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Abstract: This research investigates the complex relationship between Environmental, Social, and
Governance (ESG) performance and corporate financial distress risk, with a specific focus on the
moderating role of board diversity within the context of European firms. In recent years, the
integration of sustainability metrics into corporate strategy has become a critical determinant of
long-term viability and resilience. However, the extent to which ESG initiatives actively shield
companies from financial instability remains a subject of ongoing academic debate. By
systematically analyzing key ESG metrics alongside comprehensive board diversity indicators —
encompassing gender, age, educational background, and professional expertise —this study
explores how heterogeneous governance structures influence a firm's capacity to mitigate financial
distress risks associated with varying levels of ESG performance. Utilizing a robust dataset of
publicly listed European enterprises over a multi-year period, the empirical analysis reveals that
higher ESG performance is generally associated with a reduced probability of financial distress.
More importantly, the results demonstrate that board diversity significantly positively moderates
this relationship. Diverse boards appear better equipped to navigate the multifaceted challenges of
sustainability implementation, thereby enhancing the protective effects of ESG practices against
economic downturns and operational vulnerabilities. The findings provide profound insights into
the intricate interplay between proactive sustainability practices and robust governance structures.
Ultimately, this study offers valuable implications for corporate strategy, investor decision-making,
and regulatory policymaking, highlighting the necessity of fostering inclusive leadership to

maximize the financial benefits of corporate social responsibility initiatives.
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1. Introduction
1.1. Background and Motivation

Environmental, social, and governance (ESG) performance has emerged as a critical
dimension of corporate strategy, reflecting the growing expectations of stakeholders for
businesses to operate responsibly and sustainably. Companies are increasingly
integrating ESG considerations into their decision-making processes, recognizing their
potential to enhance long-term value creation [1]. Beyond reputational benefits, robust
ESG performance is increasingly viewed as a mechanism to mitigate risks, including those
associated with financial distress. Financial distress risk, defined as the likelihood of a
firm facing severe financial instability or insolvency, remains a central concern for
corporate stakeholders. Firms with strong ESG practices are often perceived as better
equipped to navigate economic uncertainties, as these practices can enhance operational
efficiency, foster stakeholder trust, and promote resilience against external shocks.

Despite the expanding body of research on the relationship between ESG
performance and financial outcomes, significant gaps remain in understanding the
contextual factors that influence this relationship. One such factor is board diversity,
which has gained prominence as a key element of corporate governance. Diverse boards,
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encompassing variations in gender, ethnicity, experience, and expertise, are often
associated with improved decision-making processes and enhanced oversight capabilities.
The presence of diverse perspectives may enable boards to better evaluate ESG-related
risks and opportunities, thereby influencing the extent to which ESG performance
translates into reduced financial distress risk [2]. However, the interplay between ESG
performance, financial distress risk, and board diversity remains underexplored,
particularly in the context of European firms, where regulatory and cultural frameworks
around diversity and ESG practices vary significantly.

This study seeks to address this gap by examining how board diversity moderates
the relationship between ESG performance and corporate financial distress risk.
Understanding this dynamic is crucial, as it offers insights into how governance structures
can amplify the benefits of ESG initiatives [3]. By focusing on European firms, this
research contributes to the broader discourse on sustainable corporate practices and their
implications for financial stability, while highlighting the strategic importance of fostering
diversity at the board level.

1.2. Research Objectives and Scope

This study aims to investigate the relationship between environmental, social, and
governance (ESG) performance and corporate financial distress risk, with a particular
focus on the moderating role of board diversity within European firms [4]. The primary
objective is to assess whether higher ESG performance contributes to mitigating financial
distress risk and to explore how diverse board compositions influence this relationship.
By examining these dynamics, the research seeks to provide a nuanced understanding of
how corporate governance structures, particularly board diversity, interact with
sustainability practices to impact financial stability.

The scope of this research is confined to firms operating within the European context,
a region characterized by its advanced regulatory frameworks and heightened emphasis
on ESG integration [5]. This geographical focus allows for an in-depth examination of
firms operating under relatively uniform institutional and cultural conditions, which is
crucial for isolating the effects of ESG performance and board diversity. The study
encompasses firms across various industries, ensuring a comprehensive analysis of the
interplay between ESG practices, governance structures, and financial outcomes.

