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ABSTRACT

Recent studies have addressed the impact of Environment, Social, and Governance
responsibility on corporate financial performance and value, but often ignore its impact
on non-financial performance. Whereas the ultimate goal of ESG responsibilities is
non-financial matters, that is, to incorporate socially acceptable norms into business
activities to reach sustainable goals for society. Employing an unbalance panel data
model for listed companies in Indonesian Stock Exchange from 2016 to 2022, this study
provides empirical evidence on the indirect impact of ESG implementation on firms’
non-financial performance. Consistent with the stakeholder theory, this study found a
positive impact of ESG implementation on firm values. The predictability of ESG
performance in future financial performance is in line with the resource-based views.
ESG-related financial performance has a positive impact on non-financial performance.
Firms are willing to increase their commitment to ESG activities if these activities can
primarily improve their financial performance. The regulatory policy with dual materiality
characteristic is effective in mitigating the mere financial motives of ESG implementation

ARTICLE HISTORY
Received 12 September
2023

Revised 5 December 2023
Accepted 5 December
2023

KEYWORDS

ESG implementation; firm
value; ESG-related
financial performance;
non-financial
performance; law
enforcement

REVIEWING EDITOR
Collins Ntim, Accounting,

Southampton Business
School, University of
Southampton,
Southampton, Hampshire,
United Kingdom of Great
Britain and Northern
Ireland

to the more substantive outcomes on ESG-related issues. The effective law enforcement
is able to encourage the companies not only to symbolically implement the ESG but
to go beyond the legitimate substantive strategic implementation.
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1. Introduction

The United Nation’s Sustainable Development Goals (SDGs) has transferred the global focus of business
actors’ in accomplishing global goals. The SDGs are rapidly developing a common language across the
business sectors. Investors, employees, consumers, and other stakeholders have pushed business actors
to become more sustainable (de Silva Lokuwaduge et al., 2020; Kumar & Firoz, 2019; Luo et al, 2012;
Manita et al., 2018). Indonesia as part of the world society has committed itself on the SDGs. At the
national level, the execution of this commitment has been transformed into a number of policies.

One of the most important policies introduced by the Financial Services Authority No. 51/POJK.03/2017
(POJK 51, 2017). The program is aimed at strengthening the country’s financial services sector, improving
stability, transparency and consumer protection. The policy is created specifically for financial institutions
to act in a responsible and sustainable manner. With the issuance of POJK 51, the government requires
all financial institutions to implement sustainable financial principles by submitting sustainable financial
action plans and sustainability reports to the Financial Services Authority and the public. The banking
sector must avoid lending to companies that pose environmental, social and governance risks.
Consequently, the guidelines and requirements in POJK 51 must also be implemented by non-financial
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companies. Companies are encouraged to adopt responsible and sustainable practices, including ESG
considerations. Based on POJK 51 and the supplementary provision of OJK letter No. S-264/D.04/2020
dated November 4, 2020, publicly listed companies are required to prepare a sustainability report. The
ESG report is no longer a supporting financial report. In this way, stakeholders can gain access to the
company’s sustainable information. Investors can also use the information to estimate a company’s finan-
cial risk, leading to more stable and higher long-term returns.

Another policy is the Program for Pollution Control, Evaluation, and Rating (PROPER), introduced by
the Ministry of Environment and Forestry. This program is an environmental rating system developed in
Indonesia. It aims to improve the environmental performance of industries and business by evaluating
and rating their compliance with environmental regulations. Under PROPER, companies are categorized
into different colours based on their environmental performance. Blue, green, yellow, and red indicate
excellent, good, moderate, and poor performance, respectively. PROPER serves as a tool to encourage
companies to improve their environmental practices and reduce their environmental impact. It provides
incentives for companies to invest in pollution control technologies and adopt sustainable practices. In
2019, corporate performance on environmental management reporting can be done online via Electronic
Reporting System (SIMPEL). The results are distributed through the website of the Ministry of Environment
and Forestry and various media publications. Because of the extensive involvement of stakeholders, the
PROPER program is also known as public disclosure of environmental performance.

In particular, current regulatory approaches of sustainability reporting fall along a range between two
boundaries, which are categorized as narrow and broad approach. The narrow approach emphasizes on
providing investors what they want, and focuses on the information demands of investors. In the case of
ESG information, what matters to the investors are whether such information affect companies’ financial risk
and return for their purpose of investment decision making process. Thus, POJK 51 falls under a narrow
regulatory approach, because the purpose of the regulation is on the ESG implementation process by
ensuring the companies’ compliance in providing sustainability reports. The other approach is that the
regulation is intended for specific business actors with the purpose to drive change and encourage desir-
able behaviors in society. The ultimate goal is on the outcomes of the ESG implementation process. The
broad approach includes dual materiality, firstly, how ESG issues impact the firm's performance, secondly
how the implementation of ESG impact the externalities, environment, and society. PROPER can be cate-
gorized as a broad approach because the ultimate goal of the regulation is the companies’ outcomes of
the environmental-related issues. The two approaches, however, can blend together once the investors
have preferences beyond companies’ value maximization (Christensen et al., 2021). Chen and Tian (2015),
Haque and Ntim (2018, 2020), and Jin et al. (2011) suggest that firms' commitment on good corporate
social responsibility (CSR) practices result in increased stakeholders’ trust and satisfaction, and therefore
improved financial and non-financial performance. We predict that the improvement on financial perfor-
mance precedes the achievement of non-financial performance. Thus, the latter achievement requires the
law enforcement from the regulators to impose great pressure on the companies to incorporate socially
acceptable norms, practices and values into their firms' operations and activities.

Stakeholder theory (Freeman, 1984) posits the idea that successful companies are able to align the
interests of all stakeholders to make them more sustainable. They focus not only on maximizing financial
performance in the interest of shareholders, but also in the interest of other stakeholders (Armstrong,
2020; Kumar et al., 2020). A growing number of academic studies have examined the association of ESG
scores with variable of interest, including stock market performance, financial performance, financial con-
straints and governance characteristics (Cheng et al., 2014; Hubbard et al., 2017; Khan et al., 2016). Many
studies on ESG are based on market criteria to measure the firm performance (Capelle-Blancard & Petit,
2016; Galbreath, 2013; Griffin & Sun, 2013; Hsu & Wang, 2013; Mitsuyama & Shimizutani, 2015). The stud-
ies that use accounting based criteria to measure financial performance provide mixed evidence. Some
empirical studies reported a positive association between ESG and firm financial performance (Auer &
Schuhmacher, 2016; Crifo et al., 2019; Fatemi et al., 2017). Some other studies reported negative relation
between the two variables (Hahn et al., 2010; Winn et al., 2012). The rest of the studies do not provide
strong support on the relation between the two variables (Kitzmueller & Shimshack, 2012; Margolis et al.,
2009). Despite many papers that have been written on this topic, it is difficult to draw a causal conclu-
sions regarding the firm motives of implementing ESG because of a lack of a clear identification strategy.
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Al-Issa et al. (2022) studied the impact of ESG and CSR engagement on marketing expense and firm
value to provide a strategic rationale for firms to undertake the sustainability activities to position their
companies distinctly in the market. They found that ESG engagement had a direct effect, while CSR had
an indirect effect on firm value, measured by Tobin’s Q. The indirect effect of CSR engagement on firm
value is mediated by the ratio of marketing expense to revenue. Ahmad et al. (2021) revisited the impact
of ESG on financial performance of FTSE 350 UK firms and incorporated static and dynamic panel data
analysis. The result indicates that ESG has positive and significant impact on firm financial performance.
While most research has studied and validated the beneficial effect of ESG on financial performance,
Hamdi et al. (2022) explored the nexus between financial performance and ESG relationship in a double
causality relationship. They found a positive impact of financial performance on ESG with the sample of
10,000 firm-year observations of 504 US firms.

In this study, we offer another way to examine the potentially value enhancing effects of ESG by exam-
ining its association with accounting performance. In this way, we essentially test the notion whether the
company is “doing well by doing good.” Previous literature documents the impact of social responsibility
on firm performance, and concludes that gaining financial benefit is the main purpose of “doing good”
(Elfenbein et al., 2012; List, 2006). If this is the case, then the ultimate purpose of ESG implementation will
not reach the sustainable goals for externalities, environment, and society. Inspired by Alatawi et al. (2023)
in their systematic literature review on the impact of CSR on financial and non-financial performance in the
tourism sector, we incorporate non-financial measures as the ultimate goal of ESG implementation, imposed
by the law enforcement. We combined the conceptual frameworks which are the indirect relation of CSR
on firm value presented in Al-lssa et al. (2022) and the nexus between financial performance and ESG
relationship in a double causality relationship conducted in Hamdi et al. (2022), to draw a new similar
framework. This framework is used to revisit the impact of ESG on financial performance by articulating the
motives behind the implementation of ESG. The motives could be just to perceive a routine procedure, or
to gain a competitive advantage, or in some point on the way to reach external sustainability. In any case,
the adoption of ESG is a dynamic and time-varying process (lannou & Serafein, 2019).

As Indonesian companies are now voluntarily participating in many ESG practices, indicating that they
get financial reward for their ESG activities. Without such financial reward, companies may hesitate to
engage in ESG activities. In this situation, it is necessary for law enforcement to encourage them to carry
out the ESG activities to reach the goal beyond the financial matters. Thus, the purpose of this study is
to analyze the nuanced process of ESG adoption and implementation in Indonesia by examining the
financial and non-financial impacts in the context of two government policies, namely POJK 51 and
PROPER. The motive behind ESG adoption can be revealed by re-examining the impact of ESG scores on
firm market value and financial performance and by further analyzing its implication on firm non-financial
performance, measured by ESG disclosures. Government intervention through POJK 51 and PROPER is
employed as regulatory policies that will direct the companies to make a change and to incorporate
socially acceptable norms, practices and values into their operations and activities.

Thus, referring to the Indonesian context, this study attempts the following contributions to the existing
literature. First, this study provides more empirical evidence on the impact of ESG implementation not only
on the firms’ market value and financial performance, but also on the firms' non-financial performance.
Existing studies have often neglected the non-financial measures. Second, this study finds that the predict-
ability of ESG on financial performance can be used to promote firms' non-financial performance, measured
by ESG disclosure. This finding implies that the effect of ESG implementation on non-financial performance
is indirect. Firms are willing to disclose and increase their commitment to ESG activities if these activities
can primarily improve their financial performance. Third, as the ultimate goal of ESG implementation is to
improve firms’ non-financial performance by increasing commitment to social norms and accepted
behaviour, this study provides a specific evidence on the effectiveness of Indonesian Government policies
to induce such expected behaviour in society. Fourth, the industry-specific analysis of before-after law
enforcement by regulators enriches empirical findings that are useful for evaluating the existing policies.

This study draws a sample of companies listed on the Indonesian Stock Exchange in the years 2016-
2022. The main results and findings of this study are comprised into four parts. First, this study finds that
ESG implementation have a positive and significant effect on corporate market value. Second, this study
also documents that ESG performance implementation can be used to predict future financial
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performance. Third, the ESG-related financial performance has a positive and significant influence on
firms’ non-financial performance. Companies are willing to become more involved in ESG activities if
these activities significantly improve their financial performance. Fourth, POJK 51, a narrow approach of
law enforcement, is effective to motivate the companies to “do good when they do well”. PROPER, a
broad approach of law enforcement, is effective in influencing the actions of companies whose motives
for engaging in ESG activities are no longer about financial matters.

The rest of the paper is organized as follows: section 2 explains the background to conduct this study
by incorporating regulatory and policy issues and developments within the research context and setting.
Section 3 covers the theoretical framework to support the underlying prediction. Section 4 presents lit-
erature review and hypotheses development. Section 5 describes the data, the statistical models, and the
research design and methods. Section 6 shows the empirical results and discusses the findings. Section
7 concludes and provides some limitations.

2, Background

As the purpose of this study is to analyse the nuanced process of ESG adoption and implementation, we
need to conduct the study in a country that is still in the process of developing the ESG aspects to
become an important consideration in determining the purpose of business activities. Indonesia is one
of the ASEAN countries that has implemented the ESG concept, but public understanding regarding ESG
is still preliminary. Based on the Indonesia Business Council for Sustainable Development (IBCSD) survey
in 2021, Indonesia’s ESG index is ranked 36 out of 47 in the world capital market. Apart from that, 40%
of companies in Indonesia are still not aware of the important role of ESG. Nevertheless, companies in
Indonesia are preparing to open access to large pools of capital with efforts to achieve sustainable
companies.

In the national level, the implementation of ESG commitment has been translated into a number of
policies. One of them is issued by Financial Services Authority Regulation No. 51/POJK.03/2017 on the
Application of Sustainable Financing, which requires financial institutions, issuers, and publicly listed
companies to apply sustainable financing and prepare sustainability report. ESG report is no longer a
supporting to financial report. Based on Article 7, paragraph (1) of the Financial Services Authority
Regulation, there are 3 priorities for the implementation of sustainable financing. Banks are required to
implement these 3 priorities, which are the development of products for financial services, increasing the
capacity of financial institutions, and adapting financing service institutions to be in accordance with the
principles of sustainable financing implementation (Naiborhu, 2023). As a consequence, banking industry
has to avoid extending credits to the companies that pose risks to the environment, social, and gover-
nance. The non-financial companies have to implement the guidelines and requirements set out in POJK
51, as well. For the companies that look-forward to the successful sustainability, the traditional financial
report and sustainability report have to go together. A comprehensive ESG report must contain credible
information on ESG progresses from corporations. The information will be useful for investors in estimat-
ing company financial risk that leads to more stable and higher long-term returns.

Nonetheless, the majority of companies has little understanding where to begin this practice that
makes the sustainability reports lack reliable information. Foundation for International Human Rights
Reporting Standards (FIHRRST) is a foundation established by a group of influential human rights activ-
ists at the national and international levels. The FIHRRST activities involve in the preparation and study
of sustainability reports of business and human rights. In November 2020, FIHRRST issued the results of
a Sustainability Report Study in 2019 of all publicly listed companies in Indonesia, to foster reporting on
ESG aspects as mandated by the POJK 51 and the Global Reporting Initiatives (GRI) Standards which
contain reporting on economic, taxation, environmental and social aspects. In term of bringing the issue
of ESG in business activities, FIHRRST greatly involves in assisting the government and companies in
Indonesia.

Another policy is PROPER, which was introduced by the Ministry of the Environment in response to
weaknesses in the environmental inspection program. PROPER is intended to support sustainable eco-
nomic development and a sustainable environment. The PROPER program has been operating for two
decades since its first implementation in June 1995. However, the progress and achievements of the



COGENT BUSINESS & MANAGEMENT . 5

PROPER program have not been properly analysed. In an empirical study, Handoyo (2018) documented
that the achievement of environmental performance in Indonesia from the period 2011-2015 is only at
a sufficient level. He suggests that Indonesia requires improvement to higher level of environmental
performance; active role of policymakers, mandatory PROPER program instead of voluntary.

Considering the situation and conditions of the Corona Virus Disease 2019 (Covid-19) pandemic that
occurred in Indonesia and several other countries, PROPER implementation begins with the selection of
targeted companies in 2019. The companies targeted as PROPER participants are companies that have
an important impact on the environment, are listed on the stock exchange market, have export-oriented
products, and are utilized by the wider community. A company’s participation in PROPER now is manda-
tory, if it has been appointed, it must be managed carefully, professionally, and continuously by continu-
ing to develop the key mandatory indicators of environmental performance.

