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were conducted. The data were analysed using PLS-SEM with WarpPLS 7.0 to test
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positive direction toward firm value. This research contributes to the practical
implications and development of signal theory and resource theory, especially in
accounting and sustainability disciplines in the context of non-financial companies.
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In creating corporate sustainability, information about corporate responsibility in

managing business is required. This information consists of environmental, social, and

governance (ESG) aspects. Indonesia is a country that is committed to ESG criteria as

evidenced by the Indonesia Stock Exchange (IDX) joining the Sustainable Stock

Exchange Initiative. This research shows that ESG disclosure is able to make a positive

contribution to competitive advantage, leading to an increase in firm value. Thus, it is

recommended for companies to optimize ESG disclosure. Not only does it help

companies meet the regulatory standards set by a country, it also enables them to

meet stakeholders’ demand for social balance and environmental sustainability.

1. Introduction

In recent years, ESG disclosures have attracted the attention of business people around the world due
to the increasing demand for ESG information by stakeholders (Rabaya & Saleh, 2021). Furthermore, a
survey conducted by KPMG (2017) regarding sustainability reports (ESG) shows that there has been a
significant increase in 49 countries in terms of disclosure of corporate responsibility. Reflecting on this
fact, the demand for ESG in Indonesia will continue to grow. This can be seen by the decision of the
Indonesian Stock Exchange (IDX) to become member of the Sustainable Stock Exchange (SSE) Initiative
in 2019. SSE states that in 2030, large companies are required to disclose ESG in their annual reports.
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This development shows that companies around the world, including Indonesia, have a high commit-
ment to ESG disclosure.

Extant literature shows that companies carry out ESG disclosure, given the various contributions that
it makes. It allows for interactions between companies and stakeholders (Diez-Cafiamero et al., 2020),
improves ethical behavior (Rezaee & Tuo, 2019), increases the level of corporate accountability and trans-
parency (Jizi, 2017; Rezaee and Tuo, 2019), generates a positive image to the public (Allegrini & Greco,
2013), assesses organizational performance simultaneously (Lahouel et al., 2020), provides a positive sig-
nal to firm value, and reduces information asymmetry (Bardos et al., 2020; latridis, 2013; Thahira & Mita,
2021; Yordudom & Suttipun, 2020).

Despite the huge amount of attention paid to ESG disclosure, there remains a debate as to how ESG
disclosure positively impacts on company value, given the inconsistent results of previous studies. Some
of the studies reported that ESG disclosure can increase company value (Abdi et al., 2021; Aboud & Diab,
2019; Bardos et al., 2020; Chauhan & Kumar, 2018; Cho, 2022; Feng & Wu, 2021; Melinda & Wardhani,
2020; Suttipun & Thanyaorn, 2021; Thahira & Mita, 2021; Yiwei et al., 2018; Zumente & Bistrova, 2021).
On the other hand, several studies found contrasting empirical evidence (Behl et al., 2021; Duque et al.,
2019; Sadiq et al., 2020). Those studies revealed that ESG disclosure has a negative impact on firm value.
Investors consider that ESG disclosure is an investment that leads to waste as it is used by management
to increase value for their own interest rather than for (Moller et al., 2015) shareholders. In addition,
some studies reported that there is no significant relationship between ESG and firm value (Atan, 2017;
Haryono & Iskandar, 2015; Servaes & Tamayo, 2013). It is believed that firm value is built with other
alternatives rather than ESG disclosure. Companies disclosing ESG aspects, minimally or optimally, cannot
show a reaction to their market value.

The understanding of how ESG disclosure can have an impact on company value is still limited. Not
only are they less clear, inconsistent findings may also be misleading (J. Wang, 2016). There is a possibil-
ity that the relationship between ESG and firm value is not direct. Maaloul et al. (2023) revealed that this
relationship can be influenced by company characteristics or attributes that tend to be overlooked in
previous studies. One of these company attributes is competitive advantage (Gjerde et al., 2009; Masliza
et al., 2021).

Competitive advantage is a company’s ability to obtain a rate of return on its resources that exceeds
the cost of capital (Gjerde et al., 2009). When a company desires to have a competitive advantage, it
must have valuable, rare, inimitable, non-substitutable resources (Barney, 1991). One of these resources
is ESG disclosure.

A competitive advantage can be achieved by a company if the company makes an ESG discloure
(Nyuur et al, 2019; Rabaya & Saleh, 2021; Taliento et al., 2019; Zhao et al, 2019). A company that is
actively involved in environmental, social, and governance activities tends to get a positive response
from stakeholders, giving it a competitive advantage over its competitors. In fact, as empirical evidence
from previous studies has shown, stakeholders tend to make decisions after they have examined the
competitive advantage of a company (Andes et al., 2020; Wijayanto et al., 2019).

This study focused on non-financial companies in Indonesia as these companies tend to have greater
negative environmental and social impacts than their financial counterparts. In addition, Indonesia is one
of developing countries with great potential for incrased company value, but the implementation of ESG
disclosure is still low. The results of the national ESG survey organized by the Center for Risk Management
and Sustainability in 2019 showed that the practical condition of ESG implementation in Indonesia still
yields sub-optimal results. Forty-point-nine percent of the companies have integrated ESG disclosure, but
not fully, and it is still under consideration and done intuitively in 24.6% others. ESG disclosure has been
integrated into business processes and decision-making in 18.7% others, and it has already been
explained in specific guidelines in 15.8% others.

