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I. INTRODUCTION

Regulations set by the Financial Services Authority No. 51/POJK. 03/2017, to monitor the use
of sustainable financing for equality., publicly traded firms, and financial service providers, were
released by the Financial Services Authority in its role as a regulator. As specified in Article 10 of
these regulations, financial service providers, issuers, and public companies must create sustainability
reports, starting from 2019. Sustainability reports have become an important component for
companies, as they should be competence to clarify the company's outcomes and effects on those
involved (Hidayat, 2023). Sustainability-oriented reporting, particularly within the integrated
framework of ESG (Environmental, Social and Governance) is designed to broaden the boundaries
of corporate disclosure by incorporating non-financial dimensions, which are predominantly
voluntary in nature (Igbinovia & Agbadua, 2023).

ESG performance is increasingly being used these days to help companies meet ever-increasing
environmental and social responsibility standards (Bifulco et al., 2023). This is because ESG is seen
as a means for raising firm value and financial performance. Where, companies that strictly follow
ESG rules, in particular, typically have lower failure rates, lower stakeholder disputes and lower risk
of default. (Wu et al., 2022). Thus, when a firm discloses ESG (environmental, social, and
governance) aspects, it is able to make a positive contribution to increasing the firm value, especially
from the stakeholders perspective (Xaviera & Rahman, 2023). To promote sustainable investing, the
Indonesia Stock Exchange (IDX) introduced a new index called IDX ESG Leaders in 2020, triggered
by rising environmental, social, and governance consciousness among various issuers and investors
within the national capital market environment (OJK, 2021). It is an index that evaluates the
performance of equity prices recognized as leaders in ESG rankings, in the absence of substantial
disputes, selected from those that demonstrate high trading liquidity and strong financial
performance. Where the ESG assessment is carried out by the Sustainalytics assessment body
(IDXESGL, 2021).

Previous empirical investigation on the correlation between ESG performance and firm value
has shown an inconsistent relationship. Based on previous study reported by Zhou et al. (2022),
Aydogmus et al. (2022), Rahelliamelinda & Handoko (2024), and Delvina & Hidayah (2023) showed
that there is an influence of the correlation between ESG performance or firm value, this implies ESG
performance can increase firm value. Study conducted by Igbinovia & Agbadua (2023), Putra &
Budastra (2024) and Xaviera & Rahman (2023) shows results that are contrary to some previous
studies, where the investigation's outcomes demonstrate that there ESG performance outcomes do not
impact firm value. Previous research has found mixed results between ESG performance or firm
value. In practice, various indirect variables can have an impact on the correlation. This implies that
alternative factors might mediate the link between ESG and firm value. Consequently, within this
study, financial performance represents a variable serving as an intermediary for the relationship
connecting ESG performance to the firm value. According to Putra & Budastra (2024), Financial
performance serves as a mediator that plays a crucial part in executing ESG to enhance firm value.
This is because financial performance can be a translator of how ESG practices can contribute to
increasing firm value, where companies with a good ESG score will establish better relationships
with customers and ultimately increase profitability.

Referring on this background, this study is motivated by the presence of inconsistent empirical
findings in prior literature concerning the effect of ESG performance in firm value. A key distinction
of this research lies in the simultaneous use of Return on Assets (ROA) or Return on Equity (ROE)
as a financial performance metric acting as a mediating variable, utilizing the Sobel test to offer more
robust empirical proof regarding the indirect impact of financial performance within the connection
on Environmental, Social, or Governance outcomes and the overall valuation of the firm. In line with
this, the research investigates ESG performance's role in shaping firm value through the mediating
effect on financial performance, targeting companies in the IDX ESG Leaders Index. Financial
performance is captured via ROA and ROE as key profitability measures; robustness is bolstered by
controls like firm size, leverage, TAT, age of the firm, and per capita GDP



II. LITERATURE REVIEW
2.1. Literature Review
2.1.1. Sustainable Development Theory

Considering sustainable development theory, the objective is to satisfy present demands
without compromising the potential of subsequent generations (Shi et al., 2019). To fulfill the goals
of sustainable development, companies need to achieve sustainable development by improving
environmental protection and managing ESG performance by investing in pollution control
technologies and environmental protection techniques that will improve production efficiency, reduce
pollutants, and improve market competitiveness. This may contribute to greater financial achievement
for the company (Zhou et al., 2022).