The relevance of this research lies in its potential to address critical gaps in the
existing literature [6]. While prior studies have extensively explored the individual
impacts of ESG performance and board diversity on corporate outcomes, limited attention
has been given to their combined effects, particularly in the context of financial distress
risk. By addressing this intersection, the study contributes to both theoretical and practical
discussions on sustainable corporate governance. Furthermore, the findings are expected
to offer actionable insights for policymakers, investors, and corporate leaders aiming to
enhance financial resilience through improved ESG practices and diverse governance
structures.

2. Literature Review
2.1. ESG Performance and Financial Distress Risk

The relationship between Environmental, Social, and Governance (ESG)
performance and corporate financial distress risk has garnered significant attention in
recent years, reflecting the growing importance of sustainable business practices in
mitigating financial vulnerabilities. Previous research has highlighted that firms with
robust ESG performance often exhibit lower financial distress risk due to enhanced
operational efficiency, improved stakeholder trust, and reduced exposure to regulatory
penalties. The theoretical framework depicted in Figure 1 provides a structured approach
to understanding these dynamics, emphasizing the direct and moderating pathways
through which ESG metrics influence corporate financial health.
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Figure 1. Theoretical Framework Linking ESG Performance to Financial Distress Risk.

As illustrated in Figure 1, ESG performance is conceptualized as comprising three
interconnected dimensions: Environmental, Social, and Governance. Each dimension
contributes uniquely to mitigating financial distress risk. For instance, strong
environmental practices, such as energy efficiency initiatives and waste reduction
strategies, can lower operational costs and enhance long-term resilience against resource
scarcity. Similarly, social factors, including employee well-being programs and
community engagement, foster goodwill and reduce reputational risks, which are critical
during periods of financial instability. Governance mechanisms, such as transparent
reporting and ethical leadership, further strengthen decision-making processes and
reduce the likelihood of managerial misconduct, which could exacerbate financial distress
[7].

The diagram also highlights the moderating factors that influence the strength and
direction of the relationship between ESG performance and financial distress risk. These
factors, represented in Figure 1, include firm-specific characteristics such as industry type,
market conditions, and organizational structure. For example, firms operating in
environmentally sensitive industries may experience stronger benefits from
environmental initiatives, while governance practices may play a more pivotal role in
firms with complex ownership structures. Additionally, external pressures, such as
regulatory frameworks and investor expectations, can amplify the impact of ESG efforts
on financial outcomes.

Overall, Figure 1 underscores the multifaceted nature of the ESG-financial distress
nexus, demonstrating that while ESG performance directly contributes to reducing
financial distress risk, its effectiveness is contingent upon various moderating factors. This
framework provides a valuable lens for understanding how sustainable practices can be
strategically leveraged to enhance corporate resilience in the face of financial challenges
[8].

2.2. Board Diversity as a Moderating Factor

Board diversity has emerged as a critical factor in corporate governance, influencing
decision-making processes and organizational outcomes. Previous research highlights
that diverse boards, encompassing variations in gender, ethnicity, age, professional
background, and tenure, contribute to a broader range of perspectives and enhanced
deliberative capabilities. This diversity fosters more comprehensive evaluations of risks
and opportunities, which is particularly relevant in the context of environmental, social,
and governance (ESG) performance [6]. By integrating diverse viewpoints, boards can
better align corporate strategies with stakeholder expectations, thereby promoting
sustainable practices and mitigating reputational risks.

The role of board diversity in moderating the relationship between ESG performance
and corporate financial distress risk is increasingly recognized [9]. Diverse boards are
often associated with improved oversight and accountability, which can enhance the
implementation of ESG initiatives. For instance, gender-diverse boards have been linked
to greater sensitivity toward social and environmental concerns, potentially driving more
proactive ESG strategies. Similarly, ethnic and cultural diversity can enrich the
understanding of global markets and stakeholder demands, enabling firms to navigate
complex regulatory and societal landscapes more effectively. These dynamics suggest that
board diversity not only strengthens governance structures but also amplifies the positive
impact of ESG performance on financial resilience.

Moreover, diversity within boards can reduce groupthink and cognitive biases,
fostering a culture of critical inquiry and innovation [5]. This is particularly crucial in
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addressing the multifaceted challenges associated with ESG integration, which often
require balancing short-term financial objectives with long-term sustainability goals. By
promoting diverse perspectives, boards can facilitate more adaptive and forward-looking
decision-making processes, thereby enhancing organizational agility in the face of
financial distress. Consequently, board diversity serves as a pivotal moderating factor,
reinforcing the interplay between ESG performance and corporate financial stability in
European firms.