These results are supported by Loh and Thomas’ (2018) findings in their study on sustainability report-
ing in ASEAN countries. They found that, in terms of environmental disclosure, Indonesia scored lower
(40.6%) than Malaysia (54.4%), Singapore (50.8%), Thailand (48.9%), and the Philippines (48.1%). Likewise,
in terms of social disclosure, Indonesia scored lower (52.1%) than Malaysia (60.6%), Singapore (55.7%),
and Thailand (56.3%). Meanwhile, the disclosure of governance in Indonesia from 2012 to 2019, which
refers to the ASEAN Capital Markets Forum 2019, has increased in its average score.
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In light of the description above, it is important necessary to conduct further research on ESG disclo-
sure and firm value. The novelty of this study lies upon the aim to explore the role of competitive
advantage in mediating the relationship between ESG disclosure and firm value. This study uses signal
theory as a grand theory, while to explain the inconsistencies of previous research, it uses
resource-based theory.

The analysis in this study used the Structural Equation Model (SEM) with the Partial Least Square (PLS)
alternative method and the WarpPLS 7.0 tool to answer the research. Furthermore, a purposive sampling
method was employed for non-financial companies in Indonesia listed on the IDX within the period of
2015-2021.

The results of this study show that ESG disclosure has no impact on firm value. However, the results
are different when competitive advantage is employed as a mediating variable between ESG disclosure
and firm value. ESG disclosure has a positive and significant impact on firm value through competitive
advantage. This research extends the previous research (Atan, 2017; Haryono & Iskandar, 2015; Servaes &
Tamayo, 2013), demonstrating that ESG disclosure has no effect on firm value.

This study is essential as it has four significant contributions. First, it contributes to the new literature on
the relationship between ESG disclosure and firm value, which is influenced by the firm’s attribute of compet-
itive advantage. Second, it contributes to the literature on the importance of ESG disclosure that impacts on
the creation of competitive advantage. Third, it also contributes to the understanding of the role of company
management in increasing firm value. Fourth, it enhances stakeholders’ insights in making economic decisions.

The remainder of this paper is structured as follows. Section 2 presents a literature review and hypoth-
esis development regarding the relationship among ESG disclosure, competitive advantage, and firm value.
Section 3 discusses the research methodology. Section 4 presents the analysis and discussion of the results
of the study. Section 5 provides the research conclusion and suggestions based on the findings of the study.

2, Literature review and hypothesis development

The existing literature has provided several theories that can explain the relationship among ESG disclo-
sure, firm value, and competitive advantage.

2.1. Literature review

2.1.1. ESG disclosure

The scope of ESG disclosure includes issues related to a company’s activities in terms of the environment,
social relations, and corporate governance (Bloomberg database, 2021). ESG disclosure is important because
(1) investors will pay attention to ESG aspects if something is considered problematic within the company
and is usually under pressure and (2) ESG disclosure can partially protect against a decline in shareholder
value if something goes wrong (Mdller et al., 2015). Previous literature examining ESG disclosure used sev-
eral theories such as stakeholder theory, signaling theory, agency theory, institutional theory, and gover-
nance theory. However, this study employs on two theories: signaling theory and resource theory.

Signaling theory. Signaling theory is a theory related to information asymmetry in terms of business
reporting activities (Yekini & Jallow, 2012). This information asymmetry is a state in which a company
knows more of its condition and quality compared to investors and other stakeholders. It can be
minimized by the company providing this information repeatedly because companies also operate in an
environment that tends to be dynamic (Janney & Folta, 2006).

Resource-based view theory. The resource-based view (RBV) states that a company should have resources
that are valuable, rare, and difficult to replace. These resources can be in the forms of expertise,
organizational processes, attributes, information, and knowledge (Barney, 1991). As explained by Fahy
(2000), there are three sub-groups related to resources, namely, tangible assets, intangible assets, and
capabilities. The last of the three refers to the skills of the company in terms of, among other things,
organizational culture, teamwork, and interaction skills. RBV theory views that ESG disclosure can be a
corporate resource that can create a competitive advantage (Armstrong & Shimizu, 2007).
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2.2. Hypotheses development

2.2.1. ESG disclosure and firm value

Corporate disclosure is an important aspect to investors because disclosure has a significant role in deci-
sion making related to the allocation of economic resources. It is paramount in assessing investment
opportunities and ensuring that the assessment has a high level of accuracy (Chauhan & Kumar, 2018).
One of a company'’s disclosures that has relevant value in decision-making is concerned with non-financial
information, e.g. ESG disclosure.

ESG disclosure has attracted the attention of investors in the decision-making process as to whether
to invest in a particular company or not (Bianchi et al., 2010). In fact, the majority of business leaders
and investment professionals today mention that individual ESG programs create value over the short
and long terms. Jizi (2017) stated that continuous disclosure of ESG aspects is highly recommended
because it gives the impression of a higher level of corporate accountability in the eyes of stakeholders.
In addition, information transparency has become better (Zhang & Yang, 2023). Yiwei et al. (2018) even
stated that ESG disclosure can increase stakeholder loyalty and long-term corporate value.

Thus, companies should pay attention to ESG disclosure because, if the disclosure is carried out
optimally, there will be great opportunities to raise investor confidence, in which those investors will
react by being willing to trade their shares (Zumente & Bistrova, 2021). Besides, it can support investor
choices because it can help in obtaining broader information and reflect that the company is more
ready for analysis (Feng & Wu, 2021). Lee et al. (2022) stated that enterprise-driven ESG signaling can
improve direct judgment. In addition, the participation of companies in social and environmental
activities will be offset by much better financial efficiency, while governance can increase the market
value of the company (Abdi et al., 2021; Albitar et al., 2020; Masliza et al., 2021). Prior studies that
used signaling theory in explaining the relationship between ESG disclosure and firm value include
those conducted by Bardos et al. (2020), Cho (2022), latridis (2013), Melinda and Wardhani (2020),
Suttipun and Thanyaorn (2021), and Yiwei et al. (2018). Thus, the hypothesis below is proposed:

H1: ESG disclosure has a positive effect on firm value.