2.1.2.Resource-Based Theory

The resource-based theory presented by Barney (1991) load that a company's sustainable
competitive advantage depends on its internal resources, which include real assets, intangible assets
and organizational capabilities. Corresponding with this viewpoint, Zhou et al. (2022) argue that ESG
performance can be viewed as a strategic resource that improves financial outcomes or operational
efficiency.

2.1.3.Stakeholder Theory

Based on stakeholder theory, companies have to produce value for both individuals and all
stakeholders who has the ability to effects or be effected by the objectives of the organization or in
other words those whose support is critical to the company's survival (Dmytriyev et al., 2021). This
theory posits that sharing information about ESG acts as a means for businesses to address stakeholder
inquiries regarding their commitments to social and environmental responsibilities that reflect their
sustainability (Xaviera & Rahman, 2023).

2.1.4.Information Asymmetry Theory

Information asymmetry pertains to a condition in which one side has superior or greater
information than one side (Akerlof, 1970). This concept is closely associated with signaling theory,
which is grounded in the assumption that information is unevenly distributed among market
participants. Under this framework, management is inclined to disclose information to investors or
shareholders when such information coveys a favorable outlook (Mustikasari & Mukhlasin, 2021).

2.1.5. Signaling Theory

Signaling theory, initially presented by Spence (1973), describes how prospective workers
addressing data asymmetry in the labor market by using signals such as education to express their
productivity to employers. This theory focuses on how to communicate asymmetric information well
between two parties (Connelly et al., 2011). In this context, Igbinovia & Agbadua (2023) suggest that
the disclosure of ESG information can be interpreted as a signaling mechanism, wherby such
information acts as a warning that can effects the firm value.

2.2. Hypothesis Development
2.2.1. The effect of ESG performance on firm value

ESG closely aligns with corporate social responsibility (CSR) principles, stressing equilibrium
across environmental, social, or governance aspects within a sustainability framework. Implementing
ESG strategies can elevate firm value by reducing capital costs and fostering economic-social
progress, thereby enhancing reputation and overall market valuation (Putra & Budastra, 2024).
Companies exhibiting strong ESG performance are generally perceived to generate greater market
value, as investors use ESG factors more frequently while making decisions (Aydogmus et al., 2022).
Nevertheless, prior empirical studies, including those research conducted by Aydogmus et al. (2022),
Zhou et al. (2022), Delvina & Hidayah (2023), Espinosa-Méndez et al. (2023), Angir & Weli (2024),



and Rahelliamelinda & Handoko (2024) indicate that ESG performance has an insignificant effect in
firm value. Considering on these outcomes, listed below are the hypotheses put out in the present
investigation:

H1: ESG performance effects the firm value.

2.2.2. The effect of ESG performance on ROA

ESG performance may be interpreted as a means of gaining a competitive advantage that
contributes for bettering a firm's financial performance. Firm that demonstrate greater transparency
in ESG disclosure tend to exhibit superior operational efficiency, higher returns, and reduced risk
levels. This can be attributed to the role of ESG performance in influencing long-term profitability,
which can be assessed through ROA (Wanday et al., 2022). Empirical studies examining the
connection on ESG performance or financial performance, as proxied by ROA, including those
conducted by Kim & Li (2021), Aydogmus et al. (2022), Delvina & Hidayah (2023), and Putra &
Budastra (2024), there is substantial evidence demonstrating that ESG practices exert a significant
influence on ROA. Drawing upon these results, this research puts forward the hypotheses outlined
below:

H2: ESG performance effects Return on Assets (ROA).

2.2.3. The Effect of ROA on Firm Value

Financial performance describes the economic condition of a company over a certain period
to provide insight into the organization (Hasanudin et al., 2023). Financial performance is generally
assessed by a measure of profitability (ROA), which indicates a firm's efficiency in financial
management and its ability in order for creating revenue (Putra & Budastra, 2024). Increased
profitability indicates a significant return on investment, thereby increasing shareholder confidence
to continue their investment (Kristi & Yanto, 2020). Nevertheless, prior empirical studies, including
those research conducted by Putra & Budastra (2024), Nursetya & Hidayati (2021) and Ridwansyah
& Setijaningsih (2024) research indicates that a firm’s Return on Assets (ROA) is a key determinant
that significantly influences its market value. Referring on these insights, the research hypothesis is
presented below:
H3: Return on Asset (ROA) effects the firm value.