3. Materials and Methods
3.1. Data Collection and Sample Selection

The dataset utilized in this study comprises publicly listed European firms, selected
based on their inclusion in major regional stock indices to ensure representativeness of
the corporate landscape. The sample spans the period from 2010 to 2022, allowing for a
comprehensive analysis of ESG performance trends and their interplay with financial
distress risk. Firms were included in the dataset if they provided complete and reliable
disclosures on ESG metrics and board composition, ensuring data quality and consistency
[10]. To focus on the role of board diversity, companies with missing or insufficient
information on board demographics were excluded.

The ESG performance data were sourced from established third-party providers
specializing in environmental, social, and governance assessments. ESG scores reflect a
composite measure of a firm's sustainability practices, with higher scores indicating
stronger performance across these dimensions. Board diversity metrics were derived from
corporate governance disclosures, with particular emphasis on gender diversity,
measured as the percentage of female directors on the board [5]. Additional diversity
indicators, such as age and tenure heterogeneity, were also considered to capture broader
aspects of board composition.

As detailed in Table 1, the dataset encompasses key characteristics of the analyzed
firms. Columns include metrics such as the mean, standard deviation, and range for ESG
scores and board diversity measures. For instance, the average ESG score across the
sample is 75.4, with a standard deviation of 12.3 and a range spanning from 50 to 100.
Similarly, board gender diversity averages 35.2%, with a standard deviation of 10.5% and
a range from 10% to 60%. These descriptive statistics highlight variability in ESG
performance and board composition, providing a robust basis for examining their
interaction with corporate financial distress risk.

Table 1. Summary of Dataset Characteristics.

Metric Mean +=SD Range
ESG Score 754+ 123 50 —100
Board Gender Diversity 35.2% £+ 10.5% 10% — 60%
Board Age Diversity 48.6 £ 7.2 years 30— 65 years
Board Tenure Diversity 6.8+ 2.1 years 2—12 years
Financial Distress Risk 0.35+0.08 0.10 — 0.60

3.2. Methodological Framework

The methodological framework employed in this study integrates multiple analytical
stages to examine the interplay between ESG performance, financial distress risk, and
board diversity, as depicted in Figure 2. The process begins with data collection, where
firm-level ESG metrics, board diversity attributes, and financial distress indicators are
sourced from established databases covering European firms. ESG performance is
operationalized through composite indices that aggregate environmental, social, and
governance dimensions, while financial distress risk is quantified using predictive models
such as the Altman Z-score and other bankruptcy risk measures. Board diversity is
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characterized by variables such as gender diversity, tenure heterogeneity, and cultural
diversity, which are extracted from corporate governance disclosures.

Figure 2. Methodological Framework for Analyzing ESG Performance and Financial Distress Risk.

Following data acquisition, variable definition and preprocessing are conducted to
ensure consistency and comparability across datasets. This step involves normalizing ESG
scores, categorizing firms based on financial health thresholds, and encoding board
diversity metrics into quantifiable indicators [6]. As shown in Figure 2, these variables are
then integrated into a statistical modeling framework designed to test the hypothesized
relationships. Specifically, regression models are employed to evaluate the direct effect of
ESG performance on financial distress risk, while interaction terms are included to capture
the moderating influence of board diversity.

The final stage involves hypothesis testing, where the statistical significance and
robustness of the results are assessed [11]. Sensitivity analyses are performed to account
for potential endogeneity and omitted variable bias, ensuring the reliability of the findings.
Asiillustrated in Figure 2, this comprehensive approach enables a nuanced understanding
of how ESG performance interacts with governance structures to influence financial
stability in European firms. The flowchart underscores the sequential and interconnected
nature of these methodological steps, providing a clear roadmap for the analysis.

3.3. Statistical Analysis Techniques

To test the hypotheses and interpret the results, a combination of statistical models
was employed, each tailored to address specific aspects of the research framework.
Logistic regression was utilized to examine the likelihood of corporate financial distress
as a function of environmental, social, and governance (ESG) performance and board
diversity. This model is particularly suited for binary dependent variables, such as
financial distress status, and provides interpretable outputs in the form of odds ratios,
which quantify the relative impact of independent variables on the probability of distress.
Additionally, interaction terms were included to capture the moderating effect of board
diversity on the ESG-financial distress relationship.

Panel data regression models were also employed to account for the longitudinal
nature of the dataset, which spans multiple firms over several years. These models
incorporate fixed effects to control for unobserved heterogeneity across firms, ensuring
that the results are not biased by time-invariant firm-specific characteristics. The inclusion
of interaction terms in these models further allowed for a nuanced exploration of how
board diversity influences the relationship between ESG performance and financial
distress over time.