2.2.2. ESG disclosure and competitive advantage

Competitive advantage is a condition of a company where its competitors cannot imitate or gain from
its business strategy (Barney, 1991). To establish a competitive advantage, a company must have certain
resources. An explanation of efforts to gain a sustainable competitive advantage is provided by the
resource-based view (RBV) theory (Armstrong & Shimizu, 2007; Fahy, 2000). It states that a company can
gain a competitive advantage if it has valuable, rare, inimitable, and irreplaceable resources. These
resources can be in the forms of expertise, organizational processes, attributes, information, and knowl-
edge (Barney, 1991). A company can also attain a competitive advantage by implementing a good busi-
ness strategy in carrying out its business activities (Aouadi & Marsat, 2018). one of the strategies is to
perform ESG disclosure (H. Wang et al., 2021).

ESG disclosure can provide various benefits, such as increasing stakeholder trust and involvement
(Albitar et al, 2020; Khuong et al., 2023; Masliza et al, 2023; Qureshi et al., 2020), giving a positive
impression to creditors that may affect their financing decision-making (Feng & Wu, 2021), improving
performance (Masliza et al., 2021), leaving consequences for returns that are non-monetary in nature,
such as increased corporate reputation and customer satisfaction (Zhao et al., 2019), and minimizing risk
through company compliance (Isada & Isada, 2019). Some previous studies that proved that ESG disclo-
sure has a positive impact on competitive advantage include those conducted by Chen and Chang
(2013), Isada and Isada (2019), Masliza et al. (2021), Nyuur et al. (2019), Rabaya and Saleh (2021), Taliento
et al. (2019), Yu et al. (2017), and Zhao et al. (2019).

However, discussions about using ESG disclosure as a resource to gain a competitive advantage are
still limited. Therefore, this study seeks to fill the existing gap. It will contribute to the expansion of
resource theory by elaborating that ESG disclosure can be an alternative in increasing competitive advan-
tage. Thus, we hypothesize that:

H2: ESG disclosure has a positive effect on competitive advantage.
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2.2.3. Competitive advantage and firm value

Sigalas and Pekka (2013) defined competitive advantage by looking at performance and resource per-
spectives. From the performance perspective, competitive advantage refers to something that can pro-
vide profitability, returns, cost-benefit gaps, and other economic benefits. This is supported by Sadiq
et al. (2020), who stated that a company is said to have a competitive advantage if it has a rate of return
on its resources that exceeds its capital costs. Competitive advantage in the aspect of the gap between
the rate of return/benefit and these costs can be used as a signal to stakeholders.

Competitive advantage can show a company’s current condition and future prospects. This con-
dition can be a signal for investors and stakeholders, not all of whom know the situation experi-
enced by the company. A competitive advantage as a signal to stakeholders can increase the
company’s market value, stock prices, and revenues (Stanfield, 2005). Previous research has found
that competitive advantage contributes positively to firm value (Andes et al., 2020; Boasson et al.,
2005; Wijayanto et al., 2019). However, research on the role that competitive advantage plays in firm
value from the perspective of signal theory is still limited. Thus, the current research aims to bridge
the gap. This research provides a new perspective that a competitive advantage can be a commu-
nication tool for a company in giving a positive signal to investors and stakeholders. This positive
signal will a contribute in increasing the value of the company. Based on the description above, it
can be hypothesized that:

H3: Competitive advantage has a positive effect on firm value.

2.2.4. The relationship among competitive advantage, ESG disclosure, and firm value

Competitive advantage is a company’s ability to generate returns from resources that exceed its cost of
capital (Gjerde et al., 2009). As posited by Fahy (2000), resource theory is the main contributing theory
to competitive advantage. One of the strategies that can be implemented to achieve competitive advan-
tage in a business is to engage in ESG disclosure (Nyuur et al., 2019; Porter et al.,, 2019; Rabaya & Saleh,
2021). ESG disclosure is an indicator that the company has paid attention to environmental and social
conditions in its business activities by implementing good corporate governance.

By engaging in ESG disclosure activities, the company can have a better social image, which will cre-
ate a competitive advantage (Kotler & Lee, 2008). As Masliza et al. (2021) assert, companies with good
ESG scores always have a direction that is in line with a competitive advantage. ESG disclosure makes a
company more open, triggers investor interest, strengthens customer loyalty, increases the company’s
accountability, improves the company’s reputation, and helps the company maintain its stakeholders’
trust (Rabaya & Saleh, 2021). After gaining a competitive advantage, the company will have a better
ability to maximize shareholder wealth (Masliza et al., 2021). This is because competitive advantage can
provide signals to stakeholders, which will have a positive impact on firm value. Therefore, the hypoth-
esis developed is as follows:

H4: Competitive advantage positively mediates the impact of ESGD on firm value.

3. Methodology

This study was conducted on non-financial companies in Indonesia within the period of 2015 to 2021.
The population size in this study was 79. The year 2015 was selected as a starting point because 2015
was the year when companies in Indonesia were required to comply with several environmental social
responsibility policies, i.e. Ministrial Regulation on State-owned Companies No. PER-09/MBU/2015, Law
No. 40 of 2007 article 74, and Government Regulation No. 47 of 2012. Meanwhile, 2021 was used as the
final point because complete data on ESG disclosure were obtained by then.

3.1. Sample

Research sample was obtained using the purposive sampling method. The companies included in
the study were non-financial companies in Indonesia that were listed on the IDX for the period of
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Table 1. Criteria for sample selection.

Description Total

Companies listed on the Indonesia Stock Exchange (IDX) that reported on 79
ESG for the period 2015-2021

Excluded: financial companies (12)

Excluded: incomplete data (25)

Final selected sample 42

Total number of observations (42 x 6) 252

Source: Bloomberg ESG Indonesia database, 2021.

2015 to 2021 and were always consistent in publishing their financial statements and ESG disclosure
scores in their annual reports. Data for ESG disclosure, competitive advantage, and firm value were
obtained from the Bloomberg ESG database. Table 1 presents the sample selection criteria used in
this study.