2.2.4. The effect of ESG performance on ROE

ESG scores provide investors with a more comprehensive basis for evaluating a firm's
sustainability performance. Companies that demonstrate strong Corporate social responsibility is
more inclined to draw investors, thereby encouraging the allocation of capital to the firm (Triyani et
al., 2020). Through the implementation of sustainable and efficient management practices, businesses
might boost their earnings., which subsequently contributes to improvements in ROE. Empirical
research investigating the correlation on ESG performance and ROE, such as the investigation was
performed by Alareeni & Hamdan (2020), indicates that ESG performance has as significant effect
in ROE. Considering these outcomes, listed below are the hypotheses put out in this investigation:

H4: ESG performance effects Return on Equity (ROE).

2.2.5.The Effect of ROE on Firm Value

A rise ROE indicates a higher effectiveness in how a business utilizes its capital to create net
income or earnings. (Erawati et al., 2022). An augmentation in Return on Equity (ROE) signals
favourably to investors, as it is typically succeeded by a rise in share price, so facilitating enterprises'
access to financing sources (Virolita & Yuliana, 2020). Investigation on the effect of ROE in firm
value has been conducted by Virolita & Yuliana (2020), Listyawati & Kristiana (2021) and Asni &
Agustia (2022) which shows that the findings from the three studies indicate ROE has as significant



effect firm value. Considering these outcomes, listed below are the hypotheses put out in the present
investigation:

HS: Return on Equity effects the firm value.

2.2.6. The Mediating Role of Financial Performance in the Relationship between ESG

Performance and Firm Value

Previous investigation conducted by Kim & Li (2021), Aydogmus et al. (2022), Delvina &
Hidayah (2023), and Putra & Budastra (2024) associated to the connection on ESG performance and
ROA, showed ESG performance effects ROA. Another study on the connection between profitability
and firm value conducted by Putra & Budastra (2024) and Ridwansyah & Setijaningsih (2024) shows
that the findings of the two studies showed ROA effects firm value. In addition to being able to use
ROA as a measurement of financial performance, ROE might furthermore be utilized as a financial
performance. This is derived from earlier studies carried out by Alareeni & Hamdan (2020) which
stated that ESG performance significant effect on ROE. Research conducted by Virolita & Yuliana
(2020), Listyawati & Kristiana (2021) and Asni & Agustia (2022) indicates that the outcomes of the
three research studies demonstrate a notable impact of ROE on firm value. Considering the outcomes
of this investigation, financial performance, evaluated through ROA and ROE, acts as a mediating
variable within the relationship connecting ESG performance to the total value of the firm.
Considering these outcomes, listed below are the hypotheses put out in the present investigation:

H6: ROA and ROE (Financial Performance) can mediate the correlation between ESG performance
and firm value.

III. RESEARCH METHODS
3.1. Sample Selection and Data Sources
The research design utilized on this investigation is quantitative employing a panel data
approach, utilizing secondary data derived from annual financial statements or ESG score of firms.
The information is derived from the current reseacrh employing a quantitative research method via
panel data analysis techniques, relying on secondary information gathered from annual reports and
corporate ESG performance metrics. Financial or company-specific data are obtained via the
Indonesia Stock Exchange (IDX), while broader macroeconomic indicators are retrieved from the
official World Bank Group database. IDX (Indonesia Stock Exchange), while macroeconomic data
are sourced from the official database of the World Bank Group. The investigation's panel dataset is
uneven because of the quantity of observations varies across firms during the observation period. The
population consists of the companies classified as ESG Leaders on the IDX. The sample is determined
utilizing a purposive sampling method, with the selection conforming to the subsequent standards:
1)  Companies listed in IDX ESG Leaders for the period 2020 — 2023.
2)  Companies in IDX ESG Leaders that have complete financial data during the investigation
period.

