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This study investigates the impact of adverse ESG incidents involving suppliers on the
performance of corporate customers. Using a sample of 1,792 U.S. listed corporate customers
and their affiliated U.S. suppliers from 2008 to 2023, we discover that adverse ESG incidents
in suppliers lead to negative operating outcomes for corporate customers. The negative impact
remains when using alternative measures for financial performance and in an entropy-
balanced sample. We further demonstrate that supplier ESG incidents are anticipated by the
management of corporate customers, and that the capital market does not exhibit significant
reactions to these incidents. Interestingly, we do not find evidence supporting the notion of
corporate customers changing suppliers due to adverse ESG incidents. With the more
pronounced negative impact observed in firms with a low level of market power, we attribute
the negative impact to a lack of ability to prudently manage adverse ESG incidents from
suppliers. Our findings highlight the importance of considering ESG factors in supply chains
and shed light on the challenges public firms face in effectively managing ESG risks within

their supply chains.
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