Dummy variable coded 1 if the Same
compensation company has a sustainable
compensation policy for
executives and 0 otherwise.
Research and RD_INT The ratio of research and WorldScope
development development expenditure to
intensity sales.
Capital intensity CAP_INT The ratio of capital Same
expenditure to sales.
Profitability ROA Net income/loss divided by Same
total assets.
Tobin’s Q TQ The ratio of the sum of market ~ Same
capitalization and total assets
minus the book value of
shareholders’ equity divided
by total assets.
Cash holdings CASH The ratio of cash and short- Same

term investments to total

assets.

The ratio of a firm’s total debt ~ Same
to total assets.

Natural log of total sales. Same
The age of the firm. Same

Financial leverage = LEV

Firm size SIZE
Firm age AGE

Note: All continuous variables are winsorized at the bottom 1 % and top 99 %
levels.

positive and significant effect of FD_IND (0.105***) on CONT SC.
However, the effect of FD_EX is statistically insignificant. These results
indicate that independent female directors significantly decrease ESG
controversies in US firms, whereas the impact of female executive
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Table 2 °
Descriptive statistics. " 8
Variables Mean SD Min Median Max - -
CONT SC 89.775 23.975 0.620 100 100 x
CONT DUM 0.201 0.401 0 0 1 g
FD_PRO 0.192 0.145 0 0.167 0.700 A =S
FD DUM 0.844 0.363 0 1 1
BLAU 0.268 0.150 0 0.278 0.500
SHAN 0.213 0.109 0 0.235 0.347 25k
FD_IND 0.184 0.141 0 0.167 0.667 o 222
FD EX 0.008 0.032 0 0 0.286
B SIZE 2.241 0.244 1.099 2.197 2.890
B IND 0.844 0.092 0.000 0.875 1.000 o b &
B MEET 2.005 0.404 1.386 1.946 3.296 ERE R
DUAL 0.353 0.477 0 0 1 N 999
CSR.COM 0.268 0.443 0 0 1
SUS.COMP 0.246 0.431 0 0 1
RD_INT 0.071 0.256 0 0 1.849 ok
CAPINT 0.139 0.370 0 0.038 4.260 Er288 38
ROA 0.043 0.117 —0.640 0.050 0.353 = ~°299
TQ 2.111 1.506 0.632 1.572 9.215
CASH 0.145 0.185 0 0.069 0.900
LEV 0.271 0.208 0 0.248 0.911 o Nk abh i
SIZE 15.345 1.613 9.642 15.266 21.712 888822
AGE 5.363 4.289 1 4 18 S negeee
Note: This table presents the summary statistics for all variables used in the
analysis. o b el &
All variables are as defined in Table 1. 8r3s5588
N SAREE L
directors on ESG controversies is statistically insignificant. In economic
terms, we find that firms face fewer ESG controversies by 2.15 %° if o R NEL LD
female representation of independent directors on the board is increased Ensdgaad
by one percent. These findings align with the agency theory, suggesting S "eseee99
the independent directors’ effective monitoring role in mitigating
agency problems, specifically for ESG issues (Zhu et al., 2016; Sial et al., R A
2019; Jin et al., 2021). 8838888853
In Columns 3 and 4, we report the regression results for our hy- N “Teceggeee
pothesis 3, which investigates the role of ESG-linked compensation policy
in determining the relationship between female directors and ESG o LR RN D
controversies. We document a positive and significant impact of FD_PRO S§23=28=288¢Y
on CONTSC (0.318**) for the firms with a sustainability-linked © “e99ceggeee
compensation policy, supporting Hs and contingency theory. This ex-
hibits that sustainability-linked compensation motivates female di- ol h e B
rectors to strive for superior ESG performance (Gull et al., 2023a), which 888868588528
in turn mitigates ESG controversies. In contrast, there is a significantly " "§eeegeceg9
negative relationship (—0.243***) between FD PRO and CONT SC for
the firms with no ESG-linked compensation policy, showing the sym- b hE fobh D w
bolic representation of female directors on corporate boards. 258538228828
Furthermore, we document the regression results of our hypothesis 4 <+ "eeegegggees
in columns 5 and 6 of Table 4, which explores the role of corporate
governance (CG) quality in determining the relationship between female % % % ox x % ok % s
directors and ESG controversies. Based on the industry-year average of § § § t§ E E § E 5 5 % § 5
the corporate governance quality score of Eikon, we split the study - Teeeegeeeeee
sample into two groups: high-governance quality firms and low-
governance quality firms. For firms with low governance quality, we ek x % ox ox os ow ox s x x
document a positive and statistically significant relationship (0.229%*) § E. g § g 5 § E g 5 5 E. § E :
between FD PRO and CONT SC. However, for the high governance ~ "eegeegeeeelee S
quality firms, this relationship is insignificant. These results suggest that : =
female directors provide an effective monitoring mechanism in miti- N o o
gating the ESG controversies for poor governance quality firms. The SRBBBINES 8823 Y E 3
findings align with (Gull et al., 2023b) who suggest that gender diversity L|7eeSgeSggSSgSSs | 5O
plays a significant role in corporate outcomes, with poor governance ] §
quality. ‘ N g s
Columns 7 and 8 (Table 4) document the regression results for our g % Sw K § § e 5 _LZ é
hypothesis 5, which examines the moderating role of industry sensitivity g £ ﬁ‘.l S E g § :. § N So . @B = &
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Table 4
Hypotheses testing.
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Whole sample With SUS_ COMP

