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Abstract 
 
This study examines how environmental, social, and governance issues shape the impact of financial 
success on firm value. To understand the link between the variables, the legitimacy theory and signal 
theory are employed. The population used includes non-financial enterprises from 2019–2023 that are 
listed on the Indonesia Stock Exchange (IDX) and are part of the Refinitiv database. Secondary data 
was gathered from the Indonesia Stock Exchange, official corporate websites, and the Refinitiv 
database in the form of sustainability reports, annual reports, and ESG scores. The sample size is 176 
company data points over 5 years, selected using the purposive sampling method. Firm value is 
positively and significantly impacted by financial success, according to the research findings. ESG also 
improves the link between firm value and financial performance, according to the study. Lastly, the 
study's results also show that ESG increases business value, while not significantly. These findings 
suggest that the study's ESG variable is a pure moderator variable. Furthermore, the implications of 
the research both theoretically and practically have been discussed. 
 
Keywords: Firm Value, Financial Performance, Environmental, Social, Governance. 
 
INTRODUCTION 
 

The market's and investors' assessment of a company's future and operational quality is reflected 
in its value. As evidenced by the company's stock price, market capitalization, and other financial 
metrics, this figure is frequently used as a gauge of its general success and health. A company's value 
in the capital market is determined by the public's reaction, which encompasses opinions on its 
financial performance, governance, and sustainability measures. As a result, businesses that exhibit 
social responsibility and transparency tend to win over more investors, which can raise their market 
value (Kusumawardhani et al., 2023; Daromes et al., 2023). 

A high firm value frequently reflects optimistic expectations for future success, which increases 
the company's appeal to possible investors (Ompusunggu & Wijaya, 2021). Businesses that perform 
well will gain the support of stakeholders and preserve their standing in the marketplace and in the 
eyes of the general public (Chen, et al., 2025). When a business can maintain these favorable outcomes 
over time, it gives investors and business owners a very positive signal. Shima et al. (2024) state that 
constant cash flow and high net profit are indicators of strong financial performance since they show 
that the business can continue to turn a profit in the future, which will raise its overall worth. 

A substantial increase in coal production and sales has allowed PT Bukit Asam Tbk (PTBA) to 
maintain its strong performance in terms of financial performance and firm value. The company 
recorded a net profit of Rp 6.1 trillion in 2023 and Rp 3.23 trillion in the third quarter of 2024 (Bukit 
Asam, 2024b). This accomplishment reveals the company's operational resiliency in the face of 
fluctuating coal prices. Due to its strong success, PTBA's firm value has increased, as seen by the rise 
in its stock price (Desfika, 2024). 
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According to information from the Indonesia Stock Exchange (IDX), on January 2, 2024, PTBA 
shares were sold for Rp 2,440 apiece. From then on, the price of the shares increased steadily, reaching 
Rp 3,140 on September 27, 2024. Additionally, by putting in place a number of ESG initiatives, such as 
community empowerment and education, PTBA shows a continuous dedication to sustainable 
practices. The four prizes won at the Global ESG prizes are clear evidence of these efforts, and they 
enhance the company's reputation and worth in the eyes of investors (Bukit Asam, 2024a). In addition 
to raising its business value, PTBA is favorably influencing sustainable development through strong 
financial performance and a commitment to social responsibility. 

A company's financial performance is an important indicator of how well it can generate profits 
and manage its debts, which ultimately affects the company's value (Martalena & Dini, 2020). In this 
case, signal theory explains that companies demonstrating good financial performance will send a 
positive signal to investors and other stakeholders, indicating that the company has a promising 
future. Additionally, legitimacy theory emphasizes the importance of transparency in financial 
reporting; when companies are open and accountable, this can increase public trust and strengthen 
their position in the market. Financial performance not only helps companies maintain profitability 
but also contributes to the reputation and legitimacy that are crucial for attracting investor interest. 

The growing interest from investors, coupled with global awareness of environmental risks and 
other non-financial factors such as social responsibility and good governance practices, is driving 
companies to focus more and make efforts in non-financial areas. Currently, investors, employes, 
suppliers, customers, and governments expect companies to pay attention to all these aspects, take 
necessary mitigation steps, and present clear and effective reports. Generally, companies report their 
performance related to these risks in three main categories: Environmental, Social, and Governance 
(ESG) (Aydoğmuş et al., 2022). 

According to Wan-Hussin et al. (2021), the disclosure of ESG information can strengthen 
corporate accountability and transparency. By improving ESG performance, which will be reflected 
in the ESG Score, companies not only demonstrate their commitment to sustainability but also build 
trust among investors and stakeholders. This contributes to improved financial performance, which 
further strengthens the relationship between financial performance and overall firm value. In other 
words, positive results from ESG performance can amplify the impact of financial performance on 
firm value, making it an important factor in investment strategies. The ESG Score measurement 
describes the assessment of a company's performance in environmental, social, and governance 
aspects. This score provides an overview of how well a company performs in sustainable and 
responsible practices, as well as how transparent the company is in reporting related data (Thomson 
Reuters, 2022). 

According to Krishnamoorthy (2021), ESG performance encompasses additional aspects related 
to company performance that are not visible in the company's financial statements. When companies 
are committed to good practices in environmental, social, and governance matters, they not only 
demonstrate social responsibility but also create long-term value. By integrating ESG performance, 
companies are able to send a positive signal to the market, showing that they are not only focused on 
short-term profits but are also committed to sustainability and broader social impact. Additionally, 
companies that are transparent in their ESG reports can build legitimacy in the eyes of the public, 
which in turn increases consumer trust and loyalty. Thus, when financial performance shows good 
results, support from strong ESG performance can further enhance firm value, creating mutually 
beneficial synergies for all stakeholders and building a good reputation in the community. 

Financial performance can be measured thru various methods, one of which is profitability ratios, 
specifically Return on Equity. According to Bahri et al. (2023), Return on Equity (ROE) is one of the 
key indicators often used by investors and managers to assess how efficiently a company generates 
profit from each dollar of equity it owns. This metric provides a clear picture of a company's ability to 
manage the capital invested by shareholders, making it an important tool for investment decision-
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making. Additionally, ROE allows for easier comparison between companies within the same 
industry, thus aiding in the evaluation of relative performance. In the context of ESG influence, the 
use of ROE also demonstrates the contribution of sustainability practices to increased profits and firm 
value, making it a comprehensive indicator for this analysis. 

Ridho et al. (2024) research indicates that the independent variable, profitability measured by 
ROE, has a significant and positive influence on firm value. This confirms the importance of ROE as 
an indicator of financial performance because it can reflect the financial health and growth potential 
of a company in the eyes of investors and stakeholders. Choosing ROE over other financial 
performance ratios, such as NPM, ROA, or EPS, offers several advantages. ROE specifically shows 
how effectively a company generates profit from the capital invested by shareholders. This makes it 
highly relevant for firm value analysis, especially when considering investors' return expectations. 