3.2. Variable measurement

Firm value (FV) in this study was projected by Tobin’s Q. The Tobin’s Q value was determined by referring
to the Bloomberg database (i.e. (market capitalization +total liabilities + preferred equity + minority inter-
est)/total assets), adopted from Abdi et al. (2021), Aboud and Diab (2019), Behl et al. (2021), Chauhan
and Kumar (2018), Feng and Wu (2021), Sadiq et al. (2020), and Thahira and Mita (2021). The measure-
ment of ESG disclosure referred to the Bloomberg ESG database. There were 14 indicators of environ-
mental disclosure, 21 indicators of social disclosure, and 27 indicators of governance disclosure, adopted
from Almeyda and Darmansya (2019), Azhar (2020), Behl et al. (2021), Buallay (2018), Huang et al. (2022),
and Qiu et al. (2016). The measurement of competitive advantage (CA) in this study took into account
the rate of return on resources, i.e. return on invested capital (ROIC) with weighted average cost of cap-
ital (WACC), while the formula for WACC was available on the Bloomberg database (i.e. (KD x (TD/V)) +
(KP x (P/V)) + (KE x (E/V)), adopted from Gjerde et al. (2009) and Masliza et al. (2021). Size is defined as
a measure determining a company’s size as indicated by the logarithm of the assets owned by the com-
pany, adopted from Abdi et al. (2021), Aboud and Diab (2018), Dahlberg and Wiklund (2018), and Feng
and Wu (2021). Leverage is defined as the ratio of total debt to total assets, adopted by Abdi et al.
(2021), Aboud and Diab (2018), and Chauhan and Kumar (2018). The size of the audit committee (SOAC)
refers to the Bloomberg database formula (i.e. the number of permanent directors on the company’s
audit committee).

3.3. Model specification

The model specifications developed in this research are shown in the following equation:

CA=pBO0+BESG+e (M
FV,,,=p0+ B,CA+e v
FV,., = B0+ BESG+ B,CA + B,Size + B,Leverage + B,Soac + e (3)

3.4. Data analysis

The data analysis conducted in this study used the Structural Equation Model (SEM) approach, with
Partial Least Square (PLS) being an alternative method. This approach was selected because in this study,
there were second-order formative-formative construct variables that could only use SEM-PLS and could
not use CB-SEM (Hair et al., 2017). Additionally, the SEM-PLS approach does not require that the data be
normally distributed (Ghozali & Latan, 2016; Sholihin & Ratmono, 2021). Therefore, data analysis using
SEM-PLS was considered suitable for this study.
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Table 2. The descriptive statistics of variables.

Variables N Minimum Maximum Mean Std deviation
FV 252 0.555 9.701 1.582 1.187
CA 252 -33.529 181.831 0.786 17.953

E 252 0.0000 0.9285 0.4245 0.2955

S 252 0.0000 0.9523 0.5530 0.2141

G 252 0.3703 0.8937 0.7182 0.1189
ESGD 252 0.1481 0.8668 0.5724 0.1815
SIZE 252 27.076 34.038 31.014 1.182
LEVERAGE 252 0.121 0.931 0.491 0.197
SOAC 252 1.000 8.000 3.369 1.292

Source: Bloomberg ESG Indonesia database, 2021.

4. Results and discussion
4.1. Descriptive statistics

Table 2 shows the descriptive statistics of all the estimated variables.

Table 2 shows that the mean ESGD was 0.5724, with a standard deviation of 0.1815, which means that
ESG disclosure in Indonesia was still sub-optimal. However, the mean score of ESG disclosure tended to
increase from one year to the next. This reflects that ESG disclosure was increasingly important to compa-
nies as a form of accountability to stakeholders. Furthermore, from the point of view of each ESG disclo-
sure element, it can be seen that the element most disclosed by non-financial companies was governance,
with a score of 0.7182, followed by the social element, with a score of 0.5530. This indicates that
non-financial companies in Indonesia had a strong initiative in disclosing governance, which consisted of
audit risk and oversight (AR&O), board composition (BC), compensation, diversity, nomination and gover-
nance over (N&G), sustainability governance (SG), and tenure. On the other hand, environmental disclosure
was still not optimal, with an average value of 0.4245. This shows that non-financial companies in Indonesia
had yet to be able to integrate their company policies with their environmental management system.

The mean for CA was 0.786, with a standard deviation of 17.953, which means that non-financial
companies in Indonesia tended to build competitive advantage, especially by paying attention to the
gap between benefits and costs, in this case, ROl and WACC. The mean firm value proxied by Tobins-Q
of 1.582 reflects that non-financial companies in Indonesia tended to be able to manage their resources
effectively and efficiently. According to Kaijser (2014), when the firm value projected by Tobin's Q exceeds
one, it implies that the company is good because its market value is higher than its replacement cost;
therefore, the company can benefit from the investment it has made.

Company size had an average value of 31.0136, with a standard deviation of 1.1819 and a maximum
value of 34.0384. This illustrates that non-financial companies in Indonesia were large companies, which
gave them the opportunity to disclose ESG, have a competitive advantage, and have the potential to
improve their company reputation. Corporate leverage had an average value of 0.4909, with a standard
deviation of 0.1970. This illustrates that non-financial companies in Indonesia used near to 50% debt
capital structure. In other words, non-financial companies in Indonesia tended to be stable in the use of
debt and capital in financing their assets. Finally, SOAC had a mean of 3.369, which indicates that
non-financial companies in Indonesia had complied with POJK 55/2015, which requires requires compa-
nies to have at least one independent commissioner and at least two external people as permanent
directors on the audit committee.