The program is designed to use disclosure, environmental and reputational awards as motivational
forces for environmental improvement (Afsah et al., 2013). The basic idea of PROPER is to use public
disclosure of environmental indicators by companies as a substitute for enforcement (Garcia et al., 2007).
As part of the PROPER program, business entities are evaluated by the Environmental Impact Agency of
the Ministry of the Environment and Forestry based on clearly defined criteria. The results of this assess-
ment are reflected in an index that has been widely published (Makarim and Butler, 1996). In order to
get a complete picture of the behavior patterns of the system, it is necessary to install sensors to mon-
itor the behavior of the pollution sources. This monitoring system is a subsystem of SIMPEL (Environmental
Electronic Reporting System Live), which is an online reporting system that replaces manual or paper
reporting systems. With SIMPLE, the Ministry of Environment and Forestry makes reporting easier for
companies. Companies simply enter data from laboratory analysis and waste management results online
by filling in the necessary support files. The data entered annually is stored in a database so that it can
be easily used to analyse trends in the company’s environmental management. Currently, 6,753 compa-
nies have registered with SIMPEL and 3,945 companies are actively implementing the management
reporting environment. As of 2019, these data are available online at the Ministry of the Environment
and Forestry. PROPER registered companies can directly access their performance appraisal results with-
out having to manually print them on paper. The environmental behavior of companies is mapped on a
scale of five colors; gold for excellent, green for good, blue for moderate, red for poor, and black for very
poor. Based on the PROPER color index, the Ministry of Environment and Forestry classifies gold, green
and blue as environmentally friendly. Meanwhile, the red and black color index does not track the envi-
ronment. The results are distributed through the website of the Ministry of Environment and Forestry
and various media publications. Because of the extensive involvement of stakeholders, the PROPER pro-
gram is also known as public disclosure of environmental performance.

There are several incentives for companies to engage in PROPER and improve their environmental per-
formance as part of their ESG implementation. The incentives include improving their environmental per-
formance, benefit from enhance reputation, increased investors’ interest, regulatory compliance, cost savings,
and access to government incentives. The government incentives are tax breaks, grants, and subsidies to
companies that actively participate in PROPER environmental program. These incentives can further moti-
vates companies to invest in sustainable practices and improve their environmental performance.

This study provide an evaluation on the effectiveness of the two policies by providing empirical evi-
dence on before-after effects of the POJK 51 and PROPER policies. Based on POJK 51 and the additional
provision of OJK letter No. S-264/D.04/2020 of November 4, 2020, financial institutions, issuers, and publicly
listed companies are required to prepare a Sustainability Report. Related to this study, year 2020 can be
used as a cut-off point to measure the difference of the ESG-related financial performance impact on
non-financial performance. Related to PROPER, year 2019 can be used as a cut-off point to statistically test
- the before after - impact of environment-related financial performance on the improvement of non-financial
performance. We predict a dynamic impact between the two policies, due to the spectrum differences.
POJK 51 has a narrow spectrum because the focus is to measure the effectiveness of ESG implementation
process through sustainability reporting. On the other hand, PROPER is considered to have a broader spec-
trum because the environmental disclosure measures directly the companies’ environmental performance
which is the outcomes of their environmental responsibility process. POJK is intended more to the financial
industry, PROPER target is on polluted companies, categorized in sensitive industries.
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3. Theoretical literature review

The literature on the impact of ESG implementation on firm value and financial performance often draws
on the three theoretical perspectives: stakeholder theory, resource-based theory, and legitimacy theory.
In light with drawing causal relationship of corporate ESG implementation and non-financial perfor-
mance, we need to go beyond these theories, and analyse further to the motivation of companies in
corporate goodness spending. The literature on the notion of “doing well by doing good” explores the
association of companies’ financial and non-financial performance. In this section, we will discuss each of
these theories and apply them to develop our hypotheses and interpret the empirical findings.

3.1. Stakeholder theory

Stakeholder theory is a concept that firms should consider not only shareholder’s interest, but also the
interest and need of various groups, including employees, customers, suppliers, communities, and the
environment. When it comes to corporate ESG implementation, stakeholder theory plays a crucial role,
that enables the companies to identify and engage with the various stakeholders affected by the ESG
practices. Post et al. (2002) defines a company’s stakeholders as "individuals and constituents who vol-
untarily or involuntarily contribute to their ability and activities to create wealth and who are potential
beneficiaries and/or bearers of risk" Stakeholder theory can even emphasize on an institutional view.
Since the social entity in which companies operate consists of stakeholders, legitimacy rests on meeting
their expectations. A company develops legitimacy by meeting stakeholder expectations (Bansal &
Bogner, 2002).

Stakeholder theory states that companies disclose their financial and non-financial information to sat-
isfy the needs of various stakeholders (Ahmad et al., 2021; Albitar et al, 2020; Atan et al., 2018). The
performance of companies in ESG activities is becoming an increasingly important aspect for stakehold-
ers and in the investment decision-making process (Ahmad et al., 2023; Almeyda & Darmansya, 2019).
ESG issues are the most important factor for prospective investors, as companies with good ESG scores
are considered better equipped to anticipate future risks and opportunities. Some studies (Aydogmus
et al., 2022; Naseer et al., 2023) have documented that companies that follow ESG principles have lower
operational risk and can be more sustainable, even under less favorable financial conditions.

ESG usually strives for improving social welfare or making business activities more sustainable. ESG
can be fully aligned with shareholder interests and even increase company value by building trust and
social capital (Lins et al., 2017). However, maximizing firm value is not necessarily the same as maximiz-
ing shareholder welfare (Hart & Zingales, 2017). Shareholders may have non-financial preferences and
therefore be concerned about a company’s negative impact on the environment or society, even if this
impact does not have direct monetary consequences. ESG commonly aims that a company engages in
a broader goal than maximizing market value and pursues to meet the essentials and expectations of a
broader group of stakeholders than the company itself. In doing so, companies may sacrifice profitability
(Bénabou & Tirole, 2010; Holthausen & Leftwich, 1983; Wong et al., 2021), although losing profitability is
not necessarily part of the definition of ESG (Kitzmueller & Shimshack, 2012).

Stakeholder theory also encourages companies to adopt a long-term goal when implementing ESG.
Instead of focusing only on short-term financial goals, companies recognize that sustainable and respon-
sible practices can lead to better outcomes for all stakeholders in the long term. Generally based on
stakeholder theory, corporate ESG practices can increase the value of companies, but the reasons behind
increasing the value of companies can be different. In one hand the reason is due to the possibility of
gaining more resources to increase profitability, on the other hand is caused by the firms’ legitimately
meeting the stakeholders expectation. Meanwhile, as previously recognized, stakeholder expectations are
not necessarily aligned with shareholder maximization. So the following two theories, resource-based
and legitimacy theory, can be used to deepen our understanding of the reasons and motives behind the
implementation of ESG. If the implementation of corporate sustainability (ESG scores) can increase the
firm value, it means that ESG scores can be used to predict future financial performance. If the predict-
ability of ESG scores in future financial performance affects the non-financial performance, this situation
indicates that the motivation of companies to implement ESG is determined by financial reasons.
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3.2. Resource-based theory

Stakeholder theory can also be complemented by resource-based theory, as companies may see meeting
stakeholder needs as a strategic investment that requires commitments beyond the minimum requirements
to satisfy stakeholders (Ruf et al., 2001; Serafeim, 2020). Resource-based theory suggests that firms can cre-
ate sustainable competitive advantages by effectively controlling and manipulating their resources, which are
valuable, unique, imperfectly imitable, and for which no perfect substitutes are available (Barney, 1999;
Kraaijenbrink et al, 2010; Pertusa-Ortega et al., 2010; Utami & Alamanos, 2023). These resources include
physical assets, financial resources, human capital, and organizational processes that can develop unique
capabilities and competencies that are instrumental in competitive advantage and increased firms’ value
(Backman et al., 2017). Partaking in ESG activities when it is expected to promote the company is a conduct
that can be evaluated through the lens of resource-based theory (Bhandari et al., 2022; Surroca et al., 2010).
Companies attract in ESG because it is realized that they get a specific competitive advantage.

According to the resource-based theory, ESG provides internal or esxternal paybacks (Branco &
Rodrigues, 2006; Orlitzky et al., 2003). The following are the internal paybacks. Investments in responsible
ESG activities have intrinsic paybacks for a company in the form of new resources, know-hows, and
corporate culture. These investments have important significances in inventing or depleting essential
intangible resources. Liang et al. (2022) document that the implementation of a company’s ESG strategy
is an important determinant affecting sustainable management performance. The findings offer import-
ant and practical implications not only for achieving sustainable growth but also for creating a compet-
itive advantage. Previous study reveals that corporate sustainability has a positive effect on employee
motivation, morale, commitment and loyalty to the company (Brammer et al., 2007). In addition to the
company’s productivity benefits, it also reduces the cost of recruiting and training new employees
(Vitaliano, 2010). Further empirical evidence in the area of environmental responsibility, adopting
process-based initiatives for climate change can improve economic efficiency, reduce operational and
process costs, reduce business risks, strengthen stakeholder relationships and create sustainable benefits
(Hart & Dowell, 2011). Process-based climate change initiatives can also develop resource mixes for green
innovation, prevent greenhouse gas emissions and waste, and improve internal resilience to climate
change (Weber & Neuhoff, 2010).

The external paybacks of ESG are related to their influence on corporate reputation (Branco & Rodrigues,
2006; Gallego-Alvarez et al., 2010; Hussainey & Salama, 2010; Orlitzky, 2008; Orlitzky et al., 2003). Corporate
reputation is valued as one of the most critical intangible resources that furnish a effective sustainable
competitive advantage (De Leaniz & Del Bosque, 2013; Roberts & Dowling, 2002). Companies with good
ESG can develop relationships with customers, investors, bankers, suppliers and competitors. They can
also attract better employees improve their motivation and morale, as well as increase their commitment
and loyalty to the company, which result in the financial benefits. Stakeholders ultimately have a hold
over a firm's access to scarce resources, and firms must get on the relationships with key stakeholders
to guarantee maintained resources access (Roberts, 1992). ESG responsibility can generally increase
long-term benefits through improved stakeholder relations and reduced costs of conflict with them,
building reputation and employee productivity. All these make companies more appealing to investors.
A higher level of ESG responsibility can reduce economic uncertainty, increase profit predictibility, and
lower risk for investors.

3.3. Legitimacy theory

Legitimacy theory, also known as institutional perspectives, is used as a lens to examine corporate sus-
tainability (Campbell, 2007; Doh et al.,, 2010; Doh & Guay, 2006). The theory predicts that firms will adopt
specific behaviors to gain supports of critical stakeholders and access the external resources (Doh et al.,
2010). The focus of the theory is on social legitimacy, which refers to the acceptance of the company by
the society. Failure to meet essentially institutionalized standards and social norms can threaten compa-
nies’ legitimacy, resources, and survival. This theory suggests that firms respond strategically to institu-
tional norms and changes in society to maintain and even gain legitimacy because social conformity
leads to improved access to external resources (Bansal, 2005; Suchman, 1995).
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There are two types of legitimacy strategies, which are symbolic or greenwashing strategies and sub-
stantive strategies. Firms seeking legitimacy motivated by symbolic strategies, implement ESG-related
issues through superficial impressions, rather than producing meaningful improvements to get ESG out-
comes (Aguilera et al., 2007; Ashforth & Gibbs, 1990). In this case, companies with higher ESG perfor-
mance are subject to more pressures from stakeholders. Therefore they may make symbolic/greenwashing
efforts to maintain legitimacy (Suchman, 1995), even though such efforts do not improve ESG perfor-
mance (Crossley et al., 2021). In contrast, substantive strategies involve fundamental changes in a com-
pany’s goals, behaviours, and practices to meet the expectations and needs of societal stakeholders
(Ashforth & Gibbs, 1990). In this context, companies can take ESG actions to address ESG-related issues
by adopting sustainable activities that can lead to get outcomes and value. The adoption of comprehen-
sive ESG actions, in fact, requires significant investment and resources. Therefore, companies are more
likely to engage in symbolic rather than substantive ESG strategies to create a positive impression among
stakeholders and to protect company value (Berrone & Gomez-Mejia, 2009; Maas & Rosendaal, 2016).

The notion of "doing well by doing good" can be used to explore the motivation of companies to
engage in ESG practices based on legitimacy theory. When firms "do good," they increase their legiti-
macy, which promotes financial performance and firm value. Additionally, the improvement in financial
performance obtained from ESG practice will encourage companies to do more in the activities of cor-
porate sustainability, to make external changes and to participate in acceptable social standards and
practices in their operations and activities.

3.4. The notion of “doing well by doing good”

The notion that companies can do well by doing good has attracted the attention of executives, business aca-
demics and public officials. The annual report of almost every big company claims that their mission is to serve
some greater social purpose than making a profit. It is believed that companies can achieve some positive social
goals without suffering financially. According to the proposition of "doing well by doing good’, companies have
a corporate social responsibility to achieve some major social goal, and this can be done without financial sac-
rifice. A major driver of corporate interest in ESG-related activities is the argument that corporate virtue provides
financial rewards (Vogel, 2005). With a strategic approach, ESG-related practices do not have to be a cost and
can be a source of competitive advantage. This appealing proposition has convinced so many people.

Related research documents that companies practicing corporate responsibility perform well in the
long term (McWilliams & Siegel, 2001; Orlitzky et al., 2003). However, other research has shown that firms
undertaken corporate responsibility over-spent on strategic corporate responsibility (Lantos, 2001). It
seems that there is an optimal level of spending on strategic corporate responsibility (Orlitzky & Moon,
2010). Therefore, it is necessary to constantly balance the conflicting interests of stakeholders and mea-
sure the return on strategic investments in social responsibility (Freeman, 1984; McWilliams & Siegel,
2001). (Porter & Kramer, 2006) suggest that firms can develop an affirmative CSR agenda that maximizes
societal benefits and gains for the businesses themselves, rather than acting solely on well-intentioned
incentives or responding to external pressures.

Karnani (2010) states that where many major social problems reside, there is a conflict between corporate
profits and social welfare. Doing well by doing good is almost impossible. Managers face increasing pressure
from increasingly active shareholders to act in the interests of shareholders. In this situation, managers may
act less for the social interest if it imposes a significant financial sacrifice on the companies. In this situation,
the role of the government is necessary to force firms to change their behavior to be in line with the interests
of society. Unfortunately, ESG-related issues may not lend themselves to such easy solutions. In this case,
"doing well" and "doing good" are contradictory. Strong behavior needs to be curbed. The last option to
intervene in the company’s behavior to achieve the interest of society is government regulation.

4, Empirical review and hypotheses development

4.1. The impact of ESG implementation on companies’ market value

Many studies have documented the effect of ESG on firm value and profit. According to Friede et al.
(2015), researchers started looking for an association between ESG ranks and the financial performance
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of companies in the 1970s. After reassessing 2,200 papers, they inferred that research verifies the logic
of ESG investing and that almost 90% of studies show a positive relationship between ESG and a com-
pany’s market value and financial performance. Another meta-analysis of 132 papers published in repu-
table journals revealed that 78% pointed out a positive relationship between sustainability and company
financial performance (Alshehhi et al., 2018).

Most studies have found a positive relationship between ESG and financial performance of companies,
confirming that the positive effect of ESG scores on financial performance is stable over time and space
(Liu et al, 2022; Malik et al., 2015). In fact, ESG scores appear to have a positive and significant effect
on financial performance and firm value in different samples across different countries (EImghaamez
et al,, 2023). According to stakeholder theory (Freeman, 1984), most studies have found evidence that
companies with better ESG performance have better financial performance and are more valued in the
market compared to their peers (Aboud & Diab, 2018; Ahmad et al., 2021; Chouaibi et al., 2021; Deng
et al, 2023; Melinda & Wardhani, 2020; Sinha Ray & Goel, 2023; Xie et al., 2019).