This research also aims to build upon previous studies conducted by (Kusumawardhani et al., 
2023) using ROE, by analyzing a more recent sample. This research is important to conduct in order 
to reduce information asymmetry between management and investors, which can diminish investors' 
ability to assess the company's value. Management often has more complete access to relevant 
information, which can create uncertainty for investors when making investment decisions. 
Management often has more complete access to relevant information than investors due to their 
internal, day-to-day role in operations, which creates information asymmetry—a condition where one 
party in a transaction possesses more or better information than the other. By incorporating 
Environmental, Social, and Governance (ESG) factors, ESG acts as a moderator, providing investors 
with a more comprehensive overview. Thru transparent ESG disclosure, investors can gain additional 
information that reflects not only financial performance but also the company's sustainability practices 
and social responsibility. This allows investors to make more accurate and holistic assessments of 
companies, thereby increasing trust and legitimacy in the market. 
 
Signal Theory 

This theory explains that the party sending information (the information owner) provides 
signals that reflect the company's condition, which can benefit the recipient, namely investors (Spence, 
1973). Signal theory emphasizes the importance of management's view of the company's future in 
influencing investment decisions. When management shows confidence and positive expectations for 
company growth, it can be a strong signal for potential investors. This signal reflects the company's 
strategy and vision, which can attract investor interest to invest. Thus, what management believes not 
only influences the company's direction but also plays a crucial role in how investors perceive and 
evaluate investment opportunities in the market (Wulandari & Istiqomah, 2020). 

According to Ulfa & Asyik (2020), signaling theory emphasizes the importance of extensive 
information disclosure in the corporate context. Companies that do not communicate information well 
risk losing the opportunity to build a positive impression in the market. This can result in companies 
becoming isolated from the attention and trust they should have gained. 
 
Legitimacy Theory  

This theory posits that organizations need to achieve alignment between the social values 
associated with their activities and the acceptable behavioral norms within the broader social system. 
Organizational legitimacy is achieved when these two value systems align. Legitimacy is not just an 
economic or legal matter; it also involves social norms and values (Dowling & Pfeffer, 1975). 
Organizations that fail to maintain their legitimacy can face consequences such as a decline in public 
support, which in turn can threaten their operational sustainability and decrease their firm value. The 
company will strive to meet public expectations by communicating in a way that aligns with societal 
benchmarks and ensuring the legitimacy of their business practices (Fuadah et al., 2022). 
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According to Safriani & Utomo (2020), legitimacy theory emphasizes the importance for 
companies to ensure that all their activities align with the prevailing social values and norms in the 
communities where they operate. The goal is to gain legitimacy from society, so that the company's 
activities are accepted as 'legitimate'. However, there is often a difference between the values held by 
the company and the values believed by society, known as the "legitimacy gap." This difference can 
affect the company's ability to continue its operations. Therefore, companies need to evaluate existing 
social values and make adjustments to align with public perception as part of their efforts to gain 
legitimacy. 
 
Environmental, Social, dan Governance (ESG) 

ESG is a company's effort to demonstrate their concern for the environment and contribute 
socially to the community. This is part of their responsibility to address the various impacts caused by 
their business activities. By applying ESG principles, companies are striving to create a greater positive 
impact, not only for their own profit but also for the well-being of society and the planet (Xaviera & 
Rahman, 2023). 

The results of ESG performance encompass a variety of additional aspects of company 
performance that are not visible in the company's financial statements. By focusing on environmental, 
social, and governance factors, this measurement provides a more comprehensive picture of how 
companies operate and their impact on society and the environment. Thus, ESG performance not only 
helps in understanding the risks faced by companies but also identifies opportunities to increase value 
and competitiveness in the market (Prabawati & Rahmawati, 2022). In this study, the ESG score will 
be determined based on three main aspects: environmental value (environmental emissions, 
innovation, and resource use), social value (community, human rights, product responsibility, and 
labor), and governance value (CSR strategy, management, and shareholders), which are found in the 
Refinitiv database. 

Thomson Reuters (2022) explains that the collection of ESG (Environmental, Social, and 
Governance) data is done thru a structured and comprehensive process. With over 700 trained content 
research analysts, data is collected from various public sources, including annual reports, company 
websites, CSR documents, and recent news. Each ESG indicator collected, totaling over 630, is 
processed manually to ensure consistency and the same standards across the company. The database 
is updated periodically, following corporate reporting patterns, with updates made annually or more 
frequently if there are significant changes. Data quality is a top priority, so a combination of 
algorithmic and manual processes is used, including checks performed by over 300 automated 
screenings and independent audits to ensure data accuracy and completeness. With this approach, the 
ultimate goal is to achieve data quality approaching 100%. 

Thomson Reuters (2022) collects and calculates over 630 ESG metrics at the company level. Of that 
number, there are 186 metrics that are most relevant to each industry, which serve to strengthen the 
overall company scoring and calculation process. These metrics are divided into 10 categories 
representing three main pillars: environmental, social, and corporate governance. These categories 
reflect the company's ESG performance, commitment, and effectiveness based on publicly available 
information. The scores from each category are then combined into three pillar scores, where the ESG 
pillar score is calculated based on varying weights for environmental and social categories, according 
to each industry. Meanwhile, the weight for governance categories remains consistent across all 
industries. The pillar weights are expressed as percentages ranging from 0 to 100, providing a clear 
picture of the company's ESG performance. Here is a summary of the factors considered in ESG 
assessments: 
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Source: Thomson Reuters/Refinitiv (2022) 
Table 1 

Grade and ESG Score 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Source: Thomson Reuters/Refinitiv (2022) 

 
ESG scoring assessment uses a score range that varies from 0 to 1, reflecting a company's relative 

performance in Environmental, Social, and Governance aspects. This score is divided into several 
categories, starting from D- to D+, which indicates poor ESG performance and low transparency in 
reporting material data. Grades C- to C+ reflect improving performance with moderate transparency. 
Grades B- to B+ indicate good performance and above-average transparency. Grades A- to A+ signify 
excellent ESG performance and a high level of transparency in data reporting. Thus, companies with 
higher scores or grades are in the "ESG leaders" category, while those with lower scores or grades are 
considered "ESG laggards." This assessment helps investors and stakeholders understand the 
company's commitment to sustainable practices and social responsibility (Thomson Reuters, 2022). 
 
Financial Performance 

Financial performance is an analysis of a company's financial statements over a specific period, 
which is an important aspect for evaluating a company. The purpose of financial performance is to 

Score range Grade Description 

0,0000 <= score <= 0,0833 D- 'D' score indicates poor relative ESG performance and 
insufficient degree of transparency in reporting material ESG 
data publicly. 