4.2. Model testing

4.2.1. Construct measurement

The purpose of this measurement model was to evaluate the validity of each construct. The ESG disclo-
sure variable in this study was a formative construct because it was formed of three disclosure elements,
namely, environmental disclosure, social disclosure, and governance disclosure. Furthermore, each of
these disclosures was composed of several elements: environmental disclosure which consisted of cli-
mate change (CH), ecological and biodiversity impact (E&B), energy, material and waste (M&W), supply
chain, and water; social disclosure which consisted of community and customers (C&C), diversity, ethics
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Table 3. Output first-order formative construct indicator weights.

Indicator E S G p Value Type of indicator WLS ES

CH (0.225) 0.000 0.000 <0.001 Formative 1 0.194
E&B (0.212) 0.000 0.000 <0.001 Formative 1 0.172
Energy (0.230) 0.000 0.000 <0.001 Formative 1 0.203
M&W (0.197) 0.000 0.000 <0.001 Formative 1 0.150
Supply Chain (0.163) 0.000 0.000 0.004 Formative 1 0.102
Water (0.216) 0.000 0.000 <0.001 Formative 1 0.179
C&C 0.000 (0.242) 0.000 <0.001 Formative 1 0.199
Diversity 0.000 (0.243) 0.000 <0.001 Formative 1 0.201
E&C 0.000 (0.226) 0.000 <0.001 Formative 1 0.172
H&S 0.000 (0.216) 0.000 <0.001 Formative 1 0.158
HC 0.000 (0.251) 0.000 <0.001 Formative 1 0.214
Supply Chain 0.000 (0.129) 0.000 0.018 Formative 1 0.057
AR&O 0.000 0.000 (0.200) <0.001 Formative 1 0.103
BC 0.000 0.000 (0.193) <0.001 Formative 1 0.096
Compensation 0.000 0.000 (0.343) <0.001 Formative 1 0.302
Diversity 0.000 0.000 (0.176) 0.002 Formative 1 0.079
N&G 0.000 0.000 (0.344) <0.001 Formative 1 0.303
S&G 0.000 0.000 (0.173) 0.002 Formative 1 0.077
Tenure 0.000 0.000 (0.125) 0.021 Formative 1 0.040

Source: WarpPLS 7.0 outputs, 2023.

Table 4. Output second-order formative construct indicator weights.

Type of
Indicator ESG CA Q Size Lev Soac indicator SE p Value VIF ES
E 0.399 0.000 0.000 0.000 0.000 0.000 Formative 0.059 <0.001 2,678 1
S 0398 0.000 0.000 0.000 0.000 0.000 Formative 0059 <0001 2655 1
G 0.351 0.000 0.000 0.000 0.000 0.000 Formative 0.059 <0.001 1.544 1
CA 0.000 (1.000) 0.000 0.000 0.000 0.000 Formative 0.053 <0.001 0.000 1
Q 0.000 0.000 (1.000) 0.000 0.000 0.000 Formative 0.053 <0.001 0.000 1
Size 0.000 0.000 0.000 (1.000) 0.000 0.000 Formative 0.053 <0.001 0.000 1
Lev 0.000 0.000 0.000 0.000 (1.000) 0.000 Formative 0.053 <0.001 0.000 1
Soac 0.000 0.000 0.000 0.000 0.000 (1.000) Formative 0.053 <0.001 0.000 1

Source: WarpPLS 7.0 outputs, 2023.

and compliance (E&C), health and safety (H&S), human capital (HC), and supply chain; and governance
disclosure which consisted of audit risk and oversight (AR&O), board composition (BC), compensation,
diversity, nomination and governance over (N&G), sustainability governance (SG), and tenure. Therefore,
the measurement was carried out through two stages: first-order formative and second-order formative.
Table 3 presents the outputs of the first-order formative construct indicators:

Table 3 shows that the p-values for all indicators of environmental, social, and governance disclosure were
less than 0.05. This indicates that all the formative constructs for ESG disclosure had met the requirements.
After measuring the first-order formative, the next step was to measure the second-order formative construct
indicators. Table 4 presents the second-order formative construct indicator outputs:

Table 4 shows that the p-values of the ESGD formative constructs were < 0.05, and the VIF values
were less than 3.3, which indicates that there was no multicollinearity. Therefore, the three elements of
ESG disclosure (i.e. environmental disclosure, social disclosure, and governance disclosure) and the other
six variables had met the validity requirements for formative constructs.

4.2.2. Evaluation of goodness of fit
To determine the feasibility of the model, this study used 10 indicators. The outputs of the feasibility
evaluation of the model built along with several indicators are presented in Table 5.

Table 5 shows the indicators of the fit of the model developed. It indicates that the model has fulfilled
the model fit criteria. The APC value was 0.218, with a p-value 0.001<0.05, which means that the APC
indicator was fit. The ARS value was 0.293, with a p-value 0.001 <0.05. This means that the ARS indicator
was fit. The AARS value was 0.287, with a p-value 0.001 <0.05, which means that the AARS indicator was
also fit. Besides, the AVIF and AFVIF values were 1.178 and 1.377, respectively, below 3.3, indicating no
multicollinearity problem in the model built. Then, the GoF value was 0.530=0.36, which means that the
model fit was categorized as strong (large). The SPR value was 0.833 (above 0.7), and the RSCR value
was 0.998 (above 0.9000), which means that the model was free from any causality problems. Finally, the
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Table 5. The goodness of fit evaluation results of the empirical research model.