Following the application of predefined criteria, 49 companies were selected for inclusion in
the study. In evaluating these suggested connections, this study utilizes panel data regression
combined with mediation analysis or the Sobel test to determine the mediator's impact. The specific
regression model utilized is presented below:

Model 1 TBQit =g+ B] ESGit + Bz SiZCit +B3 LeVit+ B4 TATit+ Bs FAit+ Bﬁ GDPit + €1it

Model I ROA;: = ao + B1 ESGj: + B2 Sizeit +B3 Levic+ Bas TATic+ Bs FAit+ Bs GDPic+ €1t

Model 111 TBQit = 0o + B] ESGit ++ Bz ROAit + B?, SiZGit +B4 LeVit + BS TATit + Bé FAit + [37 GDPit +
Bs GDPit + &3

Model IV ROE; = ao + B1 ESGi: + B2 Sizeis +B3 Levic+ Bs TATic+ Bs FAit+ s GDPic + €4t

Model V. TBQit = ao + B1 ESGit + + B2 ROEj: + B3 Sizeit +B4 Levic + Bs TATic+ Bs FAit+ 7 GDPi +
Bg GDPi¢ + esit



Where:

TBQit : The firm value in the company (i) in period (t).
ROAIt : ROA in the company (i) in period (t).

ROE; :ROE in the company (i) in period (t).

ESGi: : ESG performance in the company (i) in period (t).
Sizeir : Firm size in the company (i) in period (t).

Levii : Leverage in the company (i) in period (t).

TAT;: : Total asset turnover in the company (i) in period (t).
FAi :Firm age in the company (i) in period (t).

GDP;; : GDP per capita in the company (i) in period (t)

0o : Constant.
B1 —PBs : Regression coefficient.
Eit : Error term in the company (i) period (t)

3.2. Variable Operational Definition
3.2.1.Dependent Variables: Firm Value

This investigation measures firm value utilizing Tobin's q. Wibowo et al. (2021) define
Tobins'q as an indicator used to assess corporate performance, especially with respect to valuation
and asset utilization. The formula used in measuring Tobin's Q is (Cahyadi & Nelson, 2025):

e N MVE+Total Debt

Tobins Q= Total Assets
3.2.2.Independent Variables: ESG Performance

To evaluate ESG performance, this research utilizes ESG score ratings sourced from the
Indonesia Stock Exchange's official site. For the ESG evaluation, the Indonesia Stock Exchange
partners with Morningstar Sustainalytics, in which case Morningstar Sustainalytics is an institution
that assesses ESG scores while the IDX only displays the findings of assessments that have been
carried out by Sustainalytics. The evaluation of ESG scores is categorized into five distinct groups,
namely negligible with a risk score of 0-10, low with a risk score of 10-20, medium with a risk score
of 20-30, high with a risk score of 30-40, and the last severe with a risk score of > 40.

3.2.3. Mediating Variables

ROA (Return on Asset). ROA is defined as a firm's ability to utilize its assets on generate profits
(Ramdhonah et al., 2019). Ross et al. (2020) formulated ROA (Return on Asset) by dividing net
income or earning after tax by total assets or can be formulated as follows:

Net Income
Total Assets

ROA =

ROE (Return on Equity). ROE is a financial metric that indicates the earnings generated for
shareholders over a period of one year. The formula used in Return on Equity (ROE) is to divide net
income or earning after tax by total equity or can be formulated as follows (Ross et al., 2020):

Net Income
ROE =—F
Total Equity

3.2.4.Control Variables

Firm Size. Firm size can be operationalized using various indicators, including revenue, market
capitalization, number of employees, total capital, and total assets (Nurwulandari & Wibowo, 2021;
Bakar & Rambe, 2025). The size of the company is formulated with:

Size = In (total asset)



Leverage. This investigation utilizes the Debt to asset ratio utilized to identify leverage. DAR
is a measure used to assess the correlation between debt and assets (Yustrianthe & Mahmudah, 2021;
Dara & Nelson, 2025). The formula used to calculate DAR:

Total Debt

DAR=—""——
Total Assets

TAT (Total Asset Turnover). TAT functions as a metric for how efficiently a firm manage its assets
(Ross et al., 2020). The formula used to calculate the TAT:

Sales
Total Assets

TAT =
assert that age is a significant determinant in business operations as it can influence firm
valuation. The formula used to calculate FA:

FA = Research Year - Year of the Company Listed on the IDX.