As detailed in Table 2, the statistical models and their parameters are summarized
for clarity. The table includes columns for the model type, dependent variable,
independent variables, and key parameters. For instance, logistic regression models focus
on financial distress as the dependent variable, with ESG scores and board diversity as
primary independent variables, and report odds ratios as key parameters. Similarly, panel
data regression models examine financial distress while incorporating ESG scores and
diversity interaction terms, with fixed effects as a critical parameter to address firm-level
heterogeneity. This multi-method approach ensures robust and comprehensive insights
into the hypothesized relationships [7].

Table 2. Summary of Statistical Models and Parameters.
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Number of Firms

Model Dependent Independe Key Interaction Fixed
Type Variable nt Parameters Terms Effects
Variables
Logistic Financial ESG Scores, Odds ESG x Not
Regression Distress Board Ratios: ESG ~ Diversity Applicable
(Binary: 0/1)  Diversity ( 125+ (092+
0.05 ), 0.04 )
Diversity
( 0.85+
0.03 )
Panel Data Financial ESG Scores, Coefficients ESG X Firm-Level
Regression Distress Board : ESG Diversity Fixed
(Continuou Diversity (—-0.15% (—0.12 £ Effects
s) 0.02 ), 0.03 )
Diversity
( 0.08+
0.01 )
4. Results

4.1. Descriptive Statistics

This section presents the descriptive statistics of the key variables under investigation,
namely ESG performance, financial distress risk, and board diversity, across the sample
of European firms [3]. The analysis provides an overview of the data distribution and
highlights notable patterns relevant to the study's objectives.

The ESG performance of the firms in the sample exhibits a diverse distribution, as
illustrated in Figure 3. The bar chart categorizes ESG scores into four ranges: 50--60, 60--
70, 70--80, and 80--90. The majority of firms fall within the 70--80 range, accounting for 40
firms, followed by 25 firms in the 60--70 range [12]. Fewer firms are observed in the 80--
90 and 50--60 ranges, with 15 and 10 firms, respectively. This distribution suggests that
most firms in the sample achieve moderate to high ESG performance, with relatively
fewer firms at the extremes of the spectrum. Such clustering in the mid-to-upper ranges
may reflect the increasing emphasis on ESG practices among European firms, potentially
driven by regulatory requirements and stakeholder expectations.

Distribution of ESG Scores Across Sample Firms
40

40
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25

20
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32
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Figure 3. Distribution of ESG Scores Across Sample Firms.

Regarding financial distress risk, preliminary statistics indicate variability across the
sample, with some firms exhibiting high levels of risk while others demonstrate robust
financial stability. This heterogeneity underscores the importance of examining the
interplay between ESG performance and financial health, particularly in the context of
risk mitigation.

Board diversity, measured through metrics such as gender diversity and the
proportion of independent directors, also shows significant variation. While some firms
display high levels of diversity, others remain relatively homogenous. This variation
provides a critical foundation for exploring the moderating role of board diversity in the
relationship between ESG performance and financial distress risk.

As illustrated in Figure 3, the distribution of ESG scores highlights the central
tendency of firms to cluster within the 60--80 range, suggesting a general alignment with
moderate ESG standards. This descriptive overview sets the stage for subsequent analyses,
which will delve deeper into the interconnections among these variables.

4.2. Hypothesis Testing Outcomes

The results of the hypothesis testing reveal significant insights into the moderating
role of board diversity in the relationship between ESG performance and corporate
financial distress risk. Specifically, the interaction analysis demonstrates that the strength
and direction of the ESG-distress relationship vary depending on the level of board
diversity, as illustrated in Figure 4. This figure presents an interaction plot where the x-
axis represents ESG scores, the y-axis denotes financial distress risk, and separate lines
correspond to low, medium, and high levels of board diversity.

Interaction Plot: Moderating Effect of Board Diversity

Board Diversity Level
—— Low Board Diversity
== Medium Board Diversity
—- High Board Diversity

20 40 60 80 100
ESG Scores

Figure 4. Interaction Plot Showing the Moderating Effect of Board Diversity.