Model fit and indices quality Fit criteria Analysis results Description

Average path coefficient (APC) p<0.05 0.218 Qualified model fit
(p<0.001)

Average R-squared (ARS) p<0.05 0.293 Qualified model fit
(p<0.001)

Average adjusted R-squared (AARS) p<0.05 0.287 (p<0.001) Qualified model fit

Average block VIF (AVIF) Accepted if < 5, ideal < 3.3 1.178 Ideal

Average full collinearity VIF (AFVIF)  Accepted, if < 5, ideal < 3.3 1.377 Ideal

Tenenhaus GoF (GoF) Small = 0.1, medium > 0.25, large > 0.36 0.530 Large

Sympson’s paradox ratio (SPR) Accepted if > 0.7, ideal = 1 0.833 Accepted

R-squared contribution ratio (RSCR)  Accepted if > 0.9, ideal = 1 0.998 Accepted

Statistical suppression ratio (SSR) Accepted if > 0.7 1.000 Accepted

Nonlinear bivariate causality Accepted if = 0.7 0.833 Accepted

direction ratio (NLBCDR)
Source: WarpPLS 7.0 outputs, 2023.

Table 6. Latent variable coefficients.

ESGD A% CA SIZE LEV SOAC
R-squared 0.545 0.042
Adj.R-squared 0.535 0.038
Composite reliability 0.903 1.000 1.000 1.000 1.000 1.000
Cronbach’s alpha 0.837 1.000 1.000 1.000 1.000 1.000
Average var. extracted 0.756 1.000 1.000 1.000 1.000 1.000
Full collinearity VIFs 1.167 1.899 1.695 1.269 1.192 1.039
Q-squared 0.537 0.040
Min 2484 —0.865 -1.911 -3.332 -1.879 —-1.834
Max 1.505 6.842 10.084 2.559 2.235 3.586
Median 0.259 —0.350 -0.119 0.025 -0.107 —0.286
Mode 0.606 —-0.632 -1.911 -3.332 -1.879 -0.286
Skewness —-0.536 3.392 6.097 —0.786 0.148 1.047
Exc. kurtosis -0.773 15.414 51.326 1.817 —-0.826 2.268

Source: WarpPLS 7.0 outputs, 2023.

SSR and NLBCDR values were 1 and 0.833, respectively, which were above 0.7, meaning that there were
no causality problems in the model.

4.2.3. Evaluation of structural models

A structural model evaluation was carried out to provide an overview of the causality relationship
between variables developed based on theories. It was carried out by assessing the collinearity problem
and the R-squared value. The results are presented in Table 6.

Based on the VIF value, which was less than 3.3, as presented in Table 6, the model developed was
free from any collinearity problems. Then, the R? value was 54.5, indicating that ESG disclosure and com-
petitive advantage contributed to firm value at 54.5%, while the remaining 45.5% influence came from
other factors.

4.3. Hypotheses testing

4.3.1. Testing for direct effects

This study used PLS-SEM with WarpPLS 7.0 to validate the relationship between ESG disclosure and firm
value. The results are presented in Figure 1 as well as Tables 7-9, each concerned with path coefficients,
p-values, and standard errors.

As Table 7 indicates, ESG disclosure had no effect on firm value. This can be seen in the coefficient
of 0.056, with a p-value 0.186>0.05. This figure shows that the first hypothesis, that ‘ESG disclosure has
an effect on firm value, was rejected. In other words, non-financial companies in Indonesia had attempted
to disclose ESG information, but it did not result in any increase in company value. Therefore, it was
assumed that stakeholders did not give any sufficient response or positive feedback from the signals
sent by the company if they reviewed ESG disclosures. They would see other attributes attached to the
company, such as the competitive advantage of the company.
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Figure 1. Research results. Source: WarpPls 7.0 outputs, 2023.

Table 7. Path coefficients.

ESGD Fv CA SIZE LEV SOAC
ESGD
Fv 0.056 0.566 -1.118 —-0.348 -0.014
CA 0.205
SIZE
LEV
SOAC

Source: WarpPLS 7.0 outputs, 2023.

Table 8. p-Values.

ESGD FvV CA SIZE LEV SOAC
ESGD
Fv 0.186 **%<0.001 *%0.028 **%<0.001 0.415
CA **%<0.001
SIZE
LEV
SOAC

Source: WarpPLS 7.0 outputs, 2023. *significant at alpha 10%, ** significant at alpha 5%, *** significant at alpha 1%.

Table 9. Standar errors for path coefficients.

ESGD FV CA SIZE LEV SOAC
Fv 0.062 0.057 0.062 0.059 0.063
CA 0.061

Source: WarpPLS 7.0 outputs, 2023.

Furthermore, the coefficient for the effect of ESG disclosure on competitive advantage was 0.205, with
a p-value < 0.001. This shows that ESG disclosure had a positive and significant influence on competitive
advantage, with a significant level of 0.001. Therefore, the second hypothesis, which states that ‘ESG
disclosure has a positive effect on competitive advantage, could be accepted. Finally, the coefficient of
the effect of competitive advantage on firm value was 0.566. This coefficient shows that the third hypoth-
esis was supported. Meanwhile, the p-value was < 0.001. This means that there was a positive influence
with a significance level of 0.001. Thus, the third hypothesis, which states that ‘Competitive advantage
has a positive and significant effect on firm value, could be accepted.

4.3.2. Testing for indirect effects
The results of the testing for the indirect effect of ESG disclosure on firm value through competitive
advantage are presented in Table 10:

Based on Table 10, competitive advantage acted as a mediating variable in the relationship between
ESG disclosure and firm value. The coefficient of the indirect effect of the ESG disclosure variable on firm
value through competitive advantage was 0.116, with a p-value of 0.004. This shows that the indirect
effect of this variable was stronger than the direct effect, as the direct effect had a smaller coefficient of
0.056, with a p-value of 0.186. Thus, because the direct effect was not significant while the indirect effect
was significant, it can be concluded that competitive advantage was a full mediating variable between
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Table 10. Indirect effect.

Indirect effects Coefficient value p Value Standard errors Results
ESGD - CA - Tobin's Q 0.116 ***¥0.004 0.044 Supported
Source: WarpPLS 7.0 outputs, 2023. *significant at alpha 10%, ** significant at alpha 5%, *** significant at alpha 1%.