Without SUS_.COMP

High Governance Low Governance Sensitive Industries Non-sensitive

Industries
@ (2) 3) 4 5) (6) @ ®
Variables CONT_SC
LAG_CONT_SC 0.353*** 0.312%** 0.326*** 0.364*** 0.357*** 0.317*** 0.375%** 0.427%%*
(22.27) (23.82) (12.81) (19.78) (18.99) (13.18) (18.61) (24.75)
FD_PRO 0.302%** 0.318** —0.243%*** —0.003 0.229** 0.363%** —0.432%**
(3.42) (2.05) (-4.77) (-0.03) (2.44) (4.83) (-7.96)
FD_IND 0.105%**
(2.66)
FD_EX —0.010
(-0.15)
B SIZE 0.065%** 0.055%*** 0.036 0.047** 0.040* 0.070** —-0.028 0.029*
(2.98) 3.71) (0.87) (1.99) (1.67) (2.29) (-1.44) (1.86)
B IND —0.103*** —0.087*** —0.118 —0.023 —0.021 —0.088** 0.013 0.001
(-3.59) (-3.87) (-1.52) (-0.76) (-0.56) (-2.46) (0.30) (0.03)
B MEET —0.052%** —0.038*** —0.063*** —0.017** —0.033*** —0.057*** —0.031%** —0.015**
(-5.16) (-6.63) (-3.89) (-2.02) (-3.99) (-4.86) (-3.36) (-2.03)
DUAL —0.010 0.006 0.012 0.000 —0.004 —0.004 —0.001 0.007
(-1.43) (1.16) (0.94) (0.05) (-0.67) (-0.50) (-0.07) (1.15)
CSR.COM —0.036%** —0.022%** —0.055%** 0.000 —0.011 —0.045%** —0.039%** 0.003
(-4.28) (-3.82) (-2.91) (0.05) (-1.11) (-3.61) (-3.94) (0.33)
SUS_COMP —0.017* —0.020%** —0.007 —0.031** —0.007 —0.011
(-1.73) (-3.36) (-1.11) (-2.51) (-1.02) (-1.50)
RDINT 0.038** 0.021 0.033 0.039** 0.039** 0.042%* 0.008 0.026
(2.04) (1.50) (0.79) (2.25) (1.97) (1.97) (0.47) (1.38)
CAPINT 0.003 0.002 0.017 —0.029* —0.002 —0.017 0.050%*** 0.001
(0.32) (0.32) (0.84) (-1.80) (-0.36) (-0.87) (4.27) 0.14)
ROA 0.001%*** 0.001*** 0.002** 0.001*** 0.001*** 0.002%** 0.001*** 0.001***
(3.68) (4.79) (2.41) (4.47) (2.96) (4.01) (2.61) (2.99)
TQ —0.010%** —0.006%*** —0.012* —0.003 —0.001 —0.007** —0.003 —0.003
(-3.38) (-3.63) (-1.89) (-1.27) (-0.31) (-2.23) (-1.26) (-1.48)
CASH —0.066*** —0.131** —0.064*** —0.116%*** —0.038 —0.083*** —0.058**
(-2.98) (-2.78) (-2.26) (-3.13) (-4.23) (-1.44) (-3.41) (-2.37)
LEV 0.083*** 0.048%** 0.009 0.026 0.023 0.086*** 0.027 —0.000
(3.40) (3.54) (0.16) (1.38) (1.29) (3.32) (1.35) (-0.01)
SIZE —0.047%** —0.040%*** —0.059%*** —0.023*** —0.046%*** —0.028%*** —0.040%** —0.018***
(-8.49) (-10.67) (-5.21) (-6.25) (-9.19) (-4.54) (-9.05) (-5.34)
AGE —0.001 0.000 0.001 0.000 0.002** —0.004** 0.001 0.003***
(-0.85) (0.16) (0.33) (0.50) (2.06) (-2.28) (0.69) (3.58)
Intercept 1.786*** 1.334%** 1.738%** 2.535%* 1.812%** 1.852%** 1.267%*** 0.857***
(3.55) (4.19) (7.78) (2.49) (6.90) (3.03) (14.52) (14.04)
Observations 12,148 12,148 3205 8943 6572 5538 3404 8744
Industry & Year Yes Yes Yes Yes Yes Yes Yes Yes
AR (1) test —16.46 —16.52 —10.02 —13.97 -12.78 —10.95 -9.163 -14.31
AR (1) p-value 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
Sargan test 235.8 686.8 128.2 8122.5 348.7 264 173.7 7715.2
Sargan p-value 0.000 0.000 0.000 0.000 0.000 0.000 0.028 0.000