0,0833 <= score <= 0,1666 D 

0,1666 <= score <= 0,2500 D+ 

0,2500 <= score <= 0,3333 C- 'C' score indicates satisfactory relative ESG performance and 
moderate degree of transparency in reporting material ESG data 
publicly. 

0,3333 <= score <= 0,4166 C 

0,4166 <= score <= 0,5000 C+ 

0,5000 <= score <= 0,5833 B- 'B' score indicates good relative ESG performance and above-
average degree of transparency in reporting material ESG data 
publicly. 

0,5833 <= score <= 0,6666 B 

0,6666 <= score <= 0,7500 B+ 

0,7500 <= score <= 0,8333 A- 
'A' score indicates excellent relative ESG performance and high 
degree of transparency in reporting material ESG data publicly. 

0,8333 <= score <= 0,9166 A 

0,9166 <= score <= 1 A+ 
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understand how well a company manages its resources and how effectively it generates revenue 
(Fatihudin et al., 2018). Management will find it easier to make financial decisions if the company is 
in a healthy financial condition, especially regarding liquidity, capital availability, and the ability to 
generate profits. With clear and accurate information about financial performance, companies can also 
plan better strategies for future growth in firm value. 

Return of equity (ROE) is one of the indicators used to assess a company's financial performance. 
Measuring financial performance periodically is very important, as it reflects the health of the 
company, management's ability to manage assets, and the company's ability to meet the expectations 
of stakeholders in the future. According to Kusuma et al. (2021), ROE reflects current financial 
performance and can be used to predict future performance and cash flow prospects. This relates to 
the company's survival, its ability to pay dividends, interest and principal on debt, taxes, and other 
obligations in the future. ROE also indicates how effectively and efficiently a company uses its net 
assets to generate profit. If a company has large net assets but is unable to generate optimal profit, this 
suggests poor financial performance and issues with management strategies related to managing net 
assets in operational activities. 

According to Purnamasari & Nuryani (2022), ROE is a profitability ratio that measures a 
company's ability to generate profit from its equity. ROE calculates the rate of return earned from the 
owner's investment thru the company's equity or shareholders' equity. ROE indicates how effectively 
a company manages its capital. Additionally, ROE can also be understood as a ratio that assesses the 
relationship between the net profit generated by a company and the invested capital, providing a 
percentage of the profit that shareholders can realize. According to Ulfa & Asyik (2020), a high level 
of profitability can be a positive signal for investors to invest. In this study, the financial performance 
to be used is the profitability ratio, which will be measured thru Return on Equity (ROE). 
 
Theoretical Framework 

Financial performance and firm value are a primary focus for investors and stakeholders. 
According to Pujarini (2020), high firm value is the main goal of every owner, as it reflects the 
prosperity enjoyed by shareholders. A high firm value indicates good performance. From the 
perspective of creditors, if the implied value of the company is low, investors tend to give the company 
a low valuation. Conversely, if the company's value is considered good, investors will give it a high 
valuation. 

According to Nisasmara & Musdholifah (2016), information about a company's financial 
performance, reflected in stock prices in the capital market, can be utilized by investors in the 
investment decision-making process. Investor confidence in the company and its prospects will 
increase as the stock price rises. The company strives to make decisions and policies believed to 
enhance the company's long-term value. Investors play a crucial role in the company's sustainability 
thru the capital they provide, which can be used for business expansion, increasing working capital, 
and various other purposes. Thus, investor confidence and good management will contribute to the 
company's growth and sustainability (Firmansyah et al., 2020). 

The increasing global awareness of Environmental, Social, and Governance (ESG) issues is 
pushing companies to focus not only on financial performance but also on the sustainability impact of 
their operations. ESG has become an important indicator in assessing corporate sustainability and 
social responsibility, and it contributes to increasing firm value. In the context of investment, high ESG 
scores are increasingly attracting the attention of many investors, who believe that companies 
adopting good ESG practices are not only more sustainable but also have the potential to generate 
better long-term financial performance (Xaviera & Rahman, 2023; Wairisal, 2024). 

Signal theory plays a role here, where the disclosure of ESG-related information can serve as a 
quality signal to investors, indicating the company's commitment to responsible practices. 
Additionally, legitimacy theory explains that companies actively reporting ESG performance can 
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build a positive image in the public eye, thereby increasing trust and legitimacy among stakeholders. 
Research by Yu & Xiao (2022) indicates that ESG factors can influence perceptions of risk and potential 
returns for companies; for example, companies implementing good environmental practices can 
reduce regulatory risk and improve operational efficiency, while positive social practices can boost 
employe morale and customer satisfaction. Thus, integrating ESG aspects into a company's strategy is 
not only an obligation, but also a strategic step toward achieving sustainability, enhancing firm value, 
and improving performance. 

Financial performance reflected in the figures of financial statements does not always reflect the 
overall value of the company. This is due to the difference in perspective between investors as 
shareholders and company managers (Tarigan et al., 2022). In this context, the role of ESG becomes 
increasingly important as a moderator, as it provides non-financial insights that can complement the 
analysis of company performance. By integrating environmental, social, and governance factors, 
investors can gain a more comprehensive understanding of corporate sustainability and social 
responsibility. This helps create a more holistic assessment of a company's value, not only based on 
financial performance but also on practices that demonstrate the company's commitment to 
sustainability and social responsibility. 
 
Hypothesis Development 
Financial performance and firm value 

Investors can assess a company by analyzing its financial performance (Ahmad et al., 2022). Every 
decision made by the company will affect its performance. This research will explore the influence of 
financial performance on company value using the profitability ratio, ROE. ROE serves as an indicator 
of how much an entity contributes to generating net profit. An increase in ROE value will indicate that 
the company has good value, reflected in the strengthening position of the company's owners. 
According to Ulfa & Asyik (2020), the higher a company's Return on Equity (ROE), the greater the 
profitability it can generate. This is a positive signal for investors or shareholders to invest in order to 
obtain a certain return. The achieved rate of return reflects how well the company is valued in the eyes 
of investors. When a company is able to achieve significant profits, this will encourage investors to 
invest capital in the company's shares, which in turn will increase the share price and demand for the 
shares. Additionally, by demonstrating good financial performance, proxied by a high ROE, the 
company not only attracts investor interest but also strengthens its position in society as a responsible 
and sustainable entity. 

This statement aligns with the research by Kusumaningrum (2019) and Ridho et al. (2024), which 
states that financial performance proxied by ROE has a positive effect on company value, and the 
higher the ROE value, the higher the company value will be. The results of the research by Aryani et 
al. (2024) also prove that Return on Equity (ROE) influences company value in the future. The results 
of this research are also consistent with that conducted by Saraswati et al. (2020), which shows that 
Return on Equity (ROE) has a significant effect on company value. However, the research results from 
Cahya & Riwoe (2018) and Yahya & Fietroh (2021) state that financial performance proxied by ROE 
has a negative effect on company value because an increase in ROE will decrease company value, in 
this case, the stock price. And the research by Murni et al. (2019) states that financial performance 
proxied by ROE has no impact on company value at all. 