GDP Per Capita. GDP per capita is a macroeconomic factor defined as a financial measurement
that shows an estimate of economic output that can be attributed to the community by functioning as
a measure of a country's wealth (Saaba & Yunita, 2022). In this study, the data obtained to measure
the level of GDP per capita is using GDP per capita growth (annual %) acquired via the official site
of the World Bank Group.

IV. RESULTS AND DISCUSSION
4.1. Descriptive Statistic

Table 1: Descriptive Statistic

Mean Max Min Std. Dev.

ESG 22.41 29.74 11.31 4.90
TBQ 1.90 14.42 0.34 2.02
ROA 0.05 0.35 -1.67 0.17
ROE 0.16 2.38 -2.53 0.41
Size 31.43 35.32 28.44 1.70
Leve 0.51 0.90 0.00 0.25
TAT 0.64 4.47 0.04 0.76
FA 18.90 41.00 1.00 9.42
GDP 0.02 0.05 -0.03 0.03

Source of data processing: Eviews 12

The descriptive statistics presented in Table 1 indicate that, it is evident that the dependent
variable (Tobins' q) has an mean score of 1. 90, with the maximum value being 14.42 and the
minimum value at 0.34, with a std. deviation of 2.02. The independent variable (ESG performance)
shows an mean of 22.41, with its maximum value reaching 29.74 and its minimum at 11.31, while
the std. deviation for this variable is 4.90. The initial mediating variable is ROA, which has a mean
of 0.05, a maximum of 0.35, a minimum of -1.67, and with a std. deviation of 0.17. The subsequent
mediating variable is ROE, exhibiting a mean of 0.16, a maximum of 2.38, a minimum of -2.53, and
with a std. deviation of 0.41.

Control variables were integrated into the study to ensure analytical precision. Descriptive
results reveal that firm size maintains a mean of 31.43 (SD = 1.70), fluctuating between 28.44 and
35.32. Leverage demonstrates an average of 0.51 (SD = 0.25), with extremes of 0.00 and 0.90. The
mean TAT is 0.64 (SD = 0.77), with a observed range from 0.04 to 4.47. Additionally, firm age
averages 18.90 years (SD = 9.42), covering a span of 1 to 41 years. Lastly, GDP per capita shows a
mean of 0.02 (SD = 0.03), with minimum or maximum values of -0.03 and 0.05, respectively.



4.2. Correlation Analysis

Ghozali & Ratmono (2017), define the multicollinearity test as an assessment of the substantial
connection between the regression model's independent variables. This investigation adopts a
threshold criterion to address potential multicollinearity, whereby the correlation coefficient among
independent variables is required to be below 0.80. A correlation exceeding this threshold may reveal
an indication on multicollinearity within the regression model. The result of the correlation analysis
in this investigation are presented as follows:

Table 2: Correlation Analysis of the Correlation
Between ESG Performance and Firm Value with ROA As a Mediating Variable

ESG ROE Size Lev TAT FA GDP

ESG 1
ROE -0.08 1

Size 0.44 -0.17 1
Leve 0.20 0.02 0.48 1
TAT -0.44 0.25 -0.41 0.03 1

FA 0.22 0.27 0.21 0.25 0.11 1
GDP 0.15 -0.03 0.02 -0.00 0.03 -0.01 1

Source of data processing: Eviews 12

As presented on table 3, the correlation coefficient of the regression model for the correlation
between ESG performance or firm value, with ROA as the mediating variable, is below 0.80. These
findings demonstrate that this regression model fails to possess a multicollinearity issue.

Table 3: Correlation Analysis of the Correlation
Between ESG Performance and Firm Value with ROE As a Mediating Variable

ESG ROE Size Lev TAT FA GDP

ESG 1
ROE -0.10 1

Size 0.44 -0.13 1
Leve 0.20 0.26 0.48 1
TAT -0.44 0.31 -0.41 0.03 1

FA 0.22 0.42 0.21 0.25 0.11 1
GDP -0.15 0.03 0.02 -0.00 0.03 -0.01 1

Source of data processing: Eviews 12

As presented on Table 3, the regression model’s correlation coefficient for the relationship
between ESG performance or firm value, with ROE serving as the mediating variable, is less than
0.80. These findings demonstrate that this regression model fails to possess a multicollinearity issue.