Note: This table presents results for the relationship between the proportion of female directors on board, independent vs. executive female directors, and ESG
controversies. *, **, *** Represent significance at 0.1, 0.05, and 0.01 levels, respectively. Z statistics are given in parentheses. All variables are as defined in Table 1.

divide the sample based on industry nature and create two sample firms:
environmentally sensitive and non-sensitive firms. Firms in the agri-
cultural, chemical, forestry, fishing, mining, metal, petroleum, and
construction sectors are classified as environmentally sensitive in-
dustries, while all other firms are categorized as non-sensitive industries
(Nadeem et al., 2020). We document a positive and statistically signif-
icant (0.363***) impact of FD_PRO on CONT _SC for the environmentally
sensitive sample firms. However, for non-sensitive sample firms, the
effect of FD PRO on CONT SC is significantly negative (—0.432%**).
These results are aligned with the existing studies that suggest that
environmentally-sensitive industries face strict regulatory scrutiny
compared to non-sensitive industries (Qureshi et al., 2020).

4.3. Robustness analyses

In this section, we ensure the robustness of our findings regarding the
sensitivity to proxies, namely ESG controversies and female directors. In
doing that, we create a dummy variable (CONT DUM) which equals 1 if

a sample firm faces ESG controversies in a particular year, and 0 if not.
Table 5 (Column 1) indicates the regression results using this alternate
proxy of ESG controversies. We find a significantly negative effect
(—0.605***) of FD_PRO on CONT DUM. It confirms the main findings, i.
e., female representation on corporate boards reduces their ESG contro-
versies. Additionally, we use various alternate measures for female rep-
resentation on corporate boards. Firstly, we employ a dummy variable
(FD_DUM) which equals 1 if a firm has a female director(s) on the board,
and 0 if there is no female representation (Table 5, Column 2). Secondly,
we utilize Blau (1977) Diversity Index (BLAU) and Shannon (1948)
Index of Diversity (SHAN) to determine the relative female representa-
tion on corporate boards (Table 5, Columns 3 and 4). These indices
quantify gender diversity on a continuous scale and consider both the
number of groups (two: male/female) in a population or sample and
their relative representation, as a measure of gender diversity (Nadeem
et al., 2020). The results indicate highly significant positive associations
of FD DUM (0.105***), BLAU (0.184***), and SHAN (0.230***) with
CONT SC. These findings further confirm the robustness of our baseline
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Table 5
Robustness analysis.