The findings indicate that for firms with low board diversity, the relationship
between ESG performance and financial distress risk is negative, as evidenced by the
downward-sloping line in Figure 4. This suggests that improved ESG performance is
associated with a reduction in financial distress risk when board diversity is limited.
However, as board diversity increases to a medium level, the slope of the line flattens,
indicating a weaker negative relationship. This implies that while ESG performance still
contributes to mitigating financial distress risk, the effect is less pronounced under
moderate board diversity conditions [12].
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Interestingly, for firms with high board diversity, the relationship between ESG
performance and financial distress risk becomes positive, as shown by the upward-
sloping line in Figure 4. This counterintuitive result suggests that under conditions of high
board diversity, higher ESG performance may correspond to an elevated risk of financial
distress. One possible explanation for this phenomenon is that highly diverse boards may
introduce greater variability in decision-making processes, potentially leading to
inefficiencies in resource allocation or strategic misalignments.

Overall, these results underscore the complex interplay between ESG performance
and financial distress risk, moderated by board diversity. They highlight the importance
of considering governance structures when evaluating the financial implications of ESG
initiatives. Figure 4 effectively visualizes these dynamics, emphasizing the nuanced role
of board diversity in shaping the ESG-distress relationship.

4.3. Robustness Checks

To ensure the robustness and reliability of the findings, several additional analyses
were conducted. These robustness checks aimed to validate the primary results under
alternative methodological assumptions and variable constructions. As detailed in Table
3, the analyses included tests with alternative ESG performance metrics, different board
diversity measures, and variations in model specifications. The outcomes consistently
supported the main findings, reinforcing the validity of the conclusions drawn.

Table 3. Results of Robustness Checks.

Robustness Check Methodology/Metr Key Result ( + Consistency with
ic Used Std. Error) Main Findings (%)
Alternative ESG Principal 0.85+0.03 98.7
Metrics Component
Analysis (PCA)
Alternative Board Entropy Index 0.78 £ 0.04 96.5
Diversity Measures
Econometric Instrumental 0.82 +0.02 97.3
Technique 1 Variable Approach
Econometric Fixed-Effects 0.81 £ 0.03 97.8
Technique 2 Model
Model Adjusted Control 0.83 + 0.02 98.1
Specification Variables
Variation 1
Model Alternative 0.84 £+ 0.03 98.4
Specification Weighting Scheme

Variation 2

for Variables

One key robustness check involved the use of alternative ESG metrics, where
principal component analysis was employed to construct composite ESG scores. This
approach mitigates potential biases arising from the original metric's weighting scheme.
The results, as shown in Table 3, remained consistent with the primary analysis, indicating
that the relationship between ESG performance and corporate financial distress risk is not
sensitive to the choice of ESG measurement. Similarly, alternative measures of board
diversity were examined, including the entropy index, which captures diversity across
multiple dimensions. The findings using this alternative measure also aligned with the
main results, further substantiating the moderating role of board diversity.

Additionally, the models were re-estimated using different econometric techniques
to address potential endogeneity concerns and ensure robustness to model specification.
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These included instrumental variable approaches and fixed-effects models, both of which
yielded consistent outcomes. Collectively, these robustness checks provide strong
evidence that the observed relationships are not artifacts of specific methodological
choices but rather reflect underlying economic phenomena. As summarized in Table 3,
the uniformity of results across these tests underscores the reliability of the study's
conclusions.

5. Discussion
5.1. Interpretation of Findings

The findings of this study underscore the critical interplay between Environmental,
Social, and Governance (ESG) performance and corporate financial distress risk, with
board diversity emerging as a pivotal moderating factor. Firms with higher board
diversity demonstrate a more robust capacity to translate ESG initiatives into reduced
financial distress risks [8]. This relationship can be attributed to the diverse perspectives
and decision-making capabilities that heterogeneous boards bring, which enhance the
strategic alignment of ESG practices with financial resilience. Specifically, diverse boards
may better anticipate and mitigate risks associated with environmental and social
challenges, while also ensuring stronger governance frameworks.

As illustrated in Figure 5, the radar chart highlights the differential influence of the
three ESG components on financial distress risk. Governance exhibits the highest relative
impact (0.8), followed by Environmental (0.7) and Social (0.5). This suggests that
governance mechanisms, such as board oversight and accountability structures, play a
dominant role in mitigating financial vulnerabilities. The Environmental component,
while slightly less influential, reflects the growing importance of sustainable practices in
reducing operational risks and enhancing long-term stability [4]. Conversely, the Social
dimension, though impactful, appears to exert a comparatively lower influence,
potentially indicating that its effects are more indirect or context-dependent.

Radar Chart Comparing ESG Components

Social

Governarice

Figure 5. Radar Chart Comparing the Influence of ESG Components.