Even though, previous studies in Indonesia show mixed results (Gunarsih et al.,, 2020), we focus on
stakeholder theory in developing the hypothesis of the impact of ESG implementation on companies’
market value. This is due to the growing awareness of investment sustainability among Indonesian stake-
holders. There is already an indicator that shows the correlation of high returns of ESG investments, as
measured by the Sustainable and Responsible Investment (SRI) - KEHATI Stock Index. It is the only one
of its kind on the Indonesia Stock Exchange (IDX) as it focuses on companies that meet ESG criteria
(Prasidya, 2020).

Considering the theoretical and empirical literature mentioned above, as well as taking into account
the increased interest of investors and the public image of the company, we state the following
hypothesis:

H1: Corporate sustainability performance reflected in ESG scores has a positive impact on firm value.

4.2. The predictability of ESG on companies’ financial performance

In a latest meta-analysis, Whelan et al. (2021) from Rockefeller Asset Management and the NYU Stern Center
for Sustainable Business assessed more than 1,000 articles published between 2015 and 2020 that aimed
on the association between ESG and financial performance. The analysis discovered that 58% of the papers
found a positive association between ESG and financial performance, 8% a negative association, 13% no
association and 21% mixed results. They concluded that although the majority was positive, the results
reflect continued disagreement on the issue. In this study, we re-examine the relationship of ESG scores and
financial performance, and hypothesize ESG scores as a predictor of future financial performance.

Based on resource-based theory, ESG implementation becomes a source of corporate competitiveness
(Cao et al, 2019; Waddock & Graves, 1997), which is useful to disclose for predicting future financial
performance. Therefore, companies must supplement financial information with other information of
interest to shareholders, such as customer data, human capital, innovation, and other intangible assets.
Proponents of this "financial materiality" view argue that financial information is not a perfect predictor
of future financial performance (Jergensen et al.,, 2022). As a result, sustainability information can provide
insight into a company’s expected future financial performance. Reporting in the form of sustainability
metrics can provide information about a company’s intangible assets that are not captured on the bal-
ance sheet (Eccles, 1991).

Additionally, the proponent of “doing well by doing good” predicts that the companies that concern
about the ESG-related issues and incorporate into their business activities, would result in the improve-
ment of future financial performance. Liang and Renneboog (2017) define CSR as “firm activities that
improve social welfare but not necessarily at the expense of profits”” A positive relation between corpo-
rate sustainability activities and firm performance is often referred to “doing well by doing good” (Deng
et al., 2013; Dowell et al., 2000; Flammer, 2015; Orlitzky et al., 2003).

Based on the first hypothesis that high ESG performance creates value as predicted by stakeholder
theory, we construct a conditional hypothesis that links ESG performance to future financial performance.
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Combining a resource-based theory and the notion of “doing well by doing good’, along with empirical
evidence provided on the link between ESG performance and financial performance, we develop the
following hypothesis.

H2: Corporate sustainability performance reflected in ESG scores can predict firm future financial
performance.

In other words, the higher the ESG scores, the higher the firm future profitability.

4.3. The indirect relationship of ESG performance on companies’ non-financial performance

If ESG performance contains sustainability information, it can be used by investors to predict future
financial performance, as stated in hypothesis 2. Prior studies suggest that committing to corporate
responsibility activities can result in the increased stakeholders’ trust and satisfaction, and therefore
improve not only financial performance, but also non-financial performance (Auer & Schuhmacher, 2016;
Crifo et al., 2019; Fatemi et al.,, 2017). When the predicted value of financial performance contained ESG
performance information, has an impact on companies’ non-financial performance, in this case, the finan-
cial benefits that the company gets from implementing ESG is the one that influence the companies’
non-financial performance. Thus, according to the legitimacy theory, that influence could be due to
either symbolic strategy or the substantive strategy. In order to disclose the motivation behind the firms
incorporating ESG-related activities, we use the notion of “doing good, by doing well”. As mentioned
before, a positive relation between CSR and firm value is often referred to as “doing well by doing good”
(Deng et al., 2013; Dowell et al., 2000; Flammer, 2015; Orlitzky et al., 2003). However, others point out
that the relation may run the other way, that is, firms “do good when they do well” (Hong et al., 2012;
Lys et al.,, 2015).

Borrowing the notion of “doing good by doing well’, we test the impact of predicted future financial
performance that contains ESG information, on non-financial performance. we can identify the motiva-
tion of companies implementing ESG-related activities. If the relationship is positive, we can interpret
that the motivation to implement ESG is to obtain financial benefits, and an increase in financial benefits
encourages companies to engage more in ESG activities. ESG disclosure is used to measure non-financial
performance. In this way, we test the indirect relationship of companies’ ESG performance and
non-financial performance. Hence, the hypothesis is stated as follows:

H3: The predicted value of firms’ future financial performance that contains ESG performance information has
a positive relationship with the firms’ non-financial performance.

In other words, ESG-related financial performance has a positive effect on ESG disclosures.

4.4. The effectiveness of law enforcement on companies’ non-financial performance

The fourth hypothesis is developed to test the motivation behind the ESG implementation that can
increase firm financial performance and value, and in turn ESG-related future financial performance can
increase the firm non-financial performance. If the predicted value of firms’ future financial performance
that contains ESG performance information has a positive relationship with the firms' non-financial per-
formance, this relationship does not automatically lend to the substantive legitimacy strategy. It is still
possible that the ESG implementation may be a symbolic strategy. To investigate further, we include
government regulation that are enacted to encourage the Indonesian firms to implement ESG-related
activities along with their business activities.

To accomplish this purpose, we observed the before-after relationship shown in hypothesis 3, whether
there is a change in the relationship before and after the law enforcement by the regulators, namely
POJK 51 and PROPER. The hypothesis is stated as follows.

H4: The predicted value of firms’ future financial performance that contains ESG performance information has
a different relationship with the firms’ non-financial performance, before and after the law enforcement by the
regulators.
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In other words, ESG-related financial performance has a different relationship with ESG disclosures, before
and after the law enforcement by the regulators.

The results will be used to evaluate the effectiveness of POJK 51 and PROPER. We also performed
a specific analysis by dividing the sample into industry-specific companies. Because POJK 51 is
intended more for the banking sector, while PROPER is intended for sensitive industries that are vul-
nerable to polluting environments. Furthermore, we can analyze the impact of two different regula-
tory approaches, narrow and broad, in encouraging companies to increase their non-financial
performance.

5. Research design

Our study attempts to analyse the nuanced process of ESG adoption and implementation in Indonesia by
examining the financial and non-financial impacts in the context of two government policies, namely POJK
51 and PROPER. To accomplish this purpose we employ the conceptual framework shown in Figure 1. First,
we test the impact of ESG scores on market value measured by PBV. Second, the positive and significant
impact of ESG on PBV implies that ESG scores contain information that can be used to predict firm future
performance, measured by ROA. Third, the predicted value of ROA that contains ESG information (ESG-related
financial performance) is expected to affect firm non-financial performance, measured by ESG disclosures.
In this way, we expect that ESG-related future financial performance will encourage the firms to engage
more on ESG activities, reflected on ESG disclosures. Fourth, to investigate further on the firm motivation
behind implementing the ESG, we employ two existing government policies, namely POJK 51 and PROPER.
By testing the change on the impact of ESG-related future financial performance on ESG disclosures, we

Figure 1. The conceptual framework.
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Table 1. Sample selection.

Descriptions Number of Companies/ Observations
Companies listed in IDX (2022) 848
Companies with no ESG scores (2022) 770
Companies with ESG scores in consecutive year until 2022 78
Companies with data availability to compute TOBINS, ROA, SIZE, DAR, AGE, PBV and COE until the 66
end of 2022

Research years (2016-2022) 7
Number of observations for Model 1 (unbalanced data) 338
Companies with data availability to compute ROA, SIZE, DAR, AGE until the end of 2022 61
Research years (2016-2021) 6
Number of observations for Model 2 (unbalanced data) 271
Companies with data availability of ESG_disc, CSR_Com and CGB_Com until the end of 2021 27
Research years (2016-2021) 6
Number of observations for Model 3 (unbalanced data) 133

can observe the impact before and after law enforcement. If before the enforcement of the regulations, the
effect of ESG-related future financial performance is positive and significant on ESG disclosures, we can
interpret that financial motivation affects the firm in engaging more in ESG activities. When the positive
effect turns into insignificant after the law enforcement, it means that it is not the financial motivation
anymore that influences the firm to engage more on ESG activities. Additionally, we also observe that the
mean of firms’ ESG disclosures are significantly higher after the law enforcement. By analysing the effec-
tiveness of POJK 51 and PROPER, the study can shed a light on what the regulation can do to shift com-
panies’ motivation to engage more in ESG-related activities. The impact of two different regulatory
approaches, narrow and broad, is further observed and analyzed.

5.1. Sample and data

We focus on all companies listed in the Indonesian Stock Exchange (IDX) from 2015 to 2022. Table 1
outlines the sample selection process. We only employ companies that have consecutive ESG scores until
2022. Unbalanced-panel data is used to accommodate companies that have new ESG scores in the 2016-
2022 period. The analysis was based on the collection of data for a period of the last 7 years (2016-2022).
Throughout this period some firms had missing data for some variables, therefore, we turn out with an
unbalanced panel data of 66 firms with 338 observations for Model 1, 61 firms with 271 observations
for Model 2, and 27 firms with 133 observations for Model 3.

The time-series distribution of number of companies by year and by industry is presented in
Table 2. The number of companies with ESG scores shows an increase from year to year. Likewise,
the average of ESG scores and ESG disclosures also show an increase every year. This indicates that
in terms of quantity and quality, Indonesia is a country that cares about ESG-related issues. To avoid
survival bias, we only took companies that had consecutive ESG scores until the end of 2022. When
looking at the number of companies in each industry, the Sensitive Industry ranks highest, followed
by the banking industry for companies that have ESG scores. This is in line with the attention given
by the Indonesian government to these two industries with the existence of POJK 51 for banking
and PROPER for sensitive industries. Even though those two policies also have an impact for other
industries, as well.

Table 3 shows the definition of each variable used in this research, including dependent, independent,
and control variables. Most financial data and ownership structures are obtained from Osiris Database,
while ESG disclosures are drawn from Bloomberg Database. ESG scores, cost of equity, CSR committee,
and CGB Committee are obtained from Refinitiv-Thomson Reuters Database. In this research, ESG scores
from Refinitiv are used to measure ESG implementation, while ESG disclosures from the Bloomberg data-
base are employed to measure firms' non-financial performance. While both Refinitiv and Bloomberg
provide ESG-related information, their offerings differ in terms of the data they collect, the methodolo-
gies they use, and the types of insights they provide. Refinitiv's ESG score focus on assessing a compa-
ny’s overall ESG performance, while Bloomberg's ESG disclosures focus on providing detailed information
on specific ESG metrics and indicators. Previous study (Tahmid et al, 2022) employed Refinitiv's ESG
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Table 2. Sample distribution of companies with ESG by year and industry.

No Industry Name 2016 2017 2018 2019 2020 2021 2022

1 Financial (Bank) 5 6 6 6 6 12 15

2 Sensitive 12 14 16 16 16 21 21

3 Communication Services 7 7 7 8 10 10 10

4 Consumer Discretionary 1 1 1 2 2 2 3

5 Consumer Staples 7 7 7 7 7 1 1

6 Real Estate 4 4 4 4 4 4 4

7 Information Technology 0 0 0 0 1 1 1

8 Health Care 1 1 1 1 1 1 1

Total 37 40 42 44 47 62 66

ESG Mean 44.419 47.029 48.214 49.842 51.685 54.676 54.905
Std. Dev 20.058 19.719 20.664 20.871 20.475 18.655 17.706
N 37 40 42 44 47 62 66

ESG Disclosure Mean 34.061 36.446 38.226 43.637 46.117 48.843 50.771
Std. Dev 12.011 13.002 12.504 10.263 9.934 9.915 10.046
N 27 27 27 27 27 27 27

Notes: Industry category is based on Global Industry Classification Standard (GICS) by Osiris.
Sensitive Industry includes Industrial, Utilities, Basic Material, and Oil and Gas, while Non-sensitive industry includes Consumer Services,
Consumer Goods, Health Care, Technology, and Telecommunication (Loprevite et al., 2020)

Table 3. Definition of variables.

Variables Acronym Description Source
Dependent Variables

Market Value PBV Price to book value per share Osiris
Market Value TOBINS Market value of assets divided by the replacement cost of capital Osiris
Cost of Equity COE The return a firm theoretically pays its equity investors. It is calculated by multiplying the  Refinitiv

equity risk premium of the market with the beta of the stock plus an inflation adjusted
risk free rate. Equity risk premium is expected market return minus inflation adjusted
risk free rate.

Future Return on ROA,,, Net Income at the year t+1 divided by Total Aset at the year t+1 Osiris
Asset

Future Return on ROE,.,, Net Income at the year t+1 divided by Total Equity at the year t+1 Osiris
Equity

ESG Disclosure ESG_disc  Bloomberg focuses on collecting and analyzing ESG disclosure made by companies, Bloomberg

gathering ESG-related information from a variety of sources, including company reports,
regulatory filings, third-party providers, and new articles. The approach involves using
natural language processing (NPL) and machine learning techniques to extract relevant
information from textual sources and convert it into structured data. The ESG disclosure
provides comprehensive coverage of ESG-related metrics and indicators for companies

worldwide.
Independent Variables
Environment, Social,  ESG Measure ESG performance based on a variety of criteria, using a combination of Refinitiv
and Governance company-reported data, public information, and third-party sources to evaluate ESG
Scores factors. The scores are based on a broad set of indicators across multiple dimensions,
and used by investors and other stakeholders to evaluate companies’ ESG performance.
Environment score E Environmental pillar comprised of companies’ resource use, emissions, and innovations. Refinitiv
Social Score S Social pillar comprised of companies’ workforce, human rights, and community services. Refinitiv
Governance Score G Governance pillar comprised of companies’ management, shareholders, and CSR strategies. ~Refinitiv
ESG-related Financial PROAE® Predicted value of ESG-related ROA at time t. Estimated
Performance "t
E-related Financial PROE® Predicted value of ESG-related ROE at time t Estimated
Performance it
Control Variables
Profitability ROA Return on Assets Osiris
Company Size SIZE Ln (Total Assets) Osiris
Leverage DAR Total Debt divided by Total Assets Osiris
Company Age AGE Number of year since the company was founded Osiris
Family Ownership FAM_OWN It represents the percentage of shares owned by controlling family and is measured as the Osiris
number of shares of all classes held by the family divided by total shares outstanding.
State Ownership STATE_ It represents the percentage of shares owned by public authority, state, government and is Osiris
OWN measured as the number of shares of all classes by total shares outstanding.
CSR Sustainability CSR_Com  Board level or senior management committee responsible for decision making on CSR Refinitiv
Committee strategy
Corporate Governance CGB_Com Board structure defense is used as a proxy of Good Corporate Governance Refinitiv

Board Committee

scores to capture the ESG implementation. As suggested by Alatawi et al. (2023) ESG disclosures can be
used as a measure of reporting quality that captures firms non-financial performance.

The summary statistics of all variables employed in this study is presented in Table 4. The average
ESG scores and ESG disclosure of companies included in the research sample were 50.84% and 42.05%
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Table 4. Summary statistics.