Variables 1 @ 3) @

CONT_DUM CONT_SC
LAG_CONT_DUM/SC 0.260%** 0.336%** 0.350%** 0.351%**

(16.53) (16.96) (27.30) (27.43)
FD PRO —0.605%**

(-3.23)
FD DUM 0.105%***

(2.61)
BLAU 0.184%**
(3.40)
SHAN 0.230%**
(3.16)

Controls Yes Yes Yes Yes
Observations 12,148 12,148 12,148 12,148
Industry & Year Yes Yes Yes Yes
AR (1) test —19.45 —17.01 —16.22 —16.21
AR (1) p-value 0.000 0.000 0.000 0.000
Sargan test 170.7 84.73 377.7 380.9
Sargan p-value 0.000 0.002 0.000 0.000

Note: This table presents results for the relationship between female directors
and ESG controversies using alternate measures of board gender diversity and
ESG controversies. *, **, *** Represent significance at 0.1, 0.05, and 0.01 levels,
respectively. Z statistics are given in parentheses. All variables are as defined in

Table 1.

results, revealing that they are not sensitive to alternative proxies of
board gender diversity.

4.4. Additional analysis

Our findings indicate a significant role of independent female di-
rectors in mitigating ESG controversies, whereas executive directors
have an insignificant impact (Table 4). For further investigation, we
explore the role of female independent and executive directors on ESG
controversies for different sub-samples employed in hypotheses 3-5. We
present our results in Table 6.

In Columns 1 and 2 (Table 6), we document the regression results for

Table 6
Additional analysis.
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the effect of female independent and executive directors on ESG con-
troversies for firms with and without ESG-linked compensation. We find
a highly significant positive effect (0.314***) of FD_IND on CONT SC for
the firms with ESG-linked compensation policy and a moderately sig-
nificant positive impact (0.101%*) of FD_IND on CONT SC for the firms
without it. There is also no significant relationship between FD_EX and
CONT SC. These results highlight that ESG-linked compensation exclu-
sively amplifies female independent directors’ stakeholders’ orienta-
tion. Further, they strive for superior corporate ESG performance even
when there is none.

In Columns 3 and 4, we document the regression results for the effect
of female independent and executive directors on ESG controversies for
high and low governance quality firms. We find significant positive ef-
fects of FD_IND on CONT SC for the firms with high (0.190%) as well as
low (0.180***) governance quality. Again, there is also no significant
relationship between FD_EX and CONT SC. These results emphasize that
female independent directors contribute to effective monitoring in
mitigating the ESG controversies for firms, irrespective of corporate
governance quality. Conversely, female executive directors fail to curb
ESG controversies, regardless of corporate governance quality.

In Columns 5 and 6, we present the regression results for the impact
of female independent and executive directors on ESG controversies for
firms classified based on industry sensitivity. Our findings suggest that
for firms that belong to environmentally sensitive industries, the effect
of FD_IND is positive and statistically significant at the 1 percent level
(0.271***), For non-sensitive sample firms, the coefficient of FD IND on
CONT SC is also positive but less significant (at a 5 percent level)
(0.154**). However, we show that the effect of FD_ EX on CONT _SC for
sensitive sample firms is negative and statistically significant (—0.288%**)
at a 1 percent level. These results reveal that independent female di-
rectors remain highly responsive to corporate sustainability issues when
working for sustainability-sensitive firms, whereas their responsiveness
decreases when working for non-sensitive firms. On the other hand, the
executive female directors’ presence in firms operating in sustainability-
sensitive industries increases ESG controversies due to their dual roles as
both managers and directors.