ESG disclosure and firm value (Hair et al, 2017). Competitive advantage being a full mediating variable
means that competitive advantage was a variable connecting two variables, namely, ESG disclosure and
company value. This means that a company’s ESG disclosure would create a competitive advantage and
in the end increase the company value.

4.4. Discussion

4.4.1. The effect of ESG disclosure on firm value

The first coefficient yielded in this research was 0.06, and the p-value was 0.19, which exceeded the
significance value of 5%. The research results do not support to the first hypothesis proposed, which
means that ESG disclosure had no influence on firm value. This finding shows that companies that dis-
close ESG have not been able to increase firm value. The absence of an influence from ESG disclosure
on firm value is explained by the possibility that stakeholders and investors did not immediately give a
positive response or signal. Rather, stakeholders would assess in advance whether ESG disclosure could
make a company superior to its competitor.

This research is in line with previous research showing that ESG disclosure had no significant effect
on firm value. The research conducted by Atan (2017) showed that ESG disclosure has no significant
relationship with firm value. This means that both companies that disclose ESG and companies that do
not disclose ESG have the same value in the market. Another study consistent with this study is the one
conducted by Haryono and Iskandar (2015) which demonstrated that firm value is built by other alter-
natives, not by ESG disclosure. Companies that disclose minimal or optimal ESG cannot show a reaction
to the company’s market value. Likewise, Servaes and Tamayo (2013) revealed that social environmental
disclosure does not directly affect the value of the company. To create firm value, it is insufficient to
solely focus on social and environmental aspects; it is also essential to cultivate the company’s reputa-
tion. However, the results of this research are not in line with signal theory, which proposes that that
when a company discloses ESG, the value of the company increases. In addition, the results of this
research are different from those produced by Dkhili (2023), indicating that ESG disclosure has a positive
impact on firm value. Especially when companies involve women in the board of directors in the rela-
tionship between ESG and firm value (Qureshi et al., 2020).

4.4.2. The effect of ESG disclosure on competitive advantage
The results of hypothesis testing in Table 7 show that the coefficient for the effect of ESG disclosure on
competitive advantage was 0.20, with a p-value 0.01<0.05. This suggests that ESG disclosure had a pos-
itive effect on competitive advantage. Therefore, the second hypothesis, which states that ESG disclosure
has a positive effect on competitive advantage, was accepted.

This result confirms resource theory. Armstrong and Shimizu (2007) and Fahy (2000) explained that to
gain a competitive advantage, a company must have certain resources. The company’s resources can
serve as a source of competitive advantage if they have value. These resources are considered valuable
when the company can implement its strategy by paying attention to effectiveness and efficiency
(Barney, 1991). One of the business strategies that can be implemented by the company in carrying out
its activities effectively and efficiently is to disclose ESG aspects.

ESG disclosure is expected to make a company superior to other companies. ESG disclosure makes
the company more open and more accountable, attracts investor interest, triggers customers to become
more loyal, increases the company’s reputation, and maintains the trust of stakeholders (Rabaya & Saleh,
2021). The company is said superior when it can generate a rate of return on the investment made
above the industry average and in excess of its costs.

The result of this research is in line with previous research, such as the research conducted by Masliza
et al. (2021), which states that ESG disclosure scores will be offset by competitive advantage. The same
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result was obtained by Nyuur et al. (2019) who provided empirical evidence that ESG can increase support
from stakeholders and give a company legitimacy. These stakeholders become more appreciative of the
company because they recognize that there are efforts to increase productivity, provide satisfaction, involve
employees, and increase loyalty to customers. In addition, ESG disclosure makes a positive contribution to
social image and has an impact on creating competitive advantage (Kotler & Lee, 2008). In fact, by involv-
ing companies in ESG activities, market reputation can be achieved (Masliza et al., 2023), while a firm
reputation can be a trigger for creating competitive advantage (Adomako & Tran, 2022; Cantele & Zardini,
2018; Saeidi et al., 2015). These activities can improve image and competitiveness. Similar results were
shown by Zhao et al. (2019) who stated that competitive advantage is positively influenced by ESG, both
directly and indirectly with the mediating role of social capital and dynamic capabilities.

4.4.3. The effect of competitive advantage on firm value

Test results provided evidence to the hypothesis proposed, which states that ‘Competitive advantage has
a positive effect on firm value’ The coefficient obtained was 0.57, and the p-value was 0.01. This shows
a positive and significant coefficient direction. Therefore, it was concluded that a company’s value can
be better if the company has a competitive advantage to its competitors.

The results of this research imply that every company wants to be superior to its competitors. One
aspect of competitive advantage is the ability to gain a rate of return that exceeds the cost of capital
(Gjerde et al., 2009; Masliza et al., 2021). A competitive advantage gives the company better value since
the company has given positive signals to its stakeholders. This finding is in line with signaling theory,
which states that a competitive advantage can show a company’s current condition and prospects. This
condition can provide a positive signal to investors and other stakeholders. Subsequently, this positive
signal is expected to have an impact on the stock price and contribute to better firm value.

The results of this study confirm the previous research. Andes et al. (2020) successfully showed that
firm value will be affected by competitive advantage because global competition and company business
continuity can be maintained. In addition, Wijayanto et al. (2019) stated that current conditions and
prospects will be reflected by competitive advantages, which can be a positive signal for stakeholders.
Thus, in the end, these competitive advantages will affect high stock prices and firm value. Furthermore,
Ferreira and Fernandes (2017) provide empirical evidence that company value is formed not only because
the company has abundant resources but also because the company has special competencies that lead
to the development of competitive advantages.

4.4.4. The effect of ESG disclosure on firm value through competitive advantage

Research results provided empirical evidence that competitive advantage could mediate the relationship
between ESG disclosure and firm value. Data processing results showed that the indirect effect of this
relationship was stronger than the direct effect. The coefficient for the indirect effect was 0.116, with a
p-value of 0.004, while the coefficient for the direct effect was 0.06, with a p-value of 0.19. Thus, it can
be stated that to obtain better firm value when associated with ESG disclosure, a mediating role of
competitive advantage is needed.

