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Abstract

In the contemporary global economic landseape, ithe |ifffportance of
environmental, social and governance performance has\béen increasingly
recognized due to its profound impact on the firmsy,operations, growthand
performance. ESG performance considers non-financtal” elements such as
climate change and corporate ‘ethics, ‘as these non-finangial elements can
exacerbate or reduce the vulnerability of markets, so ESG| performance can
affect risk.On the otherNhand, the ‘implemeptation “andé understanding of
environmental, social, and gouernance activities in different'types of companies
and among differentginvestors&can differ significantly and Accordingly, it
affects the understanding of systematic risk an@how it is managed in financial
markets, so it is,essential to,pay attention to firm=specific factors in this context.
The aim of the present study 1§,todnvestigate the effect of environmental, social,
and govegnance performance on 'm'e systematic risk of firms by considering the
moderating®ole of firm-spe&ﬁc factors. The present study is applied and
descriptive interms ofypurpose and is based on the regression analysis method.
Data from 266 companies listed on the Tehran Stock Exchange were collected
during the years, 2014 to 2023 and analyzed using econometric models and
Eviews software. The results showed that ESG performance has a significant
negative effect onf\systematic risk, meaning that firms with better ESG
performance experience lower systematic risk. Also, firm size, firm age, and
market capitalization strengthen the reducing effect of ESG on systematic risk,
while the cost of debt can weaken this effect. Better firms performance of
companies in the field of ESG improves transparency, enhances their
commercial credibility and reputation. The direct result of this is creating a
positive image of the company among stakeholders, improving financial and
non-financial stability and consequently reducing the firm 's systematic risk.
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firm-specific factors can moderate this relationship. Accordingly, it is
recommended that corporate managers strive to improve their ESG performance
to not only reduce risk but also become more attractive to investors. Investors
and policymakers can also use these indicators as a tool for risk management
and more informed decision-making.

Keywords: Environmental, social and governance performance, systematic risk,
company-specific factors, Cost of Debt, Firm value.

\. Introduction

In the contemporary global economic landscape, the “importance of
environmental, social and governance performance has™heen jmcreasingly
recognized due to its profound impact on the fiems operationsfgrowth and
performance. ESG performance considers non-financial \eléments stich as
climate change and corporate ethics, as these non-financial eléments™can
exacerbate or reduce the vulnerability, of markets, so ESG performance can
affect risk.On the other handWthe implementation and‘\understanding of
environmental, social, and governance activities in different types of companies
and among different investors can differ significantlysand Accordingly, it
affects the understandinghof systematic risk and how it is managed in financial
markets, so it is esseqtial to pay attention to firm-specific factors in this context.

2. Methodology

According to its nature, ‘this reséarch is classified as applied, descriptive and
based on “tegression analysis The required information for the research
variables and“hypothesis testing was prepared by referring to the audited
financial statements, independent audit report, financial database software such
as Rahvard Nawin and Tadbir Pardaz. Then the data of the research was
collected in Excelysoftware and used to perform statistical analysis using
Eviews software.

In this research, the/statistical population includes all the listed on the Tehran
Stock Exchange, considering the conditions, a total of Y11 and Data were
collected during the years 2014 to 2023, their data was compiled using Excel
software, summarized, classified and refined. Based on the objectives of the
research, seven hypotheses were formulated as follows:

First hypothesis: Environmental, social, and governance performance has an
impact on systematic risk.

Second hypothesis: The larger the firm, the greater the impact of environmental,
social, and governance performance on reducing systematic risk.



Third hypothesis: The older the firm, the greater the impact of environmental,
social, and governance performance on reducing systematic risk.

fourth hypothesis: The lower the cost of debt, the greater the impact of
environmental, social, and governance performance on reducing systematic risk.
fifth hypothesis: An optimal capital structure enhances the impact of
environmental, social, and governance performance on reducing systematic risk.
Sixth hypothesis: Higher investment strengthens the impact of environmental,
social, and governance performance on reducing systematic risk

Seventh hypothesis: Higher market value strengthens the impact of
environmental, social, and governance performance on reducing,systematic risk.
To test the above hypotheses, the following regression models are tsed:

SRISKlt =a. + a\ESGit + (XYROAit + a\—ROEit + (ZzLEVit + (’C>it + €t

SRISK;; = a. + a\ESG;; + axSize;; + arAge;; + agDebtip + aCS;;
+ a~INV;; + avFV ®anSize; x ESGi ¥+.asAge;r x ESGy;
+ a, .Debtit * ESGit + CKHCSit * ESGit + a\yINVit * ESGit
+ a\rFVit * ESGl't + a\gROAit + a\aROEl-t + CZHLEVl't
+ CZwCFL't

3.Conclusion

The present study examines “the Simpact @OFf environmental, social, and
governance perfermance on‘systematic risk by considering the role of firm-
specific factors. The results showed that ESG performance has a significant
negative effect on systematﬁ risk, meaning that firms with better ESG
performance experiencedlower systematic risk. These findings are consistent
with theoriésy of sus@nability and responsible investment, which state that
companies that adhere to environmental, social, and governance principles are
more resilient to magket fluctuations and are considered lower-risk options from
the perspective of investors. Comparing these findings with previous research
shows that the results of this study are consistent with the studies of Khorilov &
Kim (2024) and Wang et al. (2024), as both studies emphasize that participation
in ESG can effectively reduce general, systematic, and specific risks. Also, the
findings of Albuquerque et al. (2020) which showed that companies with high
ESG scores were more sustainable during the 2008-2009 financial crisis are in
line with the results of the present study. Similarly, Bakhtiari's (1402) study also
confirmed the positive impact of ESG reporting on investors' risk perceptions.
One of the key findings of this research is the moderating role of firm-specific
factors in the relationship between environmental, social, and governance
performance and systematic risk. Also, firm size, firm age, and market



capitalization strengthen the reducing effect of ESG on systematic risk, while
the cost of debt can weaken this effect. These results indicate that larger and
longer-established companies, due to greater access to financial and managerial
resources, are better able to reap the benefits of environmental, social, and
governance performance and reduce their risk. Furthermore, companies with
higher market capitalization receive a greater positive impact from
environmental, social, and governance performance due to the attention of
institutional investors and the requirement to adhere to sustainability standards.
In contrast, the findings showed that the cost of debt reduces the negative
impact of environmental, social, and governance performanee, on systematic
risk and even turns it into a positive impact. This result suggests that firms with
high cost of debt, due to financial pressures and“debt repayment requirements,
may not be able to fully reap the benefits of “environmental,"social, and
governance performance and, as a_result, remain exposed to\igh systematic
risk. Also, the variables of capital stfucture and investmeat amount'did not have
a significant effect on this relationshipy, which indicates “that these variables
alone are not able to moderate the“relationship between environmental, social,
and governance performance and systematic risk.

Gidage et al. (2024) hawe shown that the impact of ESG on‘reducing systematic
risk is less pronounced. in well-eapitalized firms, while larger, older firms, and
those with lower borrewing cests show a greater mitigating effect of ESG on
systematic risk sensitivity.\J hese findings are.also consistent with the results of
the present study, asithis studyseogfirmed that the size and age of companies can
enhance the impact'of ESGyonireducing systematic risk.

Accordinglynit is recommended that corporate managers strive to improve their
ESG performanee to not‘only reduce risk but also make them more attractive to
investors. Investorstand policymakers can also use these indicators as a tool for
risk management'and more informed decision-making.
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