Despite negative results and differences in previous studies measuring the influence of financial 
performance on firm value, the researcher more closely agrees with the findings of studies conducted 
by Kusumaningrum (2019) and Ridho et al. (2024). According to researchers, when companies disclose 
good financial performance, it creates trust in the market and meets investor expectations, which in 
turn can attract more investment. This is based on signal theory, which explains that companies with 
good financial performance, reflected in indicators such as Return on Equity (ROE), send a positive 
signal to investors about their potential profitability and stability. This signal attracts investor 
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attention and increases their confidence, potentially boosting the company's value. On the other hand, 
legitimacy theory emphasizes that companies need to demonstrate good performance to gain support 
and recognition from stakeholders. By disclosing solid financial performance, the company not only 
met market expectations but also built a good reputation in the public eye, which in turn can increase 
the company's value. Thus, it can be concluded that an increase in ROE not only reflects good financial 
performance but also has the potential to increase investor confidence and, ultimately, the value of the 
company itself. Thus, the hypothesis can be formulated as follows: 

H1: Financial performance has a positive and significant effect on firm value.  
 
The moderating role of ESG on the relationship between financial performance and firm value 

Financial performance is a crucial factor for companies that can influence their overall value 
(Mudjijah et al., 2019). When a company demonstrates positive financial growth, the quality of the 
company's value tends to increase. This is due to increased profits, which encourages investors and 
other stakeholders to invest capital in companies that can generate significant returns. In this context, 
signal theory explains that good information about financial performance, such as increasing profits, 
serves as a positive signal to investors about potential future gains. Meanwhile, legitimacy theory 
suggests that companies need to maintain a good reputation in the public eye and among stakeholders 
to ensure their business continuity. Applying Environmental, Social, and Governance (ESG) principles 
can provide stronger legitimacy support and improve investors' positive perception of the company. 

According to Kusumawardhani et al. (2023), applying Environmental, Social, and Governance 
(ESG) principles can strengthen the relationship between financial performance and company value 
by providing additional signals to investors. When companies implement good ESG practices, they 
not only demonstrate a commitment to sustainability and social responsibility but also strengthen 
their legitimacy in the eyes of stakeholders. This can increase investor confidence and attract more 
capital, thereby enhancing company value. Thus, the combination of positive financial performance 
and good ESG practices can create a beneficial synergy, driving overall corporate value growth. 
The research findings of Kusumawardhani et al. (2023) also found that ESG variables will strengthen 
financial performance proxied by ROE against firm value. The research findings of Makhdalena et al. 
(2023) and Rasyad et al. (2024) both state that ESG has a significant positive influence on financial 
performance. In the long run, ESG will build effective governance and increase shareholder value. 
Research results from Melinda & Wardhani (2020) also state that ESG performance has a significant 
positive influence on company value. This indicates that companies with better ESG performance 
values will have higher corporate values compared to companies with lower ESG performance values. 
Therefore, effective implementation of ESG principles will strengthen companies' financial 
performance, as reflected in ROE, and will contribute to an overall increase in corporate value, creating 
long-term benefits for all stakeholders. 

Previous statements indicate that improved ESG performance, as reflected in a company's ESG 
scores, can contribute to increased company value thru improved financial performance (ROE). Good 
financial performance, represented by a high ROE, indicates that a company is able to generate profits 
from its equity, which should attract investor interest. However, in an increasingly competitive and 
sustainability-oriented context, the effective implementation of ESG practices can strengthen the 
positive signals generated by ROE. When companies demonstrate a commitment to ESG principles, 
they not only improve their reputation in the eyes of stakeholders but also provide additional 
assurance that the profits generated will be sustainable in the long run. Thus, ESG can serve as a 
moderating factor that intensifies the positive influence of ROE on firm value. Based on that 
explanation, it can be concluded that the relationship between ESG, financial performance, and 
company value will mutually influence each other. Therefore, the following hypothesis can be 
presented. 

H2: ESG strengthens the relationship between financial performance and firm value. 
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METHODOLOGY 
 
Population and Sample 

The population used in this study will be non-financial companies listed in the Refinitiv database 
and the Indonesia Stock Exchange (IDX) from 2019 to 2023. The sample in this study was determined 
using the purposive sampling method. Purposive sampling is a sampling technique done by selecting 
samples from a population that meets specific criteria, based on considerations relevant to the research 

objectives. In this study, the following criteria were used: Non-financial companies listed on the 
Indonesia Stock Exchange and included in the Refinitiv database, non-financial companies 
that consecutively published annual reports and sustainability reports from 2019 to 2023, and 
non-financial companies with ESG scores from 2019 to 2023. 
 
Source of Data 

The data source for this research is secondary data. Secondary data is information obtained not 
directly by the data collector, but thru others or documents. The secondary data used in this study are 
annual reports and sustainability reports from the Indonesia Stock Exchange website (www.idx.com), 
company websites for the period 2019-2023, and ESG Scores from the Refinitiv database for the period 
2019-2023. 
 
Variable Measurement 
1. Firm Value. Firm value is a primary concern for investors and reflects their view of a company's 

success, which is closely related to its stock price (Sujoko, 2018). The company's long-term goal of 
maximizing its value reflects its efforts to enhance shareholder wealth. There are several methods 
that can be used to measure firm value, one of which is Tobin's Q. According to Gharaibeh & Qader 
(2017), Tobin's Q assesses the fair value of a company by providing the most relevant information, 
including elements such as debt, equity, company assets, common stock, and equity. Tobin's Q, 
used in the study by Kusumawardhani et al. (2023), serves as a tool to estimate firm value in the 
following way: 

 

𝑇𝑜𝑏𝑖𝑛′𝑠 𝑄 =  
𝑀𝑎𝑟𝑘𝑒𝑡 𝑉𝑎𝑙𝑢𝑒 𝑜𝑓 𝐸𝑞𝑢𝑖𝑡𝑦 (𝑀𝑉𝐸) + 𝑇𝑜𝑡𝑎𝑙 𝐷𝑒𝑏𝑡𝑠 (𝑇𝐷)

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠 (𝑇𝐴)
 

2. Environmental, Social, dan Governance. ESG measurement in this study uses ESG Scores obtained 
from data available in the Refinitiv database. ESG Scores are overall scores that reflect responses to 
documented evidence and are used to project performance (Khalil et al., 2022). The measurement 
of ESG scores is the result of a combination of three main indicators: Environmental scores, social 
scores, and Governance scores (Buallay, 2019). These three values are summed based on different 
weights for each sector for the Environmental and Social scores, while the Governance score has 
the same weight for each sector. They are then combined into ESG scores, which use a value range 
between 0 and 1, reflecting the company's relative performance in Environmental, Social, and 
Governance aspects. The results of this assessment are divided into several categories. A D or C 
grade indicates poor ESG performance and low transparency in reporting essential information. A 
C grade signifies improvement in performance, indicating a moderate level of transparency. A B 
grade reflects good performance and above-average transparency. An A grade demonstrates 
excellent ESG performance and a high level of transparency in data reporting (Thomson Reuters, 
2022). Based on the explanation, the ESG Score assessment is as follows: 