Variables N Min Max Mean Std. Dev
ESG 338 8.160 88.060 50.845 19.735
E 338 0.000 87.630 39.086 24.632
N 338 5.440 96.020 55.383 22.813
G 338 2.980 94.010 52.643 22.791
ESG_disc 133 22.140 73.870 42.051 11.130
PBV 338 0.170 82.440 3.700 8.378
TOBINS 338 0.040 22.560 1.552 2.625
COE 338 3.510 36.850 13.860 5.234
ROA 338 —28.060 55.210 7.308 9.470
ROE 338 —254.850 238.420 16.003 32.529
SIZE 338 20.990 28.320 24.732 1.375
DAR 338 0.010 1.360 0.514 0.231
AGE 338 7.000 90.000 43.059 17.753
FAM_OWN 338 0.000 70.750 3.889 13.292
STATE_OWN 338 0.000 72420 7.675 19.527
CSR_Com 133 0.000 1.000 0.549 0.499
CGB_Com 133 0.000 1.000 0.293 0.457

respectively. This shows that the ESG rating of companies in Indonesia on average is still around 50%,
which is not too high, although there are several companies that have the highest ESG scores and ESG
disclosures of 88% and 73.87%, respectively. Therefore, this is the right time to capture and analyse the
initial stages of the ESG adoption and implementation process in Indonesia, and the effectiveness of
government intervention in accelerating ESG implementation, as well. The PBV ratio ranges between
0.170 and 82.440, with a mean of 3.700 indicating that the company’s shares are overvalued. Tobin’s Q
which shows the company’s market performance ranges between 0.040 and 22.560 with a mean of
1.552. The cost of equity, which is a market indicator for measuring the risk of a company’s shares, in
this research sample has a mean of 13.86%. ROA and ROE are used to measure profitability, which is
the company’s financial performance. The mean of ROA and ROE for companies included in the research
sample is 7.308% and 16.003%, respectively. The ROA and ROE range is quite wide, from -28% to 55%,
and -254% to 238%, respectively. This indicates quite large variations in the financial performance of
the companies included in this research sample. Ownership structure including family and state owner-
ship of the companies in the sample is also considered as control variables (Kumar et al., 2022). Likewise
for the CSR committee and Corporate Governance Board Committee which are considered to explain
variations in the effectiveness of ESG implementation (Khatib et al., 2022).

Table 5 shows the Correlation Matrix of all main research variables employed in this study. The inde-
pendent variables have low correlations, except for some variables that proxy the similar concepts. Most
dependent and independent variables have high and significant correlation. Interestingly, the ESG scores
and ESG disclosures have no correlation, which support the intended purpose in this study to proxy two
different things, that are ESG implementation and ESG-related non-financial performance, respectively.

5.2. Statistical model

A panel data regression model has the specifications of pooled ordinary least square (OLS), Fixed Effect,
and Random Effect models. As we employ the panel data regression, we expect to generate efficient
estimates by setting control for heterogeneity of individual variables, collinearity, and robustness mea-
sures (Khaki & Akin, 2020). Reffering to the econometric model, there are some restrictions of unob-
served heterogeneity problem which determines the time-variant variables of each company (Gormley &
Matsa, 2014). Additionally, endogeneity problem may arise due to causality relationship between some
independent variables (Wooldridge, 2002).
To estimate the impact of ESG scores on firm value, the following model (Model 1) is employed.

PBV, =a + B,ESG, + B,ROA, + B,SIZE, + B,DAR, + B;AGE, + B,FAM_OWN, + B,STATE_OWN,, +¢,
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To predict the firm future financial performance with ESG scores, the following model (Model 2) is
employed.

ROA, .., =a + B,ESG, + B,SIZE, + B,DAR, + B,AGE, + B,FAM_OWN,, + B,STATE_OWN, +e,

it+1

ROA, ., =a+ BE, + B,SIZE, + B;DAR, + B,AGE, + B.,FAM_OWN, + B, STATE_OWN, +¢,
The Predicted value of PROAT}° and PROA', are as follows.

PROA®® ¢ + BESG, + B,SIZE, + B,DAR, + B,AGE, + B;FAM_OWN, + B,STATE_OWN,

PROAE, =a + B,E, + B,SIZE, + B,DAR, + B,AGE, + B;FAM_OWN, + B,STATE_OWN,

where, PROAffG is predicted future financial performance of company i at time t, that contains ESG infor-
mation, while PROA’, is predicted future financial performance of company i at time t that contains E
information. The first one is employed to test before-after POJK 51, and the latter for before-after PROPER.

To test the impact of ESG-related and E-related financial performance, on firm non-financial perfor-
mance, the following models (Model 3) are used respectively.

ESG_disc,, =a + B,PROAZC + B,CSR_Com, + B,CGB_Com, +¢,

ESG_disc,, =a + B,PROAE, + B,CSR_Com, + B,CGB_Com, +e,

A generalized least squares approach is used to estimate our model. After implementing Hausman
tests, most of our panel data required a random effects model. In panels of main results, we present
both the output of the pooled OLS and the random effects model to compare the results of the regres-
sion coefficients. Most of the results are still comparable and the interpretation of the coefficients is not
that different between the two alternative models.

6. Empirical results and discussion
6.1. Main empirical results

First, we present empirical evidence on the impact of ESG on firm value to verify whether the result is
consistent with previous empirical evidence at national and global levels. Table 6 shows the regression
results of each individual ESG component and the combined ESG score on firm value as measured by
PBV, with financial ratios and ownership structures used as control variables. The regression models
shown in the table are pooled OLS regression and the best alternative model selected after performing
a model specification test for unbalanced panel data. Tests of model specification performed to deter-
mine the best selected model are the Chow, Hausman, and Breusch Pagan Lagrange Multiplier Tests. An
example of the model selection process is shown in the notes below Table 6. The coefficient regression
outputs shown in pooled OLS and the alternative model in each regression model appear to point in
the same predictive direction when explaining the effect of ESG scores and its components on firm
value. The results show that the ESG scores have a positive and significant effect on firm value as mea-
sured by PBV. This positive effect also occurs for each individual ESG component, except the G compo-
nent. The insignificant result of G component is inconsistent with the findings of Xie et al. (2019) and
Velte (2017). They found that governance performance had the strongest impact on financial perfor-
mance compared to environmental and social performance. Except for G component, this result is gen-
erally consistent with some previous studies (Delvina & Hidayah, 2023; Junius et al., 2020) that were
conducted in Indonesia with a sample taken from years before 2022. Empirical evidence at the global
level also confirms the result (Aboud & Diab, 2018; Ahmad et al., 2021; Chouaibi et al., 2021; Deng et al,,
2023; ElImghaamez et al., 2023; Melinda & Wardhani, 2020; Sinha Ray & Goel, 2023; Xie et al., 2019). Thus,
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Table 6. The impact of ESG scores on market value.
M 2 3) 4

PBV PBV PBV PBV
Pooled OLS CEM Pooled OLS REM Pooled OLS REM Pooled OLS REM
E 0.013*** 0.103***
(3.757) (5.394)
S 0.027*** 0.037**
(5.694) (1.881)
G 0.000 -0,008
(0.098) (-0.509)
ESG 0.022%*% 0,043*
(4.800) (1.739)
ROA 0.023%** 0.533%** 0.025%** 0.268%** 0.0371%** 0.273%** 0.019** 0.274%**
(3.722) (12.145) (4.179) (7.028) (4.716) (7.201) (2.960) (7.217)
SIZE —0.376*** —0.915%** —0.386%** —0.777%** —0.296*** —0.674%** —0.398*** —0.767***
(-6.705) (-4.582) (-7.262) (-3.405) (-5.448) (-2.991) (-7.263) (-3.449)
DAR 0.491* 18.005%** 0.441 9.957%*x 0.556* 9.415%** 0.277 9.966%**
(1.675) (8.988) (1.528) (3.463) (1.755) (3.299) (0.944) (3.511)
AGE —0.005 0.182%** —0.002 0.236%** 0.001 0.234%** —0.002 0.233%**
(-1.149) (8.191) (-0.553) (4.402) (0.228) (4.361) (-0.492) (4.495)
FAM_OWN 0.010* 0.006 0.004 0.150 0.004 0.152 0.009 0.161
(1.909) (0.092) (0.799) (0.975) (0.597) (0.982) (1.619) (1.081)
STATE_OWN 0.009** —0.041%** 0.001 —0.047 0.005 —0.040 0.006 —0.041
(2.095) (-2.315) (0.354) (-1.091) (1.130) (-0.937) (1.402) (-1.019)
Constant 8.936%** 4618 8.811*** 4.082 6.857%** 4.008 8.917%* 3.715
(6.625) (1.007) (7.004) (1.068) (5.353) (1.050) (6.995) (0.986)
Year-fixed Yes Yes Yes Yes Yes Yes Yes Yes
Industry-fixed Yes Yes Yes Yes Yes Yes Yes Yes
No of Obs 338 338 338 338 338 338 338 338
R-squared 0.521 0.721 0.519 0.326 0.507 0316 0.523 0.331

Notes: *** ** * indicate statistical significance at the level a of 1%, 5%, and 10%, respectively.
Numbers in parenthesis are t-value.
One example of Model Specification Test: Model (4).

Test Selection Criteria Chi-Squared P-value Model Choice

Chow CEM vs FEM 447.909 0.000 FEM

Hausman FEM vs REM 0.000 1.000 REM

Breusch Pagan Lagrange REM vs CEM 255.757 0.000 REM
Multiplier

CEM (Common Effect Model/Pooled GLS); FEM (Fixed Effect Model); REM (Random Effect Model).

this empirical result supports the first hypothesis of this study. Companies that focus on ESG aspects
tend to achieve better corporate value. The result also support the stakeholders theory. The empirical
evidence shows that stakeholders in Indonesia are concerned with the companies implementation of
ESG-related issues. There is a growing awareness of investment sustainability among Indonesian stake-
holders as reported by Prasidya (2020) that documents high returns of ESG investments, as measured by
the Sustainable and Responsible Investment (SRI) - KEHATI Stock Index that focuses on companies that
meet ESG criteria.

Second, Table 7 reports the regression of each ESG component and the combined ESG scores on future
firm profitability, as measured by ROA. As in the previous procedure, we first perform a model specifica-
tion test to determine the best model for the unbalanced panel data regression. The regression results we
report are in the form of pooled OLS along with the alternative model according to the model specifica-
tion tests, presented below Table 7. All reported regression models show consistent results for all effects
of main independent variables, namely ESG combined and its individual components, on ROA. All regres-
sion coefficients of ESG combined and its individual components show the same direction, which are
positive and significant. These results indicate that ESG scores and its individual components can be used
to predict future profitability as measured by ROA. Additionally, almost all control variables also have a
significant effect with a consistent predictive direction on future profitability. The regression models have
an R-squared of around 0.30, indicating the model’s predictive ability in explaining the variation of firms'
future profitability. In general, these results are consistent with the previous studies that ESG implemen-
tation is a source of corporate competitiveness (Cao et al.,, 2019; Waddock & Graves, 1997). Therefore, ESG
information is useful in predicting future financial performance. Thus, the second hypothesis of this study
is supported by this finding, that corporate sustainability performance reflected in ESG scores can predict
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Table 7. ESG predictability on financial performance.
M ) 3) (4)

ROAt + 1 ROAt + 1 ROAt + 1 ROAt + 1
Pooled OLS CEM Pooled OLS REM Pooled OLS REM Pooled OLS REM
E 0.118%** 0.120%**
(4.729) (5.357)
S 0.122%** 0.048*
(5.307) (1.797)
G 0.092%** 0.056**
(3.752) (2.333)
ESG 0.163*** 0.071**
(5.793) (2.222)
SIZE —1.993%** 0.186* —1.833%** 0.214 —1.417** 0.164** —1.766*** 0.173
(-3.537) (1.950) (-3.313) (1.461) (-2.495) (1.064) (-3.228) (1.185)
DAR —7.502*%* —7.103%** —7.840%* —13.073*** —7.972%* —14.020*** —7.758%* —12.9371***
(-2.794) (-2.927) (-2.951) (-3.945) (-2.922) (-4.147) (-2.948) (-3.985)
AGE 0.058** 0.039 0.074** 0.071* 0.069** 0.074* 0.066** 0.069*
(2.137) (1.620) (2.825) (1.775) (2.536) (1.785) (2.532) (1.767)
FAM_OWN 0.1371%** 0.123%** 0.137%** 0.140%** 0.147%** 0.144%** 0.139%** 0.140%**
(3.393) (3.543) (3.424) (3.771) (3.713) (3.813) (3.676) (3.824)
STATE_OWN 0.003 —0.026 —0.030 —0.022 —0.004 —0.006 —0.020 —-0.019
(0.119) (-1.105) (-1.114) (-0.550) (-0.145) (-0.139) (-0.776) (-0.511)
Constant 53.827%** 0.242 45.944%*x* 0.629 35.844%* 0.737 42.723%** 0.579
(4.025) (0.347) (3.503) (0.618) (2.618) (0.704) (3.3287) (0.586)
Year-fixed Yes Yes Yes Yes Yes Yes Yes Yes
Industry-fixed Yes Yes Yes Yes Yes Yes Yes Yes
No of Obs 271 271 271 271 271 271 271 271
R-squared 0.323 0.378 0.337 0.289 0.302 0.292 0.350 0.293

Notes: *** ** * indicate statistical significance at the level a of 1%, 5%, and 10%, respectively.
Numbers in parenthesis are t-value.
One example of Model Specification Test: Model (4).

Test Selection Criteria Chi-Squared P-value Model Choice

Chow CEM vs FEM 304.600 0.000 FEM

Hausman FEM vs REM 24.986 0.070 REM

Breusch Pagan Lagrange REM vs CEM 159.487 0.000 REM
Multiplier

CEM (Common Effect Model/Pooled GLS); FEM (Fixed Effect Model); REM (Random Effect Model).

future financial performance. This prediction is also consistent with resource-based theory (Bhandari et al.,
2022; Surroca et al, 2010) and the notion of "doing well by doing good" (Deng et al., 2013; Dowell et al.,
2000; Flammer, 2015; Liang & Renneboog, 2017; Orlitzky et al., 2003).

Third, this study also provides empirical evidence on the impact of ESG implementation not only on
the firms’ market value and financial performance, but also on the firms’ non-financial performance.
Existing studies have often neglected the non-financial measures. The firm's non-financial performance is
defined as the companies’ attempts to get involved in ESG-related activities with the aim of being able
to contribute to society beyond their financial benefits that the companies may get. Table 8 presents the
regression results of the impact of ESG-related future financial performance on the firm’s non-financial
performance, measured by ESG disclosures. The ESG-related future financial performance is estimated
using a prediction model performed to test the second hypothesis. PROA,ft is a measure of
environmental-related future profitability, while PROAT;’ is a measure of ESG-related future profitability. The
impact of ESG-related future financial performance on ESG disclosures reveals the company’s motivation
in engaging more on ESG-related activities. A positive and significant regression coefficient can be inter-
preted as a financial benefit motive that encourages the company to engage more in ESG activities. Table
8 shows that for all the regression coefficients of PROA’, PROA’, PROA’, and PROA’ have a positive and
significant effect on ESG disclosures. This finding suggests that companies’ motivation to engage in
ESG-related activities is determined by the financial benefits they receive from ESG implementation. CSR
committee and CGB committee are employed as control variables in this study, following the studies of
ElImghaamez et al. (2023). CGB_Com has a positive and significant effect on ESG_disc in all REM-GLS
regressions suggested by model specification tests. CSR_Com has a positive and significant effect only in
Model 1 and 3. Thus, the third hypothesis is also supported. The empirical evidence provided in this study
confirm prior studies’ suggestions that committing to corporate responsibility activities can result in the
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Table 8. The impact of ESG-related financial performance on non-financial performance.
M ) 3) 4)

ESG_disc ESG_disc ESG_disc ESG_disc
Pooled REM Pooled REM Pooled REM Pooled REM
E 1.112%** 1.672%**
PROA,, (5.687) (13.274)
s 1.095%** 1.725%**
PROA,. (5.589) (13.471)
G 0.287 1.510%**
PROA;, (1.253) (11.363)

ESG 0.979%%* 1.698%**
PROA"” (4.972) (13.246)
CSR_Com 2.362* 2.560%* 1.527 1.219 4.445%* 3.687%** 1.928 1.010

(1.682) (2.132) (1.045) (1.013) (2.933) (2.919) (1.299) (0.825)
CGB_Com 7.232%%* 6.768%** 7.977%%* 7.287%*%* 5.340%* 3.378* 6.377%** 5.569%**

(4.751) (3.779) (5.093) (4.107) (3.213) (1.757) (4.150) (3.131)
Constant 26.940%** 3.670%** 27.891%** 3.352%** 35.529%** 3.808%** 29.2371%** 3.285**

(9.986) (2.935) (10.712) (2.688) (11.748) (2.683) (11.219) (2.584)
Year fixed Yes Yes Yes Yes Yes Yes Yes Yes
Industry fixed Yes Yes Yes Yes Yes Yes Yes Yes
No of Obs 133 133 133 133 133 133 133 133
R-squared 0.698 0.890 0.696 0.891 0.622 0.879 0.682 0.890

Notes: ***, ** * indicate statistical significance at the level a of 1%, 5%, and 10%, respectively.
Numbers in parenthesis are t-value.
One example of Model Specification Test: Model (4).

