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Abstract

This study investigates the impact of environmental, social, and governance (ESG)
performance on enterprise value in publicly listed companies in Indonesia. Using
69 firm-year observations with complete ESG scores from the Bloomberg Terminal
from 2021 to 2023, panel data regression is employed for analysis, which
incorporates Tobin's Q as the dependent variable, ESG scores as independent
variables, and leverage, firm size, and return on equity as control variables. The
results reveal that none of the ESG pillars environmental, social, or governance
significantly affect enterprise value suggesting that ESG initiatives do not generate
measurable financial benefits in the short run. These findings are consistent with
time horizon theory, which suggests that ESG initiatives generate immediate costs
while their value creation benefits materialize in the long run. The study presents
empirical evidence that in the short-term context, ESG performance is not yet
viewed as a value enhancing signal for investors in the Indonesian capital market,
highlighting the need for further research over extended observation periods to
capture long term sustainability impacts.

Keywords: Sustainability; Environmental; Social; Corporate