𝐸𝑆𝐺 𝑆𝑐𝑜𝑟𝑒 = 0 ≤ 𝑠𝑐𝑜𝑟𝑒 ≤  1 
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3. Financial Performance Financial performance is a measure of a company's ability to generate profit, 

revenue, or earnings. There are various ratios used to measure a company's financial performance, 

including liquidity ratios, profitability ratios, solvency ratios, efficiency ratios, and leverage ratios 

(Fatihudin et al., 2018). In this study, the ratio to be used is the profitability ratio, specifically ROE. 

Return on equity (ROE) is a measure of profit on equity that assesses the extent to which a company 

utilizes its resources to generate equity profit. This ratio measures how much profit can be earned 

from equity and also reflects the company's ability to generate profit available to shareholders. 

Additionally, this ratio is influenced by the company's debt proportion; the more debt a company 

has, the higher the achievable ROE ratio (Yahya & Fietroh, 2021). ROE is calculated as follows: 

 

𝑅𝑂𝐸 =  
𝑁𝑒𝑡 𝐼𝑛𝑐𝑜𝑚𝑒

𝑇𝑜𝑡𝑎𝑙 𝐸𝑞𝑢𝑖𝑡𝑦
 𝑥 100% 

 
Method of Analysis 

The analysis method used in this study is moderated regression analysis (MRA). MRA aims to 
determine whether the moderating variable can strengthen or weaken the relationship between the 
independent and dependent variables (Ghozali, 2018). This study will use the absolute difference 
method for regression analysis of the moderating variable. Regression analysis of the moderating 
variable using the absolute difference method is done by regressing the absolute difference between 
the standardized independent variable and the hypothesized variable as the standardized moderating 
variable. If the analysis results show that this absolute difference is significant, it can be concluded 
that the hypothesized variable does indeed play a role as a moderating variable influencing the 
relationship between the independent and dependent variables (Rachmawati et al., 2015). The MRA 
formula that will be used in this study is: 

 
𝑌 = 𝛼 + 𝛽1𝑍𝑅𝑂𝐸 + 𝛽2𝑍𝐸𝑆𝐺 + 𝛽3|𝑍𝑅𝑂𝐸 − 𝑍𝐸𝑆𝐺| + 𝜀  

Explanation:  
Y  = Firm Value  
α  = Constant 
β1-β3  = Regression Coefficients 
ROE  = Return on Equity  
ESG = ESG Scores  
ε  = Error 
 

According to Sharma et al. (1981), moderating variables can be distinguished into four types, 
namely:  
1. Pure moderator, which is a variable that influences the relationship between the independent and 

dependent variables thru interaction with the independent variable, without acting as an 

independent variable itself. In other words, this variable only serves as a modifier of the strength 

or direction of the causal relationship between the two main variables. The condition for a variable 

to be considered a pure moderator is if the coefficient β2 is not significant and the coefficient β3 is 

significant. A pure moderator strengthens or weakens the relationship between the independent 

and dependent variables thru interaction, but a pure moderator has no direct effect on the 

dependent variable. 

2. Quasi-moderator (pseudo-moderation), is a variable that not only interacts with the independent 
variable to influence the dependent variable but can also act as an independent variable in the 
model. Thus, this variable can act as a direct predictor and also as a determinant of the dynamics 
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of the relationships between variables. A variable is considered a quasi-moderator when the 
coefficients β2 and β3 are significant. Quasi-moderators strengthen or weaken the relationship 
between independent and dependent variables thru interaction, and quasi-moderators also have a 
direct effect on the dependent variable. 

3. Homogenizer moderator (potential moderation), is a variable that has the potential to strengthen 
or weaken the relationship between the independent and dependent variables. This variable does 
not show direct interaction with the independent variable or a significant relationship with the 
dependent variable. A variable is said to be a homogenizer moderator if the coefficients β2 and β3 
are not significant. A homogenizer moderator has the potential to regulate the strength of the 
relationship between the independent and dependent variables, but a homogenizer moderator 
does not have a direct effect on the dependent variable. 

4. Predictor moderator, is a variable that exclusively acts as an independent variable in the regression 
model, without being involved in interaction with other variables. Although referred to as a 
moderator, its function is limited to direct prediction of the dependent variable. A variable is said 
to be a moderator predictor when the coefficient β2 is significant and β3 is not significant. A 
moderator predictor can only influence the dependent variable without changing the strength of 
the relationship between the independent variable and the dependent variable. 

 
RESULT AND ANALYSIS 

 
Table 2 

Descriptive Statistics 

Variables N Minimum Maximum Mean Std. Deviation 

Financial 
Performance (ROE) 

176 0,0020 1,4509 0,1751 0,2423 

ESG  
(ESG Score) 

176 13,2123 89,2253 51,5387 18,1797 

Firm Value (Tobin's 
Q) 

176 0,2898 16,2633 1,7620 1,9995 

Source: SPSS Data Processing Results (2025) 

 
Table 3  

Normality Testing 

 Kolmogorov-Smirnov Z Value 
Asymp. Sig. (2-

tailed) 
Description 

 
0,796 0,550 Normally distributed 

Source: SPSS Data Processing Results (2025) 

The results of the normality test for the dependent variable of firm value, the independent variable 
of Return on Equity, and the moderating variable of ESG Score show a significance probability level 
of 0.550 and a Kolmogorov-Smirnov Z value of 0.796. The resulting value is greater than 0.05. This 
value indicates that the data used in this study is normally distributed. 

In the initial stage of data processing, the results of testing each variable showed that the data was 
not normally distributed, indicated by a significance probability value less than 0.05. Therefore, the 
researcher made efforts to normalize the data distribution by applying a data transformation method, 
namely natural logarithm (LN) transformation. Additionally, the researcher also removed 19 outlier 
data points that caused the data to be non-normally distributed. After applying these methods, the 
data in this study has been normally distributed. 
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Table 4 

Multicollinearity Test Results with Tolerance and VIF 

Variables 
Colinearity Statistics 

Description  Tolerance VIF 

Financial Performance 
(ROE)  

0,762 1,312 There was no multicollinearity  

ESG (ESG Score) 0,733 1,365 There was no multicollinearity.  

Absolute Difference Value 
Test 

(|ZROE-ZESG|) 
0,675 1,481 There was no multicollinearity.  