Test Selection Criteria Chi-Squared P-value Model Choice

Chow CEM vs FEM 219.860 0.000 FEM

Hausman FEM vs REM 0.000 1.000 REM

Breusch Pagan Lagrange REM vs CEM 134.198 0.000 REM
Multiplier

CEM (Common Effect Model/Pooled GLS); FEM (Fixed Effect Model); REM (Random Effect Model).

increased stakeholders’ trust and satisfaction, and therefore improve not only financial performance, but
also non-financial performance (Auer & Schuhmacher, 2016; Crifo et al., 2019; Fatemi et al., 2017). Thus,
this evidence is consistent with the prediction of legitimacy theory, although we cannot distinguish the
source of legitimacy from symbolic or substantive strategies. This result also fulfils the prediction of the
notion of companies that “do good when they do well” (Hong et al.,, 2012; Lys et al,, 2015). In addition,
this study also confirms that the effect of ESG implementation on companies’ non-financial performance
is indirect because ESG-related financial performance is the first to affect companies’ non-financial
performance.

The final results are to provide empirical evidence whether the law enforcement, namely POJK 51 and
PROPER can change or improve the companies’ motivation in engaging more in ESG-related activities.
Before-after event study is employed to investigate the impact of the two implemented policies. The
cut-off year is 2020 for POJK 51 and 2019 for PROPER. First of all, we observed the difference between
two means of ESG disclosures before and after the law enforcement, as reported in Table 9 for the POJK
51 and Table 10 for PROPER. In both cases, the mean of ESG disclosures before and after the law enforce-
ment are significantly increased with the level a of 1%. Whether the motivation of companies imple-
menting ESG disclosure changes or improves before and after the implementation of the law enforcement
is the purpose of testing the fourth hypothesis.

Table 9 shows the impact of ESG-related financial performance on non-financial performance before
and after the POJK 51 mandatory sustainability reporting has to be provided since the additional pro-
vision of OJK letter No. S-264/D.04/2020 of November 4, 2020. Under the full sample, we can observe
that the regression coefficient before the POJK 51 is 1.080 and significant at the level a of 1%. After
the POJK 51, the regression coefficient decreases to 0.832 and significant at the level a of 10%. The
slope difference is not statistically significant. Since POJK 51 is intended more to financial industry, we
have to observe further by dividing the sample into two industry categories which are financial and
non-financial industry. There are no statistically differences on regression slopes in both industry cat-
egories before and after the POJK 51. However, by taking a closer look in financial industry category,
we found that the regression coefficients changed from 0.359 to 1.194, and from statistically not sig-
nificant to significant at a level of 5%, respectively. We can interpret that after POJK 51, the ESG-related
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Table 9. The impact of ESG-related financial performance on non-financial performance before and after the POJK 51.

(All Sample) (Financial) (Non-Financial)
ESG_disc ESG_disc ESG_disc
PROAESS before Coefficient 1.080%** 0.359 0.434*
it (2016-2019) (T-value) (5.141) (1.358) (1.698)
(Std Err) (0.210) (0.264) (0.256)
after Coefficient 0.832* 1.197%* 0.470
(2020-2021) (T-value) (1.945) (2.474) (1.456)
(Std Err) (0.428) (0.484) (0.323)
Difference Value -0.248 0.838 0.036
(P-Value) (0.604) (0.138) (0.323)
CSR_Com before Coefficient 2.766* -1.179 7.911%%
(T-value) (1.707) (-0.784) (2.996)
after Coefficient -1.694 -1.708 2.168
(T-value) (-0.535) (-0.478) (0.712)
CGB_Com before Coefficient 4,663 -2.359 15.021%**
(T-value) (2.635) (-1.451) (4.150)
after Coefficient 10.361%** 2.074 19.437***
(T-value) (3.528) (0.698) (5.619)
Constant before Coefficient 29.179%** 40.399%** 25.202%**
(T-value) (11.174) (16.524) (7.148)
after Coefficient 41.611%** 46.342%** 33.852%**
(T-value) (12.722) (21.136) (9.216)
Year fixed effects Yes Yes Yes
Industry fixed Yes
effects
No of Obs before firm-year 84 23 61
after firm-year 49 13 36
R-squared before 0.763 0.551 0.469
after 0.493 0.369 0.353
ESG_disc before Mean 39.162 43.080 37.684
(2016-2019) Std Dev 10.705 4.425 11.968
after Mean 47.005 50.908 45.595
(2020-2021) Std Dev 10.141 3.904 11.318
Difference Value 7.843 7.828 7.911
(P-value) (0.000) (0.000) (0.002)

Notes: *** ** * indicate statistical significance at the level a of 1%, 5%, and 10%, respectively.
Numbers in parenthesis are t-value.

financial performance has a positive influence on non-financial performance. As mentioned before,
POJK 51 is categorized in a narrow approach regulation characteristic which is intended to provide
investors with sustainability reporting for investment decisions. Interpreting the result through the lens
of legitimacy theory, we can observe through the change in regression coefficients that the motivation
of the financial industries to comply with the law is to gain supports of critical stakeholders (Doh
et al., 2010). Failure to meet essentially institutionalized standards and social norms can threaten firms’
legitimacy, resources, and survival, since social conformity leads to improved access to external
resources (Bansal, 2005; Suchman, 1995). In the case of banking industry, legitimacy can be earned by
avoiding extending credits to the businesses that pose risks to the environment, social, and gover-
nance. Combining with the notions of “doing good by doing well”, we observe that the positive and
significant on coefficient regression after the POJK 51 confirms that the motivation for engaging more
on ESG activities (doing good) is encouraged by gaining financial benefits through the ESG implemen-
tation (doing well). This result confirms the previous findings (Hong et al., 2012; Lys et al., 2015). Even
though POJK 51 has not been implemented for long that is initiated in 2017 and required in 2020, its
preliminary impact can be observed. The empirical evidence in the financial industry sector provides
a support to hypothesis 4. However, we cannot conclude whether the source of the legitimacy coming
from symbolic or substantive strategy, because after the law enforcement, financial benefits still influ-
ence the non-financial performance.

Table 10 reports the impact of ESG-related financial performance on non-financial performance before
and after the reinforcement on the PROPER implementation in 2019. PROPER has become mandatory for
targeted polluted companies and the online reporting has to be done online with SIMPLE since 2019. The
regression coefficient of E-related financial performance on ESG disclosures, under the all sample, before
the PROPER is 1.276 and significant at the a level of 1%, while after the PROPER the coefficient is 1.018
and significant at the a level of 5%. Even though the coefficient is slightly decrease after the PROPER but
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Table 10. The impact of ESG-related financial performance on non-financial performance before and after PROPER.

(All Sample) (Industry Sensitive)  (Non-Industry Sensitive)
ESG_disc ESG_disc ESG_disc
PROAE before Coefficient 1.276%%* 2.2371%** 0.196
it (2016-2018) (T-value) (5.593) (5.365) (0.857)
(Std Err) (0.228) (0.416) (0.228)
after Coefficient 1.018%* 0.919 0.069
(2019-2021) (T-value) (3.245) (1.575) (0.276)
(Std Err) (0.314) (0.584) (0.249)
Difference Value -0.258 -1.312* -0.127
(P-Value) (0.507) (0.074) (0.708)
CSR_Com Before Coefficient 4.395%* 5.637*% —1.054
(T-value) (2.636) (1.800) (-0.400)
After Coefficient -1.141 —-3.606 1.302
(T-value) (-0.492) (-0.684) (0.513)
CGB_Com Before Coefficient 3.548* 5.559*% 9.894%*
(T-value) (1.779) (1.889) (3.405)
After Coefficient 10.899*** 16.277*** 9.802**
(T-value) (4.826) (4.856) (2.817)
Constant before Coefficient 25.953%** 14.871%* 27.590%**
(T-value) (8.888) (3.391) (8.608)
after Coefficient 41.780%** 40.688*** 35.747%**
(T-value) (16.485) (7.208) (14.483)
Year fixed effects Yes Yes Yes
Industry fixed effects Yes
No of Obs before firm-year 62 21 41
after firm-year 71 26 45
R-squared before 0.754 0.785 0.196
after 0.599 0.467 0.304
ESG_disc before Mean 37.804 45.145 34.044
(2016-2018) Std Dev (10.546) (11.295) (7.940)
after Mean 45.760 51.215 42.609
(2019-2021) Std Dev (10.331) (10.822) (8.690)
Difference Value 7.956 6.069 8.565
(P-value) (0.000) (0.067) (0,000)

Notes: *** ** * indicate statistical significance at the level a of 1%, 5%, and 10%, respectively.
Numbers in parenthesis are t-value.

the difference is not statistically significant. Since PROPER is intended for the sensitive industry, then we
observe the sensitive industry sample to compare the regression coefficients before and after the PROPER.
The regression coefficient before the PROPER is 2.231 and significant at the a level of 1%, after the PROPER
the coefficient reduces to 0.919 and statistically insignificant. The difference between two slopes shows a
significant change at the a level of 10%. For the sample of non-sensitive industry, there is no slopes differ-
ence before and after the PROPER. The regression coefficients are not statistically significant both before
and after the PROPER. We can see that before the PROPER, E-related financial performance motivate the
sensitive industry companies to increase their non-financial performance to engage more on the ESG-related
activities, measured by ESG disclosures. After the PROPER reinforcement, when the targeted companies are
mandatory to do the environmental reporting through SIMPLE according to the standard measurements,
the E-related financial performance no longer has an impact on the increase of non-financial performance.
We can interpret that the change in companies’ motivation reflects the effectiveness of the PROPER when
it becomes mandatory to targeted companies in the sensitive industry. Before the PROPER, companies are
motivated to do good when they can do well, financially, this result confirms previous studies on “doing
good by doing well” (Hong et al,, 2012; Lys et al,, 2015). After the PROPER, the law re-enforcement is able
to shift the companies’ motivation to involve in legitimacy substantive strategies. They involve fundamental
changes in companies’ goals, behaviours, and practices to meet the expectations and needs of societal
stakeholders (Ashforth & Gibbs, 1990). In the PROPER context, companies can take environmental actions
to address E-related issues by adopting sustainable activities that can lead to get outcomes and value. The
adoption of comprehensive environmental actions requires significant investment and resources. In fact, the
enactment of the PROPER occurred in the Covid period where many major social problems reside, and
when “do good” and “do well” are contradictory. However, the result of this study still confirms Karnani's
(2010) suggestion that in the situation where there is a conflict between corporate profit and social welfare,
strong behavior needs to be curbed with government regulation. In this case PROPER seems effective in
intervening the company’s behavior to achieve the interest of society especially related to the
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environmental issues. Therefore, the empirical evidence provided before and after the PROPER in sensitive
industry sample supports hypothesis 4 of this study.

Even though the regression output before and after the POJK 51 and PROPER resulted on the differ-
ent directions, the interpretations of the empirical evidence are in conformity with the existing regula-
tory approaches of sustainability reporting. As mentioned before, the regulatory approaches fall along a
spectrum between two extremes, which are characterized as narrow and broad approach. POJK is a
narrow approach therefore the effectiveness is to motivate the companies to “do good by doing well” by
emphasizing on the ESG process through the sustainability reporting. PROPER approach is broader, it can
motivate the companies to focus on the outcomes of the ESG process. Thus, compared to POJK 51,
PROPER is one step ahead in shifting the companies’ motivation to increase the non-financial perfor-
mance. The success of PROPER implementation is not only based on the mandatory environmental
reporting through SIMPLE, but also the way the ranking results are published. The results are distributed
through the website of the Ministry of Environment and Forestry and various media publications. Because
of the extensive involvement of stakeholders, the PROPER program is also known as public disclosure of
environmental performance. Therefore, monitoring the PROPER program is not only done by the regula-
tor, but also by market and society. Especially if the information is obtained from a trusted source.
Environmental regulators have integrity and authority to access information that is valid and can be
taken into account. This information is very effective in building companies’ image and reputation, espe-
cially if the information is conveyed in a simple and easy-to-remember form. In other words, targeted
companies can be quickly and decisively praised or punished with only one weapon, which is information.

6.2. Robustness tests

We performed robustness test of the primary models used to interpret the findings of this study. We
want to ensure that the interpretation is robust to any changes in the main research variables. Table 11
shows the effect of ESG scores on other measures of market variables. We replace PBV with other mea-
sures, namely COE and Tobin’s Q. COE measures the cost of equity, which is expected to have a negative
relationship with ESG implementation. The higher the ESG score, the lower the companies’ equity risk.

Table 11. The impact of ESG scores on other measures of market values.
M @ ®3) @

TOBINS COE TOBINS COE TOBINS COE TOBINS COE
E 0.009** —0.052%**
(2.298) (-3.985)
S 0.016*** -0.018
(4.184) (-1.394)
G —-0.006 —0.037**
(-1.409) (-2.993)
ESG 0.014%* —0.045%*
(2.914) (-2.811)
ROA 0.014** —-0.049 0.016** —0.072** 0.027%** —0.063** 0.012* —-0.054*
(2.101) (-1.608) (2.432) (-2.290) (3.829) (-2.085) (1.812) (-1.701)
SIZE —0.288*** -0.220 —0.322%** —0.449* —0.247%** —0.526** —0.313%** -0.380
(-5.055) (-0.853) (-5.994) (-1.738) (-4.603) (-2.106) (-5.588) (-1.488)
DAR —2.127%** —-0.430 —2.245%** -0.656 —1.723%** -0.337 —2.348%** -0.419
(-6.277) (-0.334) (-6.609) (-0.498) (-4.678) (-0.258) (-6.702) (-0.321)
AGE —-0.003 0.013 0.001 0.010 0.003 0.014 0.001 0.011
(-0.604) (0.808) (0.273) (0.647) (0.659) (0.900) (0.204) (0.669)
FAM_OWN 0.015** —-0.032* 0.011* —-0.028 0.007 —-0.035* 0.014** -0.032*
(2.732) (-1.685) (1.869) (-1.446) (1.131) (-1.808) (2.310) (0.092)
STATE_OWN —0.011%** 0.020 —0.017%** 0.029** —0.018%** 0.025* —0.014%** 0.029**
(-2.642) (1.511) (-4.667) (2.044) (-4.386) (1.826) (-3.658) (2.127)
Constant 7.220%%* 17.317%* 7.668%** 23.0971*** 6.218%** 26.103*** 7.395%** 22.395%**
(5.280) (2.790) (6.032) (3.760) (4.938) (4.311) (5.689) (3.691)
Year-fixed Yes Yes Yes Yes Yes Yes Yes Yes
Industry-fixed Yes Yes Yes Yes Yes Yes Yes Yes
No of Obs 338 338 338 338 338 338 338 338
R-squared 0.683 0.364 0.680 0.336 0.655 0.350 0.683 0.348

Notes: *** ** * indicate statistical significance at the level a of 1%, 5%, and 10%, respectively.