With SUS_COMP Without SUS.COMP High Governance Low Governance Sensitive Industries Non-sensitive
Industries
(€8] 2) 3) [©)] %) (6)
Variables CONT_SC
LAG_CONT.SC 0.336%** 0.330%*** 0.354*** 0.325%** 0.342%** 0.322%**
(13.32) (27.97) (18.66) (20.19) (62.30) (19.60)
FD_IND 0.314%** 0.101%* 0.190* 0.180%** 0.271%** 0.154**
(3.58) (2.43) (1.89) (4.07) (13.13) (2.30)
FD_EX —0.108 —0.051 —0.172 —0.006 —0.288*** 0.045
(-0.76) (-0.70) (-0.66) (-0.16) (-6.55) (0.55)
Controls Yes Yes Yes Yes Yes Yes
Observations 3205 8943 6572 5538 3404 8744
Industry & Year Yes Yes Yes Yes Yes Yes
AR (1) test —9.965 —13.38 —12.58 —10.64 —8.838 —13.90
AR (1) p-value 0.000 0.000 0.000 0.000 0.000 0.000
Sargan test 128.8 526.8 84.55 352.3 351.3 486.7
Sargan p-value 0.000 0.000 0.072 0.000 0.000 0.000

Note: This table presents results for the relationship between independent vs. executive female directors and ESG controversies using sub-samples of firms with high vs.
low corporate governance quality, firms belonging to environmentally sensitive vs. non-sensitive industries, and firms with vs. without sustainable compensation
policy for executives. The high governance sample includes firms with ASSET4 corporate governance performance scores higher than the sample median of corporate
governance performance score and the low governance sample consists of firms whose ASSET4 corporate governance performance score is less than the sample median
of corporate governance performance score. Firms operating in the agricultural, chemical, forestry, fishing and mining, metal, petroleum, and construction industries
are included in the environmentally sensitive industries sample, and the rest of the firms are included in the non-sensitive industries sample (Cho et al., 2010; Gull et al.,
2023a). *, ** *** Represent significance at 0.1, 0.05, and 0.01 levels, respectively. Z statistics are given in parentheses. All variables are as defined in Table 1.
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4.5. Mechanism analysis

The findings of our main (Table 4) and additional analyses (Table 6)
indicate a significant role of independent female directors only in
mitigating ESG controversies. Therefore, we argue that independent
female directors enhance transparency due to their better monitoring
(Sial et al., 2019) and consequently, decrease ESG controversies. We test
this mechanism based on third-party assurance of CSR reports. We
observe a significant positive association of FD_PRO (0.111**) with
ASSURANCE (Table 7, Column 1), suggesting that female directors
enhance third-party assurance of sample firms. Further, we observe a
significant positive association of FD PRO (0.269**) with CONT SC
(Table 7, Column 2) only for the firms having third-party CSR assurance.
These results emphasize that female directors mitigate ESG contro-
versies by bringing transparency. To further investigate this argument,
we repeat the analysis for female independent and executive directors
and observe a significantly positive (negative) association of FD_PRO
(FD_EX) with ASSURANCE (Table 7, Column 4), suggesting that female
independent directors (executive) enhance (decrease) third-party
assurance of sample firms. Moreover, we observe significant positive
associations of FD_IND only with CONT SC for the firms having
third-party CSR assurance (Table 7, Column 5) as well as with no CSR
assurance (Table 7, Column 6), indicating a significant role of female
independent directors only in mitigating ESG controversies by
enhancing transparency. This mechanism analysis aligns with the agency
theory and supports the effective monitoring role of female independent
directors in mitigating agency problems, specifically for ESG issues (Sial
et al., 2019; Garcia-Sanchez et al., 2025).