Source: SPSS Data Processing Results (2025) 
 

Simultaneous Test Results (F-test) 
The F-test is used to determine whether all independent variables simultaneously influence the 

dependent variable (Ghozali, 2018). 
Table 5 

F-test results 

Variable F Sig. 

The Relationship between Financial Performance, ESG, and Firm 
Value  

37,220 0,000 

Source: SPSS Data Processing Results (2025) 

 
Based on the F-test results at table 5, the significance value is 0.000 for the equation testing the 

effect of financial performance on firm value with ESG as a moderating variable. This indicates that 
the ESG variable, as a moderating variable, simultaneously has a significant effect in moderating 
financial performance and firm value. Therefore, the research model used has been well-developed. 
 
Coefficient of Determination (R2) 

The coefficient of determination is used to measure the extent to which the regression model is 
able to explain the variation in the dependent variable data. In this study, the R2 and Adjusted R2 
values are the main indicators. 

Table 6 
Coefficient of Determination (R2) 

Variable R R2 Adjusted R2 

The Relationship between Financial 
Performance, ESG, and Firm Value  

0,627 0,394 0,383 

Source: SPSS Data Processing Results (2025) 

 
Based on the results in Table 6, the coefficient of determination (Adjusted R2) is 0.383 or 38.30%. 

This means that 38.30% of the variation in firm value can be explained by financial performance 
moderated by ESG. Additionally, there is a remaining percentage of 61.70% that explains firm value 
thru variables other than those included in this research model. 

. 
Results of Moderated Regression Analysis (MRA)  
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Moderated Regression Analysis (MRA) is used to evaluate the role of moderating variables in 
influencing the intensity of the relationship between independent and dependent variables. In this 
context, MRA is conducted to determine the influence of financial performance on firm value when 
moderated by ESG. 

 
Table 7 

Results of Moderated Regression Analysis 

Variables 
Unstandardized 

Coefficients 
Standardized 
Coefficients t Sig. 

β Std. Error Beta 

(Constant) 0,103 0,068  1,504 0,134 

Financial Performance 
(ROE) 

0,573 0,071 0,551 8,098 0,000 

ESG (ESG Score) 0,015 0,044 0,024 0,344 0,731 

Absolute Difference Value 
Test 

(|ZROE-ZESG|) 
0,159 0,070 0,164 2,270 0,024 

Source: SPSS Data Processing Results (2025)  
 
The MRA test results conducted in Table 7 are MRA tests using the absolute difference value test 

method. The absolute difference value test is used to investigate the effect of financial performance on 
firm value when moderated by ESG. The following are the results of the mathematical equations 
obtained from this study: 

 
𝑌 = 0,103 + 0,573𝑍𝑅𝑂𝐸 + 0,015𝑍𝐸𝑆𝐺 + 0,159|𝑍𝑅𝑂𝐸 − 𝑍𝐸𝑆𝐺| + 𝜀 

Explanation:  
Y  = Firm Value 
α  = Constant 
β1-β3  = Regression Coefficients  
ROE  = Return on Equity  
ESG  = ESG Scores 
Ε = Error 

  
Based on the results from Table 7, the MRA results used in this study are:  

1. The mathematical equation used in the absolute difference value moderation test found a constant 

of 0.103. This means that if the ROE, ESG, and absolute difference value variables are 0, the firm 

value will be 0.103. The influence of financial performance variables on firm value has a regression 

coefficient value of 0.573. This indicates that financial performance has a positive effect on firm 

value. Based on these results, the higher the ROE value, the higher the firm value will also be.  

2. The influence of ESG variables on firm value has a regression coefficient value of 0.015. This 

indicates that ESG also has a positive effect on firm value. Therefore, it can be concluded that the 

higher a company's ESG Score, the higher its firm value will also be.  

3. The moderating effect of ESG Score on the relationship between financial performance and firm 

value has a positive relationship with a regression coefficient value of 0.159. This means that the 

higher a company's ESG score, the greater the impact of ROE on the company's value. For example, 

two companies with identical ROE of 15% will have different firm values if they have different ESG 

scores. Companies with a high ESG score will be valued more in the market because investors view 
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their financial performance as more sustainable and with minimal long-term risk. In other words, 

ESG acts as a "multiplier effect" that strengthens the relationship between profitability and market 

valuation, without being a direct cause of increased profits or firm value, nor a link between 

financial performance and firm value. 

Partial Test Results (t-test)  
The t-test provides an overview of how significant the contribution of each independent variable 

is in explaining the variation that occurs in the dependent variable. 
 

 
Table 8 

t test Results 

Variables t Sig. Description  
Financial Performance (ROE)  8,098 0,000 Significant  

ESG (ESG Score) 0,344 0,731 Not Significant 

Absolute Difference Value Test 
 (|ZROE-ZESG|) 

2,270 0,024 Significant  

Source: SPSS Data Processing Results (2025)  

 
Based on the results from table 8, the analysis of the t-test results obtained from the data 

processing performed in SPSS is as follows:  
1. Based on the t-test results, financial performance has an influence value of 8.098. The p-value of 

ROE is 0.000 < 0.05. This means that financial performance has a significant positive influence on 
firm value. Based on these results, H1, which states that financial performance has a positive and 
significant influence on firm value, is accepted. 

2. Based on the t-test results, ESG has an influence value of 0.344. The p-value of ESG is 0.731 > 0.05. 
This indicates that ESG has a positive but not significant influence on firm value.  

3. Based on the t-test results in table 6, the influence of ESG as a moderating variable in the 
relationship between financial performance and firm value has an influence value of 2.270. The p-
value of this relationship is 0.024 < 0.05. This indicates that the ESG variable has the ability to act 
as a moderating variable in the relationship between financial performance and firm value 
positively and significantly. Therefore, based on these results, H2, which states that ESG 
strengthens the relationship between financial performance and firm value, is accepted. 

Based on the significance results in Table 6, the coefficient β2 is not significant (0.731 > 0.05) and 
the coefficient β3 is significant (0.024 < 0.05). Therefore, based on these results, the ESG variable has 
met the criteria for the first type of moderating variable, which is a pure moderator. A pure moderator 
is one that influences the relationship between the independent and dependent variables thru its 
interaction with the independent variable, without functioning as an independent variable itself 
(Sharma et al., 1981). Thus, ESG variables can only act as moderators of the strength or direction of the 
relationship between financial performance and firm value and cannot be independent variables for 
firm value. 
 
 
DISCUSSION AND CONCLUSION 

The Influence of Financial Performance on Firm Value Financial performance has a positive and 
significant influence on firm value. This indicates that financial performance can increase firm value. 
The better the financial performance of a company, the higher its firm value will be. Therefore, the 
first hypothesis is accepted. 
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When a business entity has substantial net capital (e.g., significant equity from shareholder 
deposits or retained earnings) but fails to achieve an adequate profit level, this condition indicates 
inefficiency in financial resource management as well as weaknesses in the company's operational 
strategic planning. Based on research by Ahmad et al. (2022), investors tend to use financial 
performance as the primary reference in assessing a company's potential. One of the key indicators of 
focus is the rate of return, as reflected in Return on Equity (ROE). A high ROE rate will attract investor 
interest to invest capital, which will impact an increase in stock prices and market demand. 