Numbers in parenthesis are t-value.
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Tobin’s Q is a measure of market performance and is expected to have the same association as with ESG
and PBV. The regression coefficients shown in Table 11 are consistent with the expectations. Therefore,
Model 1 and Model 2 are not sensitive to changes in the dependent variable.

Table 12 shows the robustness test for Model 3, we used another measures of company perfor-
mance to measure the predictive value of ESG on future financial performance. We replace ROA with
ROE. The Results presented in Table 12 in column (1), (2), (3), and (4) are compared with the results in
Table 7. We observed that all of the regression coefficients of E, S, G, and ESG in Table 12 have the
same direction as those of in Table 7. The results of Table 12 in column (5), (6), (7), (8), are compared
with the results of Table 8. We see that the results are similar and all of the regression coefficients
have the same direction and significant. Thus, Model 3 is not sensitive to change in the measurement
of dependent variable.

In this study, we also performed the endogeneity test of ESG as the independent variable along with
PBV and ROA, ,, as the dependent variables. ESG is suspected of having a problem with its endogeneity.
Therefore, we performed the Dubin, Hausman and Wu test for endogeneity using the two-stage least
squares method (Wooldridge, 2002). The result is shown in Table 13, the insignificant regression coeffi-
cient of the error term from the first stage concludes that endogeneity is not present in model 1 and 2.

Table 14 reported VIF values of all the independent variables employed in Model 1, 2, and 3. All the
VIF values are closed to 1, indicating the absence of a potential multicollinearity problem in the esti-
mated model.

Table 12. The impact of ESG scores on financial performance and the impact of ESG-related financial performance on
non-financial performance.

ROE as A Measure of Financial Performance

m @ 3) (4) (5) (6) @ (8)

ROE,,, ROE,.,, ROE,,, ROE,.,, ESG_disc ESG_disc ESG_disc ESG_disc
E, 0.302%*

(2.945)
S, 0.298%*

(3.139)
G, 0.189*
(1.900)
ESG, 0.392%#*
(3.353)

SIZE, —5.105** —4.669** -3.719 —4.499%*

(-2.209) (-2.041) (-1.606) (-1.976)
DAR, 18.408* 17.573 17.398 17.778

(1.672) (1.600) (1.564) (1.623)
AGE, 0.332** 0.375%** 0.366%** 0.356%**

(3.007) (3.455) (3.313) (3.275)
FAM_OWN, 0.311** 0.311** 0.343** 0.331**

(1.966) (1.967) (2.127) (2.098)
STATE_OWN, 0.024 —0.057 0.007 -0.033

(0.223) (-0.515) (0.063) (-0.304)

E 0.256%**

PROE;, (3.829)

s 0.284%**
PROE, 't (3.941)

G 0.037
PROE’" (0.470)

ESG 0.163***
PROE, (3.326)
CSR_Com 4.625%* 4.132%* 4.757%* 5.602**

(3.225) (2.881) (3.071) (1.979)
CGB_Com 6.462%** 7.717%%* 5.278** 11.252%**
(4.016) (4.328) (3.145) (4.339)
Constant 108.430%* 88.234 67.150 80.450 33.210%** 33.126%** 37.641%** 33.730%**
(1.977) (1.627) (1.203) (1.487) (14.179) (14.234) (14.897) (8.818)
Year fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
Industry fixed Yes Yes Yes Yes Yes Yes Yes Yes
effects
Observations 271 271 271 271 133 133 133 133
R-squared 0.168 0.171 0.171 0.176 0.659 0.661 0.617 0.617

Notes: *** ** * indicate statistical significance at the level a of 1%, 5%, and 10%, respectively.
Numbers in parenthesis are t-value.
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Table 13. Two-stage least squares.

First Stage Second Stage First Stage Second Stage
(1) @) @) (4)
ESG, PBV ESG, ROA. .,
Lagged ESG (ESG,,) 0.879%** 0.880***
(-0.657) (29.057)
ESGt 0.059%*** 0.158%***
(7.057) (4.622)
Error term -0.017 -0.097
(stage 1) (-0.807) (-1.219)
SIZE 0.585 —0.724*** 0.317 —2.792%**
(1.252) (-5.192) (0.463) (-4.115)
DAR 1.653 -0.424 0.269 —5.406**
(0.778) (-0.669) (0.098) (-1.981)
AGE -0.019 0.057%*** —-0.025 0.065**
(-0.712) (6.453) (-0.913) (2.385)
FAM_OWN 0.046 0.035%** 0.072 0.080
(1.383) (3.511) (1.558) (1.757)
STATE_OWN -0.025 —-0.006 —-0.021 -0.013
(-1.077) (-0.937) (-0.777) (-0.471)
Constant —7.409 14.817 -0.212 66.324
(-0.657) (4.414) (-0.013) (4.056)
Year fixed effects Yes Yes Yes Yes
Industry fixed effects Yes Yes Yes Yes
No of Obs 338 338 271 271

Notes: ***, ** * indicate statistical significance at the level of 1%, 5%, respectively.
Numbers in parenthesis are t-value.

Table 14. Multicollinearity test - VIF.

Model 1 Model 2 Model 3
PBV ROA,,, ESG_disc

E 2,944 1.845
S 2.062 1.448
G 2317 1.458
ESG 2.632 1.608
ROA 1.795 1.746 2.151 2.001
SIZE 2.150 1.924 1.804 1.989 2.796 2.751 2.752 2741
DAR 1.787 1.773 1.887 1.797 1.774 1.774 1.776 1.774
AGE 2.114 1.992 2.191 2.053 1.603 1.557 1.573 1.567
FAM_OWN 1.362 1.318 1.331 1.344 1.142 1.142 1.158 1.144
STATE_OWN 1.384 1.350 1.218 1.299 1.370 1.420 1.362 1.386
PROAE,,, 3.848
PROA®,, 4.049
PROAS, , 3.933
PROAES, 3.705
CSR_Com 1.739 1.868 1.613 1.845
CGB_Com 1.710 1.798 1.624 1.655
Year fixed Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Industry fixed Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes

Mean VIF 1.934 1.738 1.843 1.874 1.757 1.682 1.681 1.704 2433 2.571 2.390 2.401

7. Summary and conclusion

In the recent literature, many studies have raised an issues of the impact of ESG scores on corporate
financial performance and value. However, the impact of ESG scores on non-financial performance has
not been thoroughly explored. The purpose of this study is to analyse the nuanced process of ESG
implementation by conducting a study in a country that is still in the process of developing ESG
aspects. Using an unbalanced panel data model for Indonesian listed companies from 2016 to 2022,
this study provides empirical evidence on the indirect effect of ESG implementation on companies’
non-financial performance. Consistent with stakeholder theory, this study found a positive effect of ESG
implementation on corporate values. The predictability of ESG performance in future financial perfor-
mance is consistent with resource-based perspectives. ESG-related financial performance has a positive
and significant impact on non-financial performance as measured by ESG disclosure. Companies are
willing to disclose and increase their commitment to ESG activities if these activities improve their
financial performance.
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Practically, two regulatory policies are thoroughly explored to disclose what kinds of legitimacy strat-
egies adopted by the companies in ESG implementation and compliance with the government policies.
We conducted the before-and-after, event study method, to evaluate the effectiveness of the two regu-
latory policies. The narrow regulatory approach, POJK 51, could contribute to the effectiveness of moti-
vating the companies to “do good by doing well” by emphasizing on the ESG process through the
sustainability reporting. Another regulatory policy, PROPER, with a dual materiality characteristic is effec-
tive for shifting the financial motives of ESG implementation to a more substantive outcome of the ESG
issue. The latter can encourage companies not only to implement ESG symbolically, but also to go
beyond legitimate substantive strategic implementation. Thus, the appropriate law enforcement can be
used to change the companies’ behaviour from adopting symbolic to applying substantive legitimate
strategies.

This study contributes in providing more empirical evidence on the impact of ESG implementation
not only on the firms’ financial performance, but also non-financial performance. By thoroughly examin-
ing on ESG-related financial performance, this study shed a light on the companies’ motivation in engag-
ing on ESG activities. Through examining two different approaches of law enforcement, this study could
recommend the type of law enforcement that can change the companies behaviors in implementing the
ESG, from not motivated to financially motivated, and from financially motivated to substantively moti-
vated. The law enforcement that just emphasizes on ESG implementation process can only change the
behaviour from not motivated to financially motivated. The law enforcement that emphasizes on ESG
implementation outcomes can change companies’ behaviour from financially motivated to substantively
motivated.

Our study has some limitations that should be explicitly addressed for future research. First, our
study is based only in one country, Indonesia. Consequently, the findings may not generally apply to
other countries. Hence, future research may provide new insights by examining similar issues in many
other countries. Comparing the effectiveness of government policies implemented in developing and
developed countries with different economic and social context to promote the ESG implementation
will enrich the empirical findings in this topic for the purpose to learn from each other. Second, we
employed the unbalance data panel, due to the limited number of companies with ESG scores in the
sample. There is a potential of sample selection bias. Other potential drawbacks of the random effect
model in unbalance data panel are the existing correlation between the variation of individual-specific
effects and explanatory variables and the over-time variation, that lead to biased and inefficient
estimates.

Authors contributions statement

The first and corresponding authors contributed to the conception and design. The corresponding author specifically
participated in the conception of the article, critically appraising it for intellectual content, while the first author
contributed to the analysis and interpretation of the data and finally to the version to be published. All authors
accept responsibility for all aspects of the work.

Disclosure statement

No potential conflict of interest was reported by the authors.

Funding

This study was funded by the Indonesian Ministry of Education, Research, and Technology (DRTPM), Research Grant
in 2023 [0423.9/LLS-INT/AL.04/2023].

About the authors

Ni-Putu Gita Rahmaniati is a Master of Business Management student at Duta Wacana Christian University after
completing her undergraduate studies at the same University. She has experience working in the finance



26 N. P. G. RAHMANIATI AND E. EKAWATI

department at PT Sentral Mitra Informatika-Tbk Jakarta in Indonesia. Her research interests are in green finance and
risk management.

Erni Ekawati is Assistant Professor of Business at Duta Wacana Christian University and faculty theses advisor in the
Magister Management of Gadjah Mada University in Indonesia. She received her PhD in Finance from Kent State
University, Ohio, USA. Her research interests are green finance, corporate sustainability, performance, and valuation.

ORCID

Ni Putu Gita Rahmaniati http://orcid.org/0009-0004-9864-5604
Erni Ekawati http://orcid.org/0000-0002-1662-9415

Data availability statement

Data and materials supporting this study can be accessed from Osiris and Thomson Reuters database.

References

Aboud, A., & Diab, A. (2018). The impact of social, environmental and corporate governance disclosures on firm
value: Evidence from Egypt. Journal of Accounting in Emerging Economies, 8(4), 1-31. https://doi.org/10.1108/
JAEE-08-2017-0079

Afsah, S. Garcia, J. H, & Sterner, T. (2013). Environmental regulation and public disclosure the case of PROPER in
Indonesia. CA: RFF Press. The Institutional History Of Indonesia’s Environmental Rating And Public Disclosure
Program (Proper).

Aguilera, R. V., Rupp, D. E., Williams, C. A., & Ganapathi, J. (2007). Putting the s back in corporate social responsibili-
ty: A multilevel theory of social change in organizations. Academy of Management Review, 32(3), 836-863. https://
doi.org/10.5465/amr.2007.25275678

Ahmad, H., Yaqub, M., & Lee, S. H. (2023). Environmental-, social-, and governance-related factors for business invest-
ment and sustainability: A scientometric review of global trends. Environment, Development and Sustainability,
0123456789. https://doi.org/10.1007/s10668-023-02921-x

Ahmad, N., Mobarek, A., & Roni, N. N. (2021). Revisiting the impact of ESG on financial performance of FTSE350 UK
firms: Static and dynamic panel data analysis. Cogent Business & Management, 8(1), 1-18. https://doi.org/10.1080/
23311975.2021.1900500

Alatawi, I. A, Ntim, C. G, Zras, A, & Elmagrhi, M. H. (2023). CSR, financial and non-financial performance in the
tourism sector: A systematic literature review and future research agenda. International Review of Financial Analysis,
89(March), 102734. https://doi.org/10.1016/j.irfa.2023.102734

Albitar, K., Hussainey, K., Kolade, N., & Gerged, A. M. (2020). ESG disclosure and firm performance before and after
IR: The moderating role of governance mechanisms. International Journal of Accounting & Information Management,
28(3), 429-444. https://doi.org/10.1108/IJAIM-09-2019-0108

Al-Issa, N., Khaki, A. R,, Jreisat, A., Al-Mohamad, S., Fahl, D., & Limani, E. (2022). Impact of environmental, social, gov-
ernance, and corporate social responsibility factors on firm’s marketing expenses and firm value: A panel study of
US companies. Cogent Business & Management, 9(1), 1-20. https://doi.org/10.1080/23311975.2022.2135214

Almeyda, R., & Darmansya, A. (2019). The influence of environmental, social, and governance (ESG) disclosure on firm
financial performance. IPTEK Journal of Proceedings Series, 5, 278. https://doi.org/10.12962/j23546026.y2019i5.6340

Alshehhi, A., Nobanee, H., & Khare, N. (2018). The impact of sustainability practices on corporate financial perfor-
mance: Literature trends and future research potential. Sustainability, 10(2), 494. https://doi.org/10.3390/su10020494

Armstrong, A. (2020). Ethics and ESG. Australasian Accounting, business and Finance Journal, 14(3), 6-17.

Ashforth, B. E., & Gibbs, B. W. (1990). The double-edge of organizational legitimation. Organization Science, 1(2), 177-
194. https://doi.org/10.1287/orsc.1.2.177

Atan, R., Alam, M. M,, Said, J., & Zamri, M. (2018). The impacts of environmental, social, and governance factors on
firm performance. Management of Environmental Quality: An International Journal, 29(2), 182-194. https://doi.
org/10.1108/MEQ-03-2017-0033

Auer, B. R, & Schuhmacher, F. (2016). Do socially (ir)responsible investments pay? New evidence from international
ESG data. The Quarterly Review of Economics and Finance, 59(1), 51-62. https://doi.org/10.1016/j.qref.2015.07.002

Aydogmus, M., Giilay, G., & Ergun, K. (2022). Impact of ESG performance on firm value and profitability. Borsa Istanbul
Review, 22, S119-S127. https://doi.org/10.1016/j.bir.2022.11.006

Backman, C. A, Verbeke, A., & Schulz, R. A. (2017). The drivers of corporate climate change strategies and public policy:
A new resource-based view perspective. Business & Society, 56(4), 545-575. https://doi.org/10.1177/0007650315578450

Bansal, P. (2005). Evolving sustainably: A longitudinal study of corporate sustainable development. Strategic
Management Journal, 26(3), 197-218. https://doi.org/10.1002/smj.441


https://doi.org/10.1108/JAEE-08-2017-0079 
https://doi.org/10.1108/JAEE-08-2017-0079 
https://doi.org/10.5465/amr.2007.25275678
https://doi.org/10.5465/amr.2007.25275678
https://doi.org/10.1007/s10668-023-02921-x
https://doi.org/10.1080/23311975.2021.1900500
https://doi.org/10.1080/23311975.2021.1900500
https://doi.org/10.1016/j.irfa.2023.102734
https://doi.org/10.1108/IJAIM-09-2019-0108
https://doi.org/10.1080/23311975.2022.2135214
https://doi.org/10.12962/j23546026.y2019i5.6340
https://doi.org/10.3390/su10020494
https://doi.org/10.1287/orsc.1.2.177
https://doi.org/10.1108/MEQ-03-2017-0033
https://doi.org/10.1108/MEQ-03-2017-0033
https://doi.org/10.1016/j.qref.2015.07.002
https://doi.org/10.1016/j.bir.2022.11.006
https://doi.org/10.1177/0007650315578450
https://doi.org/10.1002/smj.441

COGENT BUSINESS & MANAGEMENT ’ 27

Bansal, P, & Bogner, W. C. (2002). Deciding on I1SO 14001: Economics, institutions, and context. Long Range Planning,
35(3), 269-290. https://doi.org/10.1016/50024-6301(02)00046-8

Barney, J. (1999). How a firm’s capabilities affect boundary decisions. Sloan Management Review, 40(3), 137-145.