The mediating role of competitive advantage in the relationship between ESG disclosure and firm
value is that it indicates that the environmental, social, and governance components have been imple-
mented by the company. ESG disclosure shows that not only does the company care about environmen-
tal and social conditions, it also carries out management well. In addition, it also shows that the company
has paid attention to the rights of its stakeholders. ESG disclosure gives the company a competitive
characteristic when compared to its competitors. In other words, ESG disclosure can be a source of com-
petitive advantage. This is because the company has valuable resources which can be implemented in
its business strategy with attention paid to effectiveness and efficiency (Barney, 1991).

This finding is in line with the internally sourced RBV theory, which is based on company resources
and the characteristics of its managers (Fahad & Busru, 2020; Sabatini & Sudana, 2019; Vira & Wirakusuma,
2019). Masliza et al. (2021) confirmed that companies that have a good ESG score always have a direc-
tion that is in line with their competitive advantage. Thus, it can be said that stakeholders who entrust
their environmental social responsibility to the company reflect that ESG disclosure has a positive
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correlation with resources that lead to achieving competitive advantage. Upon considering that the com-
pany has elements of competitive advantage, stakeholders will respond positively. This positive response,
which has a positive impact on the company value, arises because the company has given a signal to
stakeholders. This research is in line with previous research such as Andes et al. (2020), Ferreira and
Fernandes (2017) and Newbert (2008) which provides empirical evidence that competitive advantage can
make a positive contribution to firm value. Therefore, the current research can be said to have novelty
based on previous research on the relationship between ESG disclosure and company value, namely that
it is necessary to have a mediating variable first to achieve better firm value.

5. Conclusion

This study proposed four hypotheses, three of which were accepted and one was rejected. The first
hypothesis regarding the effect of ESG disclosure on firm value was rejected. This means that whether a
company did a minimum or optimum ESG disclosure did not give any positive signal on its company
value. Stakeholder did not react significantly. So, the company value did not experience any changes. In
other words, ESG disclosure alone was not enough to increase company value; other alternatives such
as creating a competitive advantage first were necessary.

Furthermore, the results of testing the second hypothesis showed that competitive advantage could
be created by disclosing ESG elements. This indicates that by disclosing ESG, the company is indirectly
building resources in the form of company characteristics or attributes. This attribute can make the com-
pany unique compared to companies that do not disclose ESG, so that it can make the company supe-
rior to its competitors. Meanwhile, excellence here is in the context of the company’s ability to manage
its company effectively and efficiently so that it is able to produce an ROIC that is greater than WACC.
The third hypothesis testing results provided empirical evidence that a competitive advantage to other
companies increased the value of a company. This explains that if a company has a competitive advan-
tage over its competitors, the firm value will increase.

Finally, when competitive advantage was included as a mediating variable in the relationship between
ESG disclosure and value, the results showed a positive and significant direction. This research provides
empirical evidence that competitive advantage can be a mediating variable in the relationship between
ESG disclosure and firm value. Meanwhile, the type of mediation in this relationship is full mediation.
These results show that competitive advantage can be achieved by companies that disclose ESG.When
a company makes ESG disclosures, this indicates an indication that the company has implemented the
existing components in each dimension of environmental, social and governance disclosures. Furthermore,
when a company has a competitive advantagen, this can ultimately have an impact on increasing
firm value.

5.1. Theoretical implications

This research has contributed to development of literature on the relationship relationship between ESG
disclosure and company value. It suggests that competitive advantage is able to fully mediate the two
relationships. Besides that, this study supports RBV theory, which states that ESG disclosure can be part
of resources capable of creating a competitive advantage, especially in accounting and sustainability
disciplines. By disclosing ESG elements, a company is actually building valuable resources, thus making
it superior to companies that do not disclose ESG elements. In addition, this study also supports signal
theory, which states that ESG disclosure can have a positive impact on competitive advantage and in
turn give a positive signal to firm value.

5.2. Practical implications

This study has several practical implications for management, regulatory bodies, and stakeholders.
Company management is expected to increase its understanding of the importance of ESG disclosure,
which can encourage optimal ESG disclosure by the company. In addition, it is important for company
management to understand that ESG disclosure can increase competitive advantage, especially in the
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case of non-financial companies. Finally, it is also essential for company management to understand that
an increase in competitive advantage can increase the value of the company.

This research Has practical implications for regulators, such as the government and the financial ser-
vices authority, in the formulation of regulations related to efforts to increase disclosure of ESG elements
by companies, especially non-financial companies.Companies should disclose their environmental, social
and governance (ESG) components.

Finally, stakeholders such as investors, creditors, and the general public are expected to be able to
provide insights and increase their understanding in analyzing economic decisions that will be taken,
especially those related to ESG disclosure, competitive advantage, and company value. Thus, the deci-
sions and actions taken by these practitioners become more appropriate.

5.3. Research limitations

This research has several limitations. First, the sample used in this study was still limited to non-financial
companies. Therefore it did not represent all companies or financial companies and the observations
were limited. Second, the sample was only from a single country, Indonesia, which did not reflect the
wider scale, such as the Asian region. Finally, this research only focuses on one attribute in the relation-
ship between ESG disclosure and firm value, namely competitive advantage.

5.4. Future research agenda

First, future research can examine the impact of ESG disclosure on firm value in all types of companies,
both financial and non-financial, so that the differences between the two can be obseved. Second, future
research can be carried out on non-financial companies on a wider scale, such as the Asian region or in
other developing countries, because they may have different characteristics. Finally, future research could
consider other attributes in the relationship between ESG disclosure and firm value such as customer
satisfaction or firm reputation.
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