4.3. The regression analysis results investigating the relationship between ESG performance
and firm value, with financial performance included as a mediating variable.

Table 4: Regression Result of the Relationship
Between ESG Performance and Firm Value with ROA As a Mediating Variable

Variable Model 1 TBQ Model 2 ROA Model 3 TBQ

5.457 0.534 -20.790
c (5.613) (0.354) (18.9406)
[0.333] [0.134] [0.277]

-0.010 -0.000 -0.057

ESG (0.039) (0.004) (0.045)
[0.810] [0.935] [0.210]

ROA i i 14.892

(2.841)



[0.000]***

-0.137 -0.019 0.822

Size (0.187) (0.012) (0.631)

[0.466] [0.111] [0.198]
0.677 0.023 2.500

Lev (0.997) (0.074) (1.491)

[0.498] [0.751] [0.099]*
0.734 0.029 -0.403

TAT (0.354) (0.024) (0.533)

[0.041]** [0.225] [0.452]

0.015 0.005 -0.184

FA (0.026) (0.002) (0.126)

[0.555] [0.003]*** [0.150]

-8.105 -0.150 -5.572

GDP (2.700) (0.511) (3.965)

[0.003]*** [0.769] [0.165]
R-squared 0.141 0.146 0.954
Adjusted R-squared 0.096 0.101 0.915
S.E. of regression 0.693 0.165 0.590
F-statistic 3.097 3.225 24.252
Prob (F-statistic) 0.008 0.006 0.000
Regression Model REM CEM FEM

Note: The value in () is Std. Error and [] is a probability value (* significant at a significance level of 10%, **
significant at a significance level of 5%, and *** significant at a significance level of 1%). Source of
data processing: Eviews 12

4.3.1. The effect of ESG performance on firm value

Drawing on the regression output in Table 4, the examination of the link between ESG
performance and firm value, with ROA positioned as a mediating variable, provides several findings.
The first model, which tests the effect of ESG performance in firm value, reports a probability value
of 0.810. Because this value exceeds the 0.10 significance level, ESG performance demonstrates no
statistically significant effect on firm value. Therefore, hypothesis Hi, which posits that ESG
performance influences firm value, is formally and entirely rejected. The outcomes of this
investigation are suspected to be because ESG is still seen as a cost (company expense). Companies
that invest in it are considered not to use the funds for more productive purposes, thus adversely
affecting the company's wealth and shareholder returns. Consequently, ESG does not substantially

enhance the company's market position, nor does it effects the company's worth (Xaviera & Rahman,
2023).

The outcomes of this investigation are in conformity with those suggested by Junius et al.
(2020), Igbinovia & Agbadua (2023), Xaviera & Rahman (2023), and Putra & Budastra (2024), which
indicated that ESG performance fails to possess a significant effect on firm value. However, such
outcomes differ from the evidence by Aydogmus et al. (2022), which indicates a significant
connection between ESG performance or firm value.

4.3.2. The effect of ESG performance on ROA

In the second model in Table 2, ESG performance also does not influence ROE, because it has
a prob value. by 0.935 > 0.10. Thus, the H, that ESG performance effects ROA is rejected. These
findings suggest that even if companies disclose their sustainability activities, they are not directly
associated with the profitability of assets under management. This is due to the public view that
sustainability does not directly increase a company's value or influence consumers' purchasing
decisions for services or products (Junius et al., 2020).



The outcomes of this investigation are in conformity with those reported by Junius et al. (2020)
and Shobhwani & Lodha (2023), which indicate that ESG performance fails to possess a significant
effect on ROA. However, these result are in contrast to the outcomes of Aydogmus et al. (2022), who
report a significant correlation on ESG performance or ROA.