5. Discussion of the results

Our results reveal that the representation of female directors on
corporate boards mitigates ESG controversies. The female directors’
communication skills and monitoring capabilities facilitate raising any
potential stakeholders’ concerns. This improvement contributes to
reducing information asymmetry (resource-based theory). Besides, female
BoDs prioritize social and environmental issues extending beyond
financial considerations in decision-making, an inclination aligned with

Table 7
Mechanism analysis based on third-party assurance of CSR reports.
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gender socialization theory (Farooq et al., 2022). Additionally, empirical
research shows that female directors focus on sustainability, fostering
transparency and stakeholder trust, and our mechanism analysis also
supports this. This gender-driven divergence leads to fewer ESG con-
troversies (Nekhili et al., 2022; Gull et al., 2023b). While gender so-
cialization theory provides a foundational lens to explain why female
directors may prioritize ethical and social concerns, we acknowledge
that its application can sometimes lead to overly deterministic as-
sumptions. Recent literature cautions against essentializing female
leadership traits, such as empathy and stakeholder orientation, as
inherently beneficial for ESG outcomes. For instance, Campopiano et al.
(2023) highlight that the positive influence of women on corporate so-
cial performance is contingent upon both board-level and institutional
factors, and that simplistic associations between gender and ethical
behavior risk reinforcing stereotypes.

Furthermore, independent directors, by virtue of their oversight role
and relative autonomy, are better positioned to challenge management
decisions and advocate for ethical and sustainable practices. Campo-
piano et al. (2023) emphasize that the effectiveness of female directors is
contingent upon board-level structures and institutional contexts, with
independent roles offering greater scope for influence. Similarly, Bear
et al. (2010) find that the gender composition has a positive effect on
CSR ratings and corporate reputation, particularly when women hold
roles that allow for strategic oversight. In contrast, executive female
directors may face role constraints due to their embeddedness in oper-
ational hierarchies, which can limit their ability to act independently on
ESG matters. This aligns with broader literature suggesting that the mere
presence of women on boards is insufficient unless accompanied by
structural empowerment and role clarity. From a strategic perspective,
our findings suggest that firms seeking to improve their ESG perfor-
mance should not only increase female representation but also prioritize
appointing women to independent board roles. This approach can
strengthen board accountability and reduce the likelihood of ESG
controversies.

From a perspective of the role of ESG-linked compensation, female
BoDs working with such policies are incentivized to engage more with
stakeholders, foster CSR commitments, and strive for higher ESG per-
formance. Considering governance quality, female directors play a

Whole Sample CSR Assurance No CSR Assurance Whole Sample CSR Assurance No CSR Assurance
™ (2) 3 “@ ) 6)
Variables ASSURANCE CONT_SC ASSURANCE CONT_SC
LAG_ASSURANCE 0.885%*** 0.844**
(70.98) (98.15)
LAG_CONT.SC 0.378%** 0.311%** 0.397*** 0.320%**
(14.05) (11.62) (20.90) (13.46)
FD PRO 0.111** 0.269** 0.033
(2.52) (2.47) (0.33)
FD_IND 0.118%** 0.259%** 0.225%*
(3.85) (2.98) (2.08)
FD EX —0.153%** 0.066 0.322
(-4.07) (0.23) (1.20)
Controls Yes Yes Yes Yes Yes Yes
Observations 2777 851 2329 2777 851 2329
Industry & Year Yes Yes Yes Yes Yes Yes
AR (1) test —5.684 —-5.229 -8.151 —5.595 —5.260 —8.229
AR (1) p-value 0.000 0.000 0.000 0.000 0.000 0.000
Sargan test 2417 75.84 100.4 2413 121.9 111.2
Sargan p-value 0.000 0.002 0.027 0.000 0.001 0.002

Note: This table presents results for the relationship between female directors, independent vs. executive female directors, and ESG controversies based on the firms’
likelihood of seeking third-party assurance of CSR reports to enhance transparency. ASSURANCE is a dummy variable coded 1 if the CSR report was assured by an
external auditor and O otherwise. The CSR Assurance sample includes firms seeking CSR assurance services and the No CSR Assurance sample consists of firms not

seeking CSR assurance services.*, **,
defined in Table 1.