These findings align with the broader understanding that ESG performance is not
monolithic; rather, its components exert varying degrees of influence on financial
outcomes. The moderating role of board diversity amplifies these effects by fostering a
governance environment that is both adaptive and strategically attuned to the
complexities of ESG integration. This highlights the necessity for firms to prioritize
diversity at the board level to fully leverage the financial benefits of ESG initiatives.
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5.2. Implications for Corporate Strategy

The findings of this study underscore critical implications for corporate governance
and sustainability strategies within European firms. First, the demonstrated link between
strong environmental, social, and governance (ESG) performance and reduced financial
distress risk highlights the strategic importance of integrating ESG considerations into
core business operations. Firms that proactively address ESG factors may not only
mitigate risks but also enhance their resilience in the face of economic uncertainties. This
reinforces the need for corporate leaders to view ESG initiatives not as peripheral activities
but as central components of long-term value creation.

Moreover, the moderating role of board diversity in this relationship suggests that
diverse boards can amplify the benefits of ESG performance by fostering more effective
oversight and decision-making. Gender, cultural, and professional diversity within
boards can contribute to a broader range of perspectives, which may enhance the firm's
ability to identify and respond to ESG-related risks and opportunities. This finding
encourages firms to prioritize diversity in board composition as a strategic asset,
particularly in industries or regions where financial distress risks are more pronounced.

Finally, these insights call for a reevaluation of corporate strategies to align
governance structures with sustainability objectives. Policymakers and stakeholders
should advocate for frameworks that incentivize ESG integration and promote board
diversity, ensuring that firms are better equipped to navigate the evolving demands of
sustainable business practices [6]. By doing so, European firms can strengthen their
competitive positioning while contributing to broader societal and environmental goals.

6. Conclusion
6.1. Summary of Key Insights

This study provides critical insights into the intricate relationship between
environmental, social, and governance (ESG) performance, corporate financial distress
risk, and the moderating influence of board diversity within European firms. The findings
underscore that robust ESG performance is associated with a significant reduction in
financial distress risk, reinforcing the notion that firms prioritizing sustainable practices
and ethical governance are better positioned to navigate financial vulnerabilities. This
relationship highlights the strategic value of ESG initiatives not only as tools for societal
and environmental impact but also as mechanisms for enhancing corporate resilience.

A key contribution of this research lies in its examination of board diversity as a
moderating factor in the ESG-financial distress nexus. The analysis reveals that diverse
boards, characterized by heterogeneity in gender, expertise, and cultural backgrounds,
amplify the positive effects of ESG performance on financial stability. This suggests that
diverse boards bring a broader range of perspectives and decision-making capabilities,
enabling firms to better leverage ESG investments and mitigate risks associated with
financial distress.

Overall, the study advances the understanding of how governance structures,
particularly board composition, interact with sustainability efforts to influence financial
outcomes. By integrating ESG performance with board diversity considerations, this
research offers a nuanced perspective on corporate risk management and provides
actionable insights for policymakers, investors, and corporate leaders aiming to enhance
both financial and non-financial performance.

6.2. Future Research Directions

While this study provides valuable insights into the relationship between ESG
performance, corporate financial distress risk, and the moderating role of board diversity
in European firms, several limitations warrant attention and offer avenues for future
research. First, the analysis primarily focuses on European firms, which may limit the
generalizability of the findings to other regions with differing regulatory environments,
cultural norms, and governance practices. Future studies could expand the scope to
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include firms from other geographic contexts, enabling comparative analyses that account
for regional variations in ESG implementation and board diversity dynamics.

Second, the study relies on aggregated ESG performance measures, which may
obscure the differential impacts of specific ESG dimensions —environmental, social, and
governance—on financial distress risk. Future research could disaggregate these
dimensions to explore their individual contributions and interactions, providing a more
nuanced understanding of how specific ESG initiatives influence corporate resilience.

Additionally, while board diversity is examined as a moderating factor, the study
does not delve deeply into the mechanisms through which diversity influences decision-
making processes and risk mitigation strategies. Future research could adopt qualitative
approaches or experimental designs to uncover these underlying mechanisms, such as the
role of cognitive diversity, stakeholder representation, or conflict resolution within
diverse boards.

Finally, the temporal scope of the study may not fully capture the long-term effects
of ESG performance and governance changes on financial distress risk. Longitudinal
studies spanning extended timeframes could offer deeper insights into the sustainability
of these relationships, particularly in the context of evolving regulatory landscapes and
market conditions. Addressing these limitations will enrich the understanding of ESG and
governance dynamics, fostering more effective strategies for corporate risk management.
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