4.3.3. The effect of ROA on firm value

The third model evaluates the simultaneous effect of ESG performance and ROA on firm value.
Based on the result reported in table 4, ESG performance fails to possess significant effect on firm
value, whereas ROA is found to significantly effect firm value, as revealed by a probability score of
0.000, that is underneath the 10% significant level. Accordingly, H3 which posits that ROA effect
firm value, is accepted. These findings suggest that an increase in ROA enchances the firm's return
on investment, thereby strengthening shareholder confidence to sustain their investment (Kristi &
Yanto, 2020). The result of this research are consistent with those of Asni & Agustia (2022) and
Hasanah et al. (2023) the results indicate that ROA significantly influences firm value; however, this
evidence diverges from the study by Putra and Sunarto (2021), which established that ROA does not
have a meaningful impact on company valuation.

The result presented in Table 4 indicate that ROA doesn't operate as a mediating variable in the
correlation between ESG performance and firm value. This occurs because ESG performance lacks
a significant impact in firm value or ROA, although ROA demonstrates a direct impact in firm value.
Consequently, ESG performance possesses no direct influence over firm value, and ROA fails to
serve as a mediating variable within this specific empirical connection.

Table 5: Regression Result of the Relationship
Between ESG Performance and Firm Value with ROE As a Mediating Variable

Variable Model 1 TBQ Model 4 ROE Model 5 TBQ
5.457 1.843 3.700
c (5.613) (1.084) (5.284)
[0.333] [0.092] [0.485]
-0.010 0.004 -0.013
ESG (0.039) (0.008) (0.037)
[0.810] [0.575] [0.728]
1.011
ROE - - (0.430)
[0.020]""
-0.137 -0.076 -0.064
Size (0.187) (0.036) (0.177)
[0.466] [0.038]"" [0.719]
0.677 0.351 0.283
Lev (0.997) (0.193) (0.952)
[0.498] [0.071]" [0.767]
0.734 0.096 0.640
TAT (0.354) (0.068) (0.337)
[0.041]** [0.163] [0.060]"
0.015 0.018 -0.001
FA (0.026) (0.005) (0.025)
[0.555] [0.001]7" [0.957]
-8.105 0.219 -8.256
GDP (2.700) (0.521) (2.618)
[0.003]%** [0.675] [0.002]7"
R-squared 0.141 0.180 0.180
Adjusted R-squared 0.096 0.136 0.129

S.E. of regression 0.693 0.146 0.694



F-statistic 3.097 4.128 3.516
Prob (F-statistic) 0.008 0.001 0.002
Regression Model REM REM REM
Note: The value in () is Std. Error and [] is a probability value (* significant at a significance level of 10%, **
significant at a significance level of 5%, and *** significant at a significance level of 1%). Source of
data processing: Eviews 12

4.3.4. The effect of ESG performance on ROE

Table 5 presents the effect of ESG performance in firm value, with ROE serving as the
mediating variable. Specifically, the fourth model tests the link on ESG performance and ROE. Since
the resulting p-value of 0.575 is higher than the 0.10 significance level, we conclude that ESG
performance lacks a statistically significant effect on ROE. Consequently, Hs which posits that ESG
performance effects ROE is rejected. The outcomes are correspond with prior evidence regarding the
connection on ESG performance and ROA, signifying that firms with more extensive sustainability
disclosures do not necessarily (Atan et al., 2018). This implies that the availability and transparency
of sustainability information have not substantially differentiated firms in the context of financial
performance.

The outcomes of this investigation are in conformity with those reported by Atan et al. (2018),
Junius et al. (2020) and Shahrun et al. (2023), which indicate that ESG performance fails to possess
significant effect on ROE. However, these result are in contrast to the outcomes of Alareeni &
Hamdan (2020), who document a statistically significant association on ESG performance or ROE.

4.3.5.The effect of ROE on firm value

Model 5 in Table 5 jointly examines the links among ESG performance, ROE, and firm value.
The findings demonstrate that ESG performance lacks a statistically significant impact on firm value,
whereas ROE exhibits a significant influence in firm value. This is made clear by the probability
value of ROE on firm value, which is 0.020 and below of the 10% significant level, leading to the
acceptance of Hs, which posits that ROE effect firm value. These findings suggest that a higher ROE
reflects the firm's ability to utilize its equity efficiently. ROE quantifies the ratio of net income
compared to shareholders equity, where a greater ROE denotes an improved return on investment,
while a lower ROE reflects a reduced return. Consequently, a rise in ROE gives shareholders a
positive signal (Virolita & Yuliana, 2020).