Bénabou, R., & Tirole, J. (2010). Individual and corporate social responsibility. Economica, 77(305), 1-19. https://doi.
org/10.1111/j.1468-0335.2009.00843 .x

Berrone, P, & Gomez-Mejia, L. R. (2009). Environmental performance and executive compensation: An integrated
agency-institutional perspective. Academy of Management Journal, 52(1), 103-126. https://doi.org/10.5465/
amj.2009.36461950

Bhandari, K. R., Ranta, M., & Salo, J. (2022). The resource-based view, stakeholder capitalism, ESG, and sustainable
competitive advantage: The firm’s embeddedness into ecology, society, and governance. Business Strategy and the
Environment, 31(4), 1525-1537. https://doi.org/10.1002/bse.2967

Brammer, S., Millington, A., & Rayton, B. (2007). The contribution of corporate social responsibility to organizational
commitment. The International Journal of Human Resource Management, 18(10), 1701-1719. https://doi.
org/10.1080/09585190701570866

Branco, M. C,, & Rodrigues, L. L. (2006). Corporate social responsibility and resource-based perspectives. Journal of
Business Ethics, 69(2), 111-132. https://doi.org/10.1007/s10551-006-9071-z

Campbell, J. (2007). Why would corporations behave in socially responsible ways? An institutional theory of corpo-
rate social responsibility. Academy of Management Review, 32(3), 946-967. https://doi.org/10.5465/amr.2007.25275684

Cao, J, Liang, H., & Zhan, X. (2019). Peer effects of corporate social responsibility. Management Science, 65(12), 5487-
5503. https://doi.org/10.1287/mnsc.2018.3100

Capelle-Blancard, G., & Petit, A. (2016). Every little helps? ESG news and stock market reaction. Journal of Business
Ethics, 157(2), 543-565. https://doi.org/10.1007/s10551-017-3667-3

Chen, F, & Tian, L. (2015). Comparative study on residents’ perceptions of follow-up impacts of the 2008 Olympics.
Tourism Management, 51, 263-281. https://doi.org/10.1016/j.tourman.2015.05.029

Cheng, B., loannou, I, & Serafeim, G. (2014). Corporate social responsibility and access to finance. Strategic Management
Journal, 920(October), 1-43. https://doi.org/10.1002/smj

Chouaibi, S., Rossi, M., Siggia, D., & Chouaibi, J. (2022). Exploring the moderating role of social and ethical practices
in the relationship between environmental disclosure and financial performance: Evidence from esg companies.
Sustainability (Switzerland), 14(1), 209. https://doi.org/10.3390/su14010209

Christensen, H. B., Hail, L., & Leuz, C. (2021). Mandatory CSR and sustainability reporting: Economic analysis and lit-
erature review. Review of Accounting Studies, 26(3), 1176-1248. https://doi.org/10.1007/s11142-021-09609-5

Crifo, P, Escrig-Olmedo, E., & Mottis, N. (2019). Corporate governance as a key driver of corporate sustainability in
France: The role of board members and investor relations. Journal of Business Ethics, 159(4), 1127-1146. https://doi.
org/10.1007/s10551-018-3866-6

Crossley, R. M., Elmagrhi, M. H., & Ntim, C. G. (2021). Sustainability and legitimacy theory: The case of sustainable
social and environmental practices of small and medium-sized enterprises. Business Strategy and the Environment,
30(8), 3740-3762. https://doi.org/10.1002/bse.2837

De Leaniz, P. M. G., & Del Bosque, I. R. (2013). Intellectual capital and relational capital: The role of sustainability in
developing corporate reputation. Intangible Capital, 9(1), 263-280.

de Silva Lokuwaduge, C. S., Smark, C,, & Mir, M. (2020). Sustainable development goals and businesses as active
change agents. Australasian Accounting, Business and Finance Journal, 14(3), 1-5. https://doi.org/10.14453/aabf].
v14i3.1

Delvina, E. M., & Hidayah, R. (2023). The effect of ESG (environmental, social and governance) performance on com-
pany value and company performance. Management Studies and Entrepreneurship Journal (MSEJ), 4(5), 5436-5444.

Deng, P, Wen, J, He, W,, Chen, Y. E., & Wang, Y. P. (2023). Capital market opening and ESG performance. Emerging
Markets Finance and Trade, 59(13), 3866-3876. https://doi.org/10.1080/1540496X.2022.2094761

Deng, X., Kang, J. K., & Low, B. S. (2013). Corporate social responsibility and stakeholder value maximization: Evidence
from mergers. Journal of Financial Economics, 110(1), 87-109. https://doi.org/10.1016/j.jfineco.2013.04.014

Doh, J. P, & Guay, T. R. (2006). Corporate social responsibility, public policy, and NGO activism in Europe and the
United States: An institutional-stakeholder perspective. Journal of Management Studies, 43(1), 47-73. https://doi.
org/10.1111/j.1467-6486.2006.00582.x

Doh, J. P, Howton, S. D., Howton, S. W,, & Siegel, D. S. (2010). Does the market respond to an endorsement of social
responsibility? The role of institutions, information, and legitimacy. Journal of Management, 36(6), 1461-1485.
https://doi.org/10.1177/0149206309337896

Dowell, G, Hart, S., & Yeung, B. (2000). Do corporate global environmental standards create or destroy market value?
Management Science, 46(8), 1059-1074. https://doi.org/10.1287/mnsc.46.8.1059.12030

Eccles, R. G. (1991). The performance measurement manifesto. Harvard Business Review, 69(1), 131-137.

Elfenbein, D. W., Fisman, R.,, & Mcmanus, B. (2012). Charity as a substitute for reputation: Evidence from an online
marketplace. The Review of Economic Studies, 79(4), 1441-1468. https://doi.org/10.1093/restud/rds012

ElImghaamez, I. K., Nwachukwu, J.,, & Ntim, C. G. (2023). ESG disclosure and financial performance of multinational
enterprises: The moderating effect of board standing committees. International Journal of Finance & Economics,
1-46. https://doi.org/10.1002/ijfe.2846


https://doi.org/10.1016/S0024-6301(02)00046-8
https://doi.org/10.1111/j.1468-0335.2009.00843.x
https://doi.org/10.1111/j.1468-0335.2009.00843.x
https://doi.org/10.5465/amj.2009.36461950
https://doi.org/10.5465/amj.2009.36461950
https://doi.org/10.1002/bse.2967
https://doi.org/10.1080/09585190701570866
https://doi.org/10.1080/09585190701570866
https://doi.org/10.1007/s10551-006-9071-z
https://doi.org/10.5465/amr.2007.25275684
https://doi.org/10.1287/mnsc.2018.3100
https://doi.org/10.1007/s10551-017-3667-3
https://doi.org/10.1016/j.tourman.2015.05.029
https://doi.org/10.1002/smj
https://doi.org/10.3390/su14010209
https://doi.org/10.1007/s11142-021-09609-5
https://doi.org/10.1007/s10551-018-3866-6
https://doi.org/10.1007/s10551-018-3866-6
https://doi.org/10.1002/bse.2837
https://doi.org/10.14453/aabfj.v14i3.1
https://doi.org/10.14453/aabfj.v14i3.1
https://doi.org/10.1080/1540496X.2022.2094761
https://doi.org/10.1016/j.jfineco.2013.04.014
https://doi.org/10.1111/j.1467-6486.2006.00582.x
https://doi.org/10.1111/j.1467-6486.2006.00582.x
https://doi.org/10.1177/0149206309337896
https://doi.org/10.1287/mnsc.46.8.1059.12030
https://doi.org/10.1093/restud/rds012
https://doi.org/10.1002/ijfe.2846

28 N. P. G. RAHMANIATI AND E. EKAWATI

Fatemi, A., Glaum, M., & Kaiser, S. (2017). ESG performance and firm value: The moderating role of disclosure. Global
Finance Journal, 38, 45-64. https://doi.org/10.1016/j.9f}.2017.03.001

Flammer, C. (2015). Does corporate social responsibility lead to superior financial performance? A regression discon-
tinuity approach. Management Science, 61(11), 2549-2568. https://doi.org/10.1287/mnsc.2014.2038

Freeman, R. E. (1984). Strategic management: A stakeholder approach. Cambridge University Press. The Edinburgh Building.

Friede, G., Busch, T., & Bassen, A. (2015). ESG and financial performance: Aggregated evidence from more than 2000
empirical studies. Journal of Sustainable Finance & Investment, 5(4), 210-233. https://doi.org/10.1080/20430795.201
5.1118917

Galbreath, J. (2013). ESG in focus: The Australian evidence. Journal of Business Ethics, 118(3), 529-541. https://doi.
org/10.1007/s10551-012-1607-9

Gallego-Alvarez, |, Prado-Lorenzo, M.-J., Rodriguez-Dominguez, L., & Garcia-Sanchez, I.-M. (2010). Are social and en-
vironmental practices a marketing tool? Empirical evidence for the biggest European companies. Journal of
Enterprise Information Management, 29(1), 118-139.

Garcia, J. H., Sterner, T, & Afsah, S. (2007). Public disclosure of industrial pollution: The PROPER approach for
Indonesia?. Environment and Development Economics, 12(6), 739-756. https://doi.org/10.1017/51355770X07003920

Gormley, T. A, & Matsa, D. A. (2014). Common errors: How to (and not to) control for unobserved heterogeneity.
Review of Financial Studies, 27(2), 617-661. https://doi.org/10.1093/rfs/hht047

Griffin, P. A, & Sun, Y. (2013). Going green: Market reaction to CSRwire news releases. Journal of Accounting and Public
Policy, 32(2), 93-113. https://doi.org/10.1016/j.jaccpubpol.2013.02.002

Gunarsih, T., Setiyono, S., Sayekti, F., & Novak, T. (2020). Bi-directional in sustainability reporting and profitability: A
study in Indonesian banks and non-banks. Jurnal Keuangan Dan Perbankan, 24(1), 20-29. https://doi.org/10.26905/
jkdp.v24i1.3588

Hahn, T., Figge, F, Pinkse, J., & Preuss, L. (2010). Trade-offs in corporate sustainability: You can't have your cake and
eat it. Business Strategy and the Environment, 19(4), 217-229. https://doi.org/10.1002/bse.674

Hamdi, K., Guenich, H., & Ben Saada, M. (2022). Does corporate financial performance promote ESG: Evidence from
US firms. Cogent Business & Management, 9(1), 1-18. https://doi.org/10.1080/23311975.2022.2154053

Handoyo, S. (2018). The development of Indonesia environmental performance and environmental compliance.
Journal of Accounting Auditing and Business, 1(1), 74. https://doi.org/10.24198/jaab.v1i1.15656

Haque, F, & Ntim, C. G. (2018). Environmental policy, sustainable development, governance mechanisms and envi-
ronmental performance. Business Strategy and the Environment, 27(3), 415-435. https://doi.org/10.1002/bse.2007

Haque, F, & Ntim, C. G. (2020). Executive compensation, sustainable compensation policy, carbon performance and
market value. British Journal of Management, 31(3), 525-546. https://doi.org/10.1111/1467-8551.12395

Hart, O, & Zingales, L. (2017). Companies should maximize shareholder welfare not market value. Journal of Law,
Finance, and Accounting, 2(2), 247-275. https://doi.org/10.1561/108.00000022

Hart, S. L., & Dowell, G. (2011). A natural-resource-based view of the firm: Fifteen years after. Journal of Management,
37(5), 1464-1479. https://doi.org/10.1177/0149206310390219

Holthausen, R. W., & Leftwich, R. W. (1983). The economic consequences of accounting choice implications of
costly contracting and monitoring. Journal of Accounting and Economics, 5(C), 77-117. https://doi.
org/10.1016/0165-4101(83)90007-1

Hong, P, Jungbae Roh, J., & Rawski, G. (2012). Benchmarking sustainability practices: Evidence from manufacturing
firms. Benchmarking: An International Journal, 19(4/5), 634-648. https://doi.org/10.1108/14635771211258052

Hsu, A. W. h,, & Wang, T. (2013). Does the market value corporate response to climate change? Omega (United
Kingdom), 41(2), 195-206. https://doi.org/10.1016/j.omega.2011.07.009

Hubbard, T. D., Christensen, D. M., & Graffin, S. D. (2017). Higher highs and lower lows: The role of corporate social
responsibility in CEO dismissal. Strategic Management Journal, 38, 2255-2265. https://doi.org/10.1002/smj.2

Hussainey, K., & Salama, A. (2010). The importance of corporate environmental reputation to investors. Journal of
Applied Accounting Research, 11(3), 229-241. https://doi.org/10.1108/09675421011088152

loannou, I., & Serafeim, G. (2019). Corporate sustainability: A strategy? Harvard Business School -Working Paper, 44,
1-55.

Jin, L, Zhang, J. J,, Ma, X., & Connaughton, D. P. (2011). Residents’ perceptions of environmental impacts of the 2008
Beijing green Olympic Games. European Sport Management Quarterly, 11(3), 275-300. https://doi.org/10.1080/1618
4742.2011.577791

Jorgensen, S., Mjgs, A., & Pedersen, L. J. T. (2022). Sustainability reporting and approaches to materiality: Tensions
and potential resolutions. Sustainability Accounting, Management and Policy Journal, 13(2), 341-361. https://doi.
org/10.1108/SAMPJ-01-2021-0009

Junius, D, Adisurjo, A., Rijanto, Y. A.,, & Adelina, Y. E. (2020). The impact of ESG performance to firm performance and
market value. Jurnal Aplikasi Akuntansi, 5(1), 21-41. https://doi.org/10.29303/jaa.v5i1.84

Karnani, A. (2010). The case against corporate social responsibility. Wall Street Journal.