Represent significance at 0.1, 0.05, and 0.01 levels, respectively. Z statistics are given in parentheses. All variables are as
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substantial role, especially for firms with low governance quality. In
such organizations, female BoDs bring a more holistic perspective to
corporate governance and navigate the complex interplay between
firms’ and stakeholders’ expectations by managing ESG controversies
(Issa and Hanaysha, 2023). Regulatory bodies and institutional investors
should consider targeted interventions to promote the appointment of
independent female directors in these firms. Measures could include
board diversity mandates, ESG-linked governance incentives, or
enhanced disclosure requirements to ensure that female directors are
not only present but empowered to influence ESG outcomes. In envi-
ronmentally sensitive industries, female directors’ traits, such as being
risk-averse and prudent, affect their decision-making (Manita et al.,
2018), thereby mitigating the potential societal and environmental
negative impact of firms’ operations (Issa and Hanaysha, 2023). These
firms should be prioritized in board diversity initiatives, as the presence
of independent female directors can serve as a critical mechanism for
ESG oversight and risk mitigation. Policymakers and institutional in-
vestors may consider sector-specific guidelines or incentives to
encourage the appointment of independent female directors in these
sensitive industries.

6. Conclusion

Financial Times Editorial Report (2024) “ indicates that ESG funds
have faced withdrawals of $40bn as ESG controversies lead to growing
concerns among various stakeholders. As such, firms take decisive steps
to reconsider their strategies regarding environmental, social, and
governance issues. Board diversity is one of the key aspects of addressing
ESG controversies. Thus, having a diverse board contributes to pro-
moting better corporate governance practices and enhancing firm per-
formance (Qureshi et al., 2020; Brahma et al., 2021; Galletta et al.,
2022). To this end, we aim to investigate when specifically female di-
rectors curb corporate ESG controversies. Using a panel of 2347
US-listed non-financial firms’ data from 2002 to 2019, we show that
board gender diversity mitigates the ESG controversies. Especially, in-
dependent female directors play an effective and efficient role in such
issues. Besides, we consider specific firm characteristics such as
ESG-linked compensation, corporate governance quality, and industry
sensitivity. We show the significant effect of female directors in miti-
gating ESG controversies for firms with poor governance quality, oper-
ating in highly sensitive industries, and those that have a
sustainability-linked compensation policy.

We contribute to the globally hot topic of gender equality (Adams,
2024) and board diversity. The results emphasize the female directors’
roles in corporate governance. Increasing female representation on
boards plays a substantial role in mitigating ESG controversies. Besides,
gender-diverse boards are highly likely to formulate and implement
eco-friendly policies as members bring different experiences and per-
spectives. This might foster greater transparency and accountability in
terms of ESG disclosures. Therefore, policymakers need to consider such
essential information as ESG transparency is crucial for maintaining
stakeholders’ trust, sustainable corporate performance, and avoiding
any ESG issues.

Furthermore, corporate boards’ structure has been under societal
and legislative pressure over the past decade. The push for increased
female representation on boards highlights the importance of diversity
in decision-making. This enhances the board’s effectiveness and
corporate sustainability performance. Especially, female independent
directors are noteworthy for achieving stronger corporate governance.
We also contribute to the existing literature by increasing theoretical
and practical awareness of female independent directors’ roles in ESG
controversies. Notably, it reveals the mechanism for the effective role of
female directors and indicates how independent female representation is

4 The unsustainable hype around ESG (Financial Times — 2024).
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essential for consequential shifts in corporate governance and sustain-
ability practices. Moving forward, the findings draw policymakers’
attention to the value recognition of board gender diversity as not only a
matter of gender equality but a pivotal element for sustainability. The
effective monitoring role of independent female directors by enhancing
transparency has policy implications for devising better internal
governance mechanisms to help reduce corporate controversies.

While this research contributes to governance and sustainability
literature, it is important to acknowledge its limitations to point to av-
enues for future research. Female directors’ characteristics, such as
qualifications, experience, and complementary analyses on the effect of
the feminization of executive officers on ESG controversies, can be
incorporated into future studies.
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