The outcomes of this investigation are in conformity with those reported by Virolita & Yuliana
(2020), Listyawati & Kristiana (2021), and Asni & Agustia (2022), which confirms the significant
effect of ROE on firm value. However, these result are in contrast to the outcomes of Wulandari et
al. (2021), the current findings contrast with evidence suggesting an insignificant link between ROE
and company value. Additionally, the data demonstrates that ROE does not function as an
intermediary variable between ESG performance or firm value. This trend is clarified by the lack of
statistically significant impact from ESG on firm value and ROE, despite ROE exhibiting a distinct,
direct influence on the overall firm value.

4.4. Sobel Test Results

In this investigation, the Sobel test is executed to reinforce the analysis of the mediating effect.
This examination is utilized to establish whether the inclusion of a mediating variable significantly
reduces the influence on the independent variable in the dependent variable, where statistically
significant result indicate the presence of either full or partial mediation (Abu Bader & Jones, 2021).
The formula applied for this test in this investigation is as follows:



axb

Z -
[b2xS3 + a? x S}
Where:
V4 : Z Value
a : The regression coefficient of the influence of independent variables on the mediating variable.
b : The regression coefficient of the effect of the mediating variable on the dependent variable.

Sa : Standard Error a.
St : Standard Error b

From the Sobel test calculation, it was found that:
Table 6: Sobel Test Result

Z t-table Sig.
ESG — ROA — FV -0.082 2.013 5%
ESG — ROE — FV 0.547 2.013 5%

Source of data processing by researchers

As presented in Table 6, the outcome of the Sobel test reveal that the Z-value for the effect of
ESG performance on firm value with ROA as the mediating variable is -0.082, that is in excess of the
essential t-value of 2.013 at the 5% significant level. These findings demonstrate that ROA does not
serve as an intermediary variable for the connection between ESG performance and firm value,
failing to transmit ESG impacts. Similarly, when ROE is the mediating variable, the Z-value is 0.547,
which is lower than the 2.013 critical t-value at the 5% significance level. This implies that ROE is
likewise unable to mediate the relationship between ESG performance and firm value.

The Sobel test results are consistent with the regression findings, showing that ROA and ROE
fail to function as a mediator within the connection between ESG performance and firm value.
Generally, ESG performance lacks a direct impact on firm value, or financial performance cannot
operate as an intervening variable for this relationship. Consequently, hypothesis Hg, proposing that
financial performance mediates the link between ESG or firm value, is not empirically supported by
the current research data.

Financial outcomes, reflected through profitability indicators such as ROA and ROE, do not
function as an intermediary in linking ESG performance to firm value. One possible explanation is
that strong ESG practices do not automatically translate into short-term gains in a company’s
profitability, as ESG initiatives are sometimes perceived as additional costs that may impose a
financial burden on the firm and potentially reduce shareholder wealth in the short term. The
outcomes on this investigation are correspond with those of Zhou et al. (2022), which indicate that
financial performance, proxied by profitability ratios, does not mediate the relationship ESG
performance or firm value. However, these outcomes contradict the conclusions Putra & Budastra
(2024), who report that financial performance, when measured using profitability ratios, is able to
mediate the correlation between ESG performance or firm value.

V. CONCLUSION

Considering the outcome of the hypothesis testing, this leads to the conclusion that ESG
performance fails to possess a significant effect in firm value, nor does it influence ROA and ROE.
In contrast, ROA and ROE is demonstrates to possess a significant impact in firm value. Moreover,
ESG performance demonstrates no direct influence on firm value, and financial performance,
measured through ROA or ROE, cannot mediate the relationship linking ESG performance to the
total valuation of the firm in this research. This investigation acknowledges several limitations.
Accordingly, future research is recommended to employ alternative proxies for firm value, expand
the population and sample beyond companies listed in the IDX ESG Leaders Index, prolong the time
for observation, and think about utilizing substitute proxies for the mediating variable.
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