According to Astuti & Lestari (2024), financial performance serves as a critical indicator for 
management in setting strategic policies to enhance firm value. Achieving that level of performance 
is significantly influenced by the effectiveness of management, both individually and collectively. 
Thru financial ratio analysis, companies can evaluate the extent to which the performance achieved 
aligns with the target of firm value creation. ROE (Return on Equity) is a financial ratio that indicates 
how well a company generates net profit from its shareholders' equity (Lutfi & Panuntun, 2024). This 
ratio is important for shareholders because it assesses the company's efficiency in managing capital; 
the higher the ROE, the better the company's performance (Hery, 2017). Additionally, ROE can also 
help predict future cash flow and indicate whether a company is sustainable (Kusuma et al., 2021). 
Ulfa & Asyik (2020) stated that strong profitability performance can provide a positive indication for 
investors in making investment decisions. 

The research findings indicate that the average profitability of the sample companies, measured 
by Return on Equity (ROE), reached 17.51% of total equity. Based on industry standards referenced 
by Kasmir (2008), the average ROE considered good is 40%. Although the current average ROE value 
of the sample companies is still below this standard, it indicates potential for improving the efficiency 
of equity utilization to drive more optimal profit growth. Efforts such as optimizing capital allocation, 
increasing operational productivity, or developing innovative business strategies can be key steps 
toward approaching or even surpassing industry standards in the future. 

Based on signal theory, companies attempt to communicate financial performance information to 
external parties as a signal to reduce information asymmetry (Azizah & Widyawati, 2021). High 
financial performance, as reflected in ROE, is an important indicator for investors in assessing the 
prospects of firm value. Wulandari & Istiqomah (2020) explain that a strong ROE not only reflects the 
efficiency of equity management but also serves as a positive signal that increases market confidence. 
When a company can maintain an ROE above the industry average, it encourages investors to perceive 
that the firm has managerial competence and long-term growth potential, thereby impacting an 
increase in firm value as measured by Tobin's Q. 

Tobin's Q is a ratio that compares a company's market value to the replacement cost of its assets. 
This ratio is used to determine whether a company's stock is undervalued (Q < 1) or overvalued (Q > 
1). Practically, Tobin's Q is used to assess the efficiency of capital allocation, detect market bubbles, 
and serve as a fundamental tool in investment decision-making (Hayes, 2024). Conversely, 
inconsistency in financial performance can be interpreted as a negative signal, which risks reducing 
investment interest and weakening the company's market position. Thus, this confirms that financial 
performance is not only an internal evaluation tool, but also a strategic mechanism in shaping external 
perceptions and overall firm value. 

The results of this study are consistent with the findings of Kusumawardhani et al. (2023), which 
stated that financial performance, particularly ROE, has a positive effect on firm value. Similar results 
were also found in the research by Ridho et al. (2024), which showed that ROE has a significant 
positive effect on firm value and that every increase in ROE will increase firm value. Different results 
were obtained from the research conducted by Cahya & Riwoe (2018), which found that ROE has a 
negative effect on firm value. However, the researcher's suggestion is to still consider ROE when 
making investments because ROE has an influence on firm value. 
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Then, the influence of ESG in moderating financial performance on firm value ESG has the ability 
to strengthen the relationship between financial performance and firm value. ESG acts as a catalyst 
that strengthens the influence of financial performance on firm value by providing additional 
assurance to investors that profits are generated thru sustainable and responsible business practices, 
thereby enhancing market perception of long-term stability. This is verified based on research findings 
showing a positive and significant relationship between ESG and the relationship between financial 
performance and firm value. Based on this, companies with a high commitment to ESG are able to 
transform financial performance (such as ROE) into greater added value in the eyes of investors, as 
these sustainable practices are perceived as indicators of long-term stability and risk mitigation. Thus, 
the second hypothesis is accepted because ESG is able to strengthen the positive impact of financial 
performance on market valuation, reflecting the synergy between profitability and social-
environmental responsibility in creating sustainable firm value. 

Ahmad et al. (2021) stated that ESG practices strengthen the influence of financial performance 
(such as ROE) on firm value. Companies with high ESG scores not only record good financial 
performance but also make the positive impact of that performance on firm value stronger. The results 
of this study show that the average ESG score for the sample companies is 51.538687. This result 
indicates that the average sample company falls into the B- category. This category shows that these 
companies are in the category of companies with good relative ESG performance and above-average 
transparency in disclosing material ESG data to the public (Thomson Reuters, 2022). A B-score falls 
within the range of 0.500000 to 0.583333, indicating that the company has adequately implemented 
environmental, social, and governance practices, although there is still room for improvement in terms 
of the depth of disclosure and the consistency of applying sustainable policies. 

This category reflects that the sample companies not only meet the minimum regulatory 
standards but have also exceeded basic expectations in terms of sustainability. The above-average 
level of transparency is a positive signal to investors about management's commitment to integrating 
ESG principles into operational strategies. In other words, a B- score serves as evidence that the 
company is capable of balancing profitability goals with social and environmental responsibility, 
thereby strengthening long-term competitiveness and stakeholder trust. 

ESG is able to moderate the relationship between financial performance and firm value. The 
positive influence indicates that ESG is able to strengthen the relationship between financial 
performance, particularly ROE, and firm value. These results are also consistent with the research 
conducted by Kusumawardhani et al. (2023). This happens because comprehensive ESG practices 
create credible signals about operational sustainability and responsible governance, making investors 
view companies not only as excellent at generating short-term profits but also as capable of mitigating 
long-term social, environmental, and regulatory risks. A high ROE, which reflects the efficiency of 
equity utilization, is perceived as more valuable when supported by a high ESG score, as this 
combination indicates that profits are generated thru strategies aligned with sustainability principles. 

Additionally, ESG reduces information asymmetry by providing transparent data on non-
financial performance, which strengthens investor confidence in management's credibility. 
Institutional investors and market analysts tend to give a premium valuation to companies with strong 
ESG, as these practices guaranty cash flow stability and reduce exposure to reputation-damaging 
controversies. In other words, ESG not only strengthens the impact of ROE by improving management 
quality perception but also transforms profits into sustainable value creation, thereby driving a holistic 
increase in firm value. 

Based on signal theory and legitimacy theory, companies attempt to send positive signals to 
investors while maintaining legitimacy in the eyes of stakeholders as a strategy to ensure business 
sustainability. Signaling theory explains that companies need to convey credible information—such 
as strong financial performance, transparent ESG practices, or sustainable innovation—to reduce 
information asymmetry and attract investor interest. This positive signal not only aims to boost 
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investor confidence in investing in shares but also serves as a competitive differentiator in an 
information-saturated market. Meanwhile, legitimacy theory emphasizes that companies must align 
with social values, ethics, and stakeholder expectations (such as those of society, regulators, or 
environmental institutions) to be recognized as legitimate and responsible entities. This legitimacy is 
maintained thru ethical business practices, disclosure of sustainability performance, and 
responsiveness to social and environmental issues. For example, a commitment to ESG programs not 
only sends a positive signal to investors but also builds legitimacy by demonstrating corporate social 
responsibility. The combination of these two theories confirms that successful companies not only 
focus on short-term profitability but also on building long-term reputation. 

The results of this study are also consistent with the findings of Rasyad et al. (2024), who stated 
that ESG variables have a significant positive effect on financial performance, specifically ROA, and a 
positive but not significant effect on firm value. This consistency indicates that ESG practices not only 
serve as a form of corporate responsibility toward environmental, social, and governance aspects but 
also as a strategic approach to enhancing financial competitiveness. In this study, ESG commitment 
was found to strengthen the positive impact of ROE on firm value, where the efficiency of equity 
utilization is perceived as more valuable when supported by transparent and measurable 
sustainability practices. 

ESG acts as a pure moderator, not as an independent variable, but rather influencing the 
relationship between financial performance and firm value. As a pure moderator, ESG does not have 
a direct impact, but strengthens or weakens the relationship between the main variables by providing 
additional non-financial information. This information, such as environmental commitments, social 
inclusion policies, or governance transparency, provides insights not covered in conventional financial 
statements, thus helping investors understand the long-term risks and opportunities associated with 
the company's operational sustainability. 

With this added insight, investors can make faster and more accurate investment decisions, as 
good ESG practices become an indicator of management credibility and business stability. Companies 
that consistently implement ESG not only meet regulatory requirements but also build market trust, 
which in turn increases firm value. In other words, ESG serves as a bridge between financial 
performance and market perception, where firm value is no longer solely determined by profitability, 
but also by the company's ability to balance economic goals with social and environmental 
responsibility. 

Based on the results of hypothesis testing and empirical data analysis, it can be concluded that: 
First, Financial performance is proven to have a positive and significant influence on firm value. This 
finding indicates that an increase in Return on Equity (ROE) as a proxy for financial performance is 
directly correlated with an increase in firm value. A high ROE reflects the efficiency of equity 
utilization in generating profits, which in turn strengthens investors' perception of the company's 
growth prospects and stability. This result confirms that companies that optimize financial resource 
management, such as thru operational efficiency or strategic capital allocation, are likely to have a 
better market reputation and sustainable investment appeal. In other words, companies that 
consistently maintain a high ROE not only increase market value but also lay the foundation for long-
term profit growth, which is a key indicator of financial health and business sustainability. 

Second, Environmental, Social, and Governance (ESG) strengthens the relationship between 
financial performance and firm value. ESG acts as a significant pure moderator in strengthening the 
relationship between financial performance and firm value, while also having a direct positive impact 
on market valuation. As a moderator, ESG provides non-financial information that complements 
conventional reports, facilitating investors in identifying long-term sustainability risks and 
opportunities. Commitment to ESG practices not only enhances a company's reputation in the eyes of 
stakeholders but also fosters confidence in sustainable profitability thru responsible governance. Thus, 
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ESG becomes a quality indicator that strengthens market confidence, drives firm value stability, and 
amplifies the positive impact of financial performance on sustainable value creation. 

This research strengthens the signaling theory proposed by Spence (1973), which asserts that firm 
value is influenced by the financial information provided by the company, in this case, financial 
performance. Financial performance provides signals that reflect the company's condition to the 
beneficiaries, namely investors. This signal helps investors understand the company's condition and 
decide whether to invest. Every decision made by the company will affect its performance. For 
example, when a company's financial performance is good (e.g., high profits or low debt), investors 
see it as a sign that the company is well-managed. Conversely, poor performance can be viewed as a 
negative signal. In other words, financial performance not only reflects the current condition but also 
serves as a communication tool between the company and investors. This aligns with signaling theory: 
the clearer and more consistent the signal provided (such as transparent financial statements), the 
greater investor confidence, which ultimately increases the company's value. 

This research also strengthens the legitimacy theory put forward by Dowling & Pfeffer (1975), 
which states that companies need to be liked and accepted by society. This theory asserts that 
organizational legitimacy depends not only on economic performance, but also on a company's ability 
to meet prevailing social, political, and institutional norms. Failure to maintain legitimacy risks 
reducing stakeholder support, threatening operational sustainability, and weakening firm value. This 
is done by demonstrating that ESG practices serve as a key mechanism in achieving alignment 
between the company's operational values and the socio-political expectations of society. ESG helps 
companies "maintain a good reputation" by aligning business operations with societal expectations. 
For example, if a company cares about the environment (such as reducing waste) or treats its 
employes, the community, and investors fairly, they will be more confident that the company is well-
managed. Financial performance (such as high profits) is indeed important, but it is ESG that makes 
that financial performance "more meaningful" in the eyes of the market. For example, a company with 
high profits and a good ESG score will be valued more highly because investors are confident that the 
profits are generated sustainably, not just for short-term gain. ESG also helps companies avoid issues 
such as public protests or regulatory sanctions, which can damage their reputation and lower their 
value. 

Based on the research findings, companies are advised to integrate ESG (Environmental, Social, 
Governance) principles into their core business strategies, such as strengthening governance, 
implementing environmental programs (e.g., emission reduction), and enhancing social initiatives 
(e.g., employe training). This practice not only enhances reputation and investor trust but also ensures 
financial performance aligns with market expectations. Transparency in ESG reporting, such as 
publishing achievements in waste reduction or social contributions, needs to be increased to reduce 
investor doubts and accelerate investment decisions. By adopting ESG in a structured manner, 
companies not only comply with regulations but also build a resilient business foundation against 
market changes and future risks, while creating sustainable long-term value. 

Furthermore, based on the research findings, investors are advised to prioritize companies with 
high ESG scores, as these companies not only have strong financial performance (e.g., high ROE) but 
also demonstrate a reduction in long-term risk thru sustainable practices, such as waste management 
or inclusive policies for employes. The transparency of ESG reports (e.g., emission reduction or social 
programs) can be used as a reference to assess management credibility and the stability of company 
growth. By choosing ESG-committed companies, the investment portfolio is not only more resilient to 
market shocks but also supports the transition to an environmentally friendly economy. Additionally, 
investors need to consider sustainability criteria to ensure that investments are not only profitable in 
the present but also align with global trends and new regulations that promote responsible business 
practices. 
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