Khaki, A. R.,, & Akin, A. (2020). Factors affecting the capital structure: New evidence from GCC countries. Journal of
International Studies, 13(1), 9-27. https://doi.org/10.14254/2071-8330.2020/13-1/1

Khan, M., Serafeim, G., & Yoon, A. (2016). Corporate sustainability: First evidence on materiality. The Accounting
Review, 91(6), 1697-1724. https://doi.org/10.2308/accr-51383


https://doi.org/10.1016/j.gfj.2017.03.001
https://doi.org/10.1287/mnsc.2014.2038
https://doi.org/10.1080/20430795.2015.1118917
https://doi.org/10.1080/20430795.2015.1118917
https://doi.org/10.1007/s10551-012-1607-9
https://doi.org/10.1007/s10551-012-1607-9
https://doi.org/10.1017/S1355770X07003920
https://doi.org/10.1093/rfs/hht047
https://doi.org/10.1016/j.jaccpubpol.2013.02.002
https://doi.org/10.26905/jkdp.v24i1.3588
https://doi.org/10.26905/jkdp.v24i1.3588
https://doi.org/10.1002/bse.674
https://doi.org/10.1080/23311975.2022.2154053
https://doi.org/10.24198/jaab.v1i1.15656
https://doi.org/10.1002/bse.2007
https://doi.org/10.1111/1467-8551.12395
https://doi.org/10.1561/108.00000022
https://doi.org/10.1177/0149206310390219
https://doi.org/10.1016/0165-4101(83)90007-1
https://doi.org/10.1016/0165-4101(83)90007-1
https://doi.org/10.1108/14635771211258052
https://doi.org/10.1016/j.omega.2011.07.009
https://doi.org/10.1002/smj.2
https://doi.org/10.1108/09675421011088152
https://doi.org/10.1080/16184742.2011.577791
https://doi.org/10.1080/16184742.2011.577791
https://doi.org/10.1108/SAMPJ-01-2021-0009
https://doi.org/10.1108/SAMPJ-01-2021-0009
https://doi.org/10.29303/jaa.v5i1.84
https://doi.org/10.14254/2071-8330.2020/13-1/1
https://doi.org/10.2308/accr-51383

COGENT BUSINESS & MANAGEMENT ’ 29

Khatib, S. F., Abdullah, D. F, Elamer, A., & Hazaea, S. A. (2022). The development of corporate governance literature
in Malaysia: A systematic literature review and research agenda. Corporate Governance: The International Journal of
Business in Society, 22(5), 1026-1053. https://doi.org/10.1108/CG-12-2020-0565

Kitzmueller, M., & Shimshack, J. (2012). Economic perspectives on corporate social responsibility. Journal of Economic
Literature, 50(1), 51-84. https://doi.org/10.1257/jel.50.1.51

Kraaijenbrink, J., Spender, J., & Groen, A. (2010). The resource-based view: A review and assessment of its critiques.
Journal of Management, 36(1), 349-372. https://doi.org/10.1177/0149206309350775

Kumar, K., Kumari, R, Nandy, M., Sarim, M., & Kumar, R. (2022). Do ownership structures and governance attributes
matter for corporate sustainability reporting? An examination in the Indian context. Management of Environmental
Quality: An International Journal, 33(5), 1077-1096. https://doi.org/10.1108/MEQ-08-2021-0196

Kumar, P, & Firoz, M. (2019). How does capital market respond to Certified Emission Reductions (CERs) announce-
ments in India: An event study methodology. Managerial Finance, 45(7), 950-965. https://doi.org/10.1108/
MF-12-2018-0635

Kumar, P, Mittal, A., & Firoz, M. (2020). Carbon credit issuance: Accounting based financial performance, SCMS
Journal of Indian Management, 111-119.

Lantos, G. P. (2001). The boundaries of strategic corporate social responsibility. Journal of Consumer Marketing, 18(7),
595-632. https://doi.org/10.1108/07363760110410281

Liang, H., & Renneboog, L. (2017). On the foundations of corporate social responsibility. The Journal of Finance, 72(2),
853-910. https://doi.org/10.1111/jofi.12487

Liang, Y., Lee, M. J., & Jung, J. S. (2022). Dynamic capabilities and an ESG strategy for sustainable management per-
formance. Frontiers in Psychology, 13(May), 887776. https://doi.org/10.3389/fpsyg.2022.887776

Lins, K. V., Servaes, H., & Tamayo, A. (2017). Social capital, trust, and firm performance: The value of corporate social
responsibility during the financial crisis. The Journal of Finance, 72(4), 1785-1824. https://doi.org/10.1111/jofi.12505

List, J. A. (2006). The behavioralist meets the market: Measuring social preferences and reputation effects in actual
transactions. Journal of Political Economy, 114(1), 1-37. https://doi.org/10.1086/498587

Liu, P, Zhu, B, Yang, M., & Chu, X. (2022). ESG and financial performance: A qualitative comparative analysis in
China’s new energy companies. Journal of Cleaner Production, 379, 134721. https://doi.org/10.1016/j.jcle-
pro.2022.134721

Loprevite, S., Raucci, D., & Rupo, D. (2020). KPIs Reporting and Financial Performance in the Transition to Mandatory
Disclosure: The Case of Italy. Sustainability, 12(12), 5195. https://doi.org/10.3390/su12125195

Luo, L, Lan, Y. C, & Tang, Q. (2012). Corporate incentives to disclose carbon information: Evidence from the CDP
global 500 report. Journal of International Financial Management & Accounting, 23(2), 93-120. https://doi.
org/10.1111/j.1467-646X.2012.01055.x

Lys, T, Naughton, J. P, & Wang, C. (2015). Signaling through corporate accountability reporting. Journal of Accounting
and Economics, 60(1), 56-72. https://doi.org/10.1016/j.jacceco.2015.03.001

Maas, K., & Rosendaal, S. (2016). Sustainability targets in executive remuneration: Targets, time frame, country and
sector specification. Business Strategy and the Environment, 25(6), 390-401. https://doi.org/10.1002/bse.1880

Makarim, N., & Butler, J. (1996). Information sharing as an environmental policy tool: The indonesian experience.
Proceeding Fourth International Conference on Environmental Compliance and Enforcement.

Malik, M. S., Ali, H., & Ishfag, A. (2015). Corporate social responsibility and organizational performance: Empirical
evidence from banking sector. Pakistan Journal of Commerce and Social Sciences (PJCSS), 9(1), 241-247.

Manita, R., Bruna, M. G., Dang, R., & Houanti, L. (2018). Board gender diversity and ESG disclosure: Evidence from the
USA. Journal of Applied Accounting Research, 19(2), 206-224. https://doi.org/10.1108/JAAR-01-2017-0024

Margolis, J. D., Elfenbein, H. A, & Walsh, J. P. (2009). Does it pay to be good...and does it matter? A meta-analysis
of the relationship between corporate social and financial performance. SSRN Electronic Journal, 1-68. https://doi.
0rg/10.2139/ssrn. 1866371

McWilliams, A., & Siegel, D. S. (2001). Corporate social responsibility: A theory of the firm perspective. Academy Ol
Management Review, 43(1), 1-18.

Melinda, A., & Wardhani, R. (2020). The effect of environmental, social, governance, and controversies on firms’ value:
Evidence from Asia. In Barnett, W.A. & Sergi, B.S. (Eds.), Advanced Issues in the Economics of Emerging Markets
(International Symposia in Economic Theory and Econometrics, Vol. 27, pp. 147-173). Leeds: Emerald Publishing
Limited. https://doi.org/10.1108/51571-038620200000027011

Mitsuyama, N., & Shimizutani, S. (2015). Stock market reaction to ESG-oriented management: An event study analysis
on a disclosing policy in Japan. Economics Bulletin, 35(2), 1098-1108.

Naiborhu, N. S. R. (2023). Juridical implications of the concept of green banking on banking in Indonesia. Bina
Hukum Lingkungan, 7(3), 334-352.

Naseer, M. M., Guo, Y., & Zhu, X. (2023). ESG trade-off with risk and return in Chinese energy companies. International
Journal of Energy Sector Management. https://doi.org/10.1108/1JESM-07-2023-0027

Orlitzky, M., & Moon, J. (2010). Assessing corporate social responsibility education in Europe: Trends and comparisons.
In D. G. Fisher, & D. L. Swanson (Eds.), Toward assessing business ethics education. (pp 143-175). Charlotte, NC:
Information Age.

Orlitzky, M. (2008). Corporate social performance and financial performance: A research synthesis.


https://doi.org/10.1108/CG-12-2020-0565
https://doi.org/10.1257/jel.50.1.51
https://doi.org/10.1177/0149206309350775
https://doi.org/10.1108/MEQ-08-2021-0196
https://doi.org/10.1108/MF-12-2018-0635
https://doi.org/10.1108/MF-12-2018-0635
https://doi.org/10.1108/07363760110410281
https://doi.org/10.1111/jofi.12487
https://doi.org/10.3389/fpsyg.2022.887776
https://doi.org/10.1111/jofi.12505
https://doi.org/10.1086/498587
https://doi.org/10.1016/j.jclepro.2022.134721
https://doi.org/10.1016/j.jclepro.2022.134721
https://doi.org/10.3390/su12125195
https://doi.org/10.1111/j.1467-646X.2012.01055.x
https://doi.org/10.1111/j.1467-646X.2012.01055.x
https://doi.org/10.1016/j.jacceco.2015.03.001
https://doi.org/10.1002/bse.1880
https://doi.org/10.1108/JAAR-01-2017-0024
https://doi.org/10.2139/ssrn.1866371
https://doi.org/10.2139/ssrn.1866371
https://doi.org/10.1108/S1571-038620200000027011
https://doi.org/10.1108/IJESM-07-2023-0027

30 N. P. G. RAHMANIATI AND E. EKAWATI

Orlitzky, M., Schmidt, F. L., & Rynes, S. L. (2003). Corporate social and financial performance: A meta-analysis. European
Group for Organizational Studies Additional, 24(3), 403-441. https://doi.org/10.1177/0170840603024003910

Pertusa-Ortega, E. M., Molina-Azorin, J. F.,, & Claver-Cortés, E. (2010). Competitive strategy, structure and firm perfor-
mance: A comparison of the resource-based view and the contingency approach. Management Decision, 48(8),
1282-1303. https://doi.org/10.1108/00251741011076799

POJK 51. (2017). Peraturan Otoritas Jasa Keuangan Nomor 51 tahun 2017 Tentang Penerapan Keuangan Berkelanjutan
bagi Lembaga Jasa Keuangan, Emiten, dan Perusahaan Publik. http://www.nber.org/papers/w16019

Porter, E. M., & Kramer, R. M. (2006). The link between competitive advantage and corporate social responsibility.
Harvard Business Review, 84(12), 78-92, 163.

Post, J. E, Preston, L. E., & Sachs, S. (2002). Managing the extended enterprise: The new stakeholders view. New
Directions for Student Services, 45(1), 6-28. https://doi.org/10.1002/s5.37119884103

Prasidya, Y. (2020). Explainer: The progress and challenges of sustainable financing in Indonesia.

Roberts, P. W., & Dowling, G. R. (2002). Corporate reputation and sustained superior financial performance. Strategic
Management Journal, 23(12), 1077-1093. https://doi.org/10.1002/smj.274

Roberts, R. W. (1992). Determinants of corporate social responsibility disclosure: An application of stakeholder theory.
Accounting, Organizations and Society, 17(6), 595-612. https://doi.org/10.1016/0361-3682(92)90015-K

Ruf, B. M., Muralidhar, K., Brown, R. M., Janney, J. J., & Paul, K. (2001). An empirical investigation of the relationship
between change in corporate social performance and financial performance: A stakeholder theory perspective.
Journal of Business Ethics, 32(2), 143-156. https://doi.org/10.1023/A:1010786912118

Serafeim, G. (2020). Social-impact efforts that create real value they must be woven into your strategy and differen-
tiate your company. Harvard Business Review, 2020, 2-11.
Sinha Ray, R., & Goel, S. (2023). Impact of ESG score on financial performance of Indian firms: Static and dynamic
panel regression analyses. Applied Economics, 55(15), 1742-1755. https://doi.org/10.1080/00036846.2022.2101611
Suchman, M. C. (1995). Managing legitimacy: Strategic and institutional approaches. The Academy of Management
Review, 20(3), 571-610. https://doi.org/10.5465/amr.1995.9508080331

Surroca, J., Tribo, J. A., & Waddock, S. (2010). Corporate responsibility and financial performance: the role of intangi-
ble resources. Strategic Management Journal, 920(October), 1-43. https://doi.org/10.1002/smj

Tahmid, T,, Hoque, M. N., Said, J., Saona, P, & Azad, M. A. K. (2022). Does ESG initiatives yield greater firm value and
performance? New evidence from European firms. Cogent Business & Management, 9(1), 1-16. https://doi.org/10.1
080/23311975.2022.2144098

Utami, H. & Alamanos, E. (2023). Resource-Based Theory: A review. In S. Papagiannidis (Ed.), Theory hub book. https://
open.ncl.ac.uk / ISBN: 9781739604400

Velte, P. (2017). Does ESG performance have an impact on financial performance? Evidence from Germany. Journal
of Global Responsibility, 8(2), 169-178. https://doi.org/10.1108/JGR-11-2016-0029

Vitaliano, D. (2010). Corporate social responsibility and labor turnover. Corporate Governance: The International Journal
of Business in Society, 10(5), 563-573. https://doi.org/10.1108/14720701011085544

Vogel, D. J. (2005). Is there a market for virtue?: The business case for corporate social responsibility. California
Management Review, 47(4), 19-45. https://doi.org/10.1177/000812560504700401

Waddock, S. A, & Graves, S. B. (1997). The corporate social performance—-financial performance link. Strategic Management
Journal, 18(4), 303-319. https://doi.org/10.1002/(SICI)1097-0266(199704)18:4<303::AID-SMJ869>3.3.CO;2-7

Weber, T. A., & Neuhoff, K. (2010). Carbon markets and technological innovation. Journal of Environmental Economics
and Management, 60(2), 115-132. https://doi.org/10.1016/j.jeem.2010.04.004

Whelan, T,, Atz, U,, Van Holt, T,, & Clark, C. (2021). ESG and financial performance. uncovering the relationship by aggre-
gating evidence from uncovering the relationship by aggregating evidence from 1,000 plus studies published between
2015 — 2020. NYU STERN Center for Sustainable Business.

Winn, M., Pinkse, J., & llige, L. (2012). Case studies on trade-offs in corporate sustainability. Corporate Social
Responsibility and Environmental Management, 19(2), 63-68. https://doi.org/10.1002/csr.293

Wong, W. C,, Batten, J. A, Ahmad, A. H., Mohamed-Arshad, S. B., Nordin, S., & Adzis, A. A. (2021). Does ESG certifica-
tion add firm value? Finance Research Letters, 39, 101593. https://doi.org/10.1016/j.fr.2020.101593

Wooldridge, J. (2002). Econometric analysis of cross section and panel data. Massachusetts Institutes of Technology.

Xie, J., Nozawa, W., Yagi, M., Fujii, H., & Managi, S. (2019). Do environmental, social, and governance activities improve
corporate financial performance? Business Strategy and the Environment, 28(2), 286-300. https://doi.org/10.1002/
bse.2224


https://doi.org/10.1177/0170840603024003910
https://doi.org/10.1108/00251741011076799
http://www.nber.org/papers/w16019
https://doi.org/10.1002/ss.37119884103
https://doi.org/10.1002/smj.274
https://doi.org/10.1016/0361-3682(92)90015-K
https://doi.org/10.1023/A:1010786912118
https://doi.org/10.1080/00036846.2022.2101611
https://doi.org/10.5465/amr.1995.9508080331
https://doi.org/10.1002/smj
https://doi.org/10.1080/23311975.2022.2144098
https://doi.org/10.1080/23311975.2022.2144098
https://open.ncl.ac.uk
https://open.ncl.ac.uk
https://doi.org/10.1108/JGR-11-2016-0029
https://doi.org/10.1108/14720701011085544
https://doi.org/10.1177/000812560504700401
https://doi.org/10.1002/(SICI)1097-0266(199704)18:4<303::AID-SMJ869>3.3.CO;2-7
https://doi.org/10.1016/j.jeem.2010.04.004
https://doi.org/10.1002/csr.293
https://doi.org/10.1016/j.frl.2020.101593
https://doi.org/10.1002/bse.2224
https://doi.org/10.1002/bse.2224

	The role of Indonesian regulators on the effectiveness of ESG implementation in improving firms non-financial performance
	ABSTRACT
	1. Introduction
	2. Background
	3. Theoretical literature review
	3.1. Stakeholder theory
	3.2. Resource-based theory
	3.3. Legitimacy theory
	3.4. The notion of doing well by doing good

	4. Empirical review and hypotheses development
	4.1. The impact of ESG implementation on companies market value
	4.2. The predictability of ESG on companies financial performance
	4.3. The indirect relationship of ESG performance on companies non-financial performance
	4.4. The effectiveness of law enforcement on companies non-financial performance

	5. Research design
	5.1. Sample and data
	5.2. Statistical model

	6. Empirical results and discussion
	6.1. Main empirical results
	6.2. Robustness tests

	7. Summary and conclusion
	Authors contributions statement
	Disclosure statement
	Funding
	About the authors
	ORCID
	Data availability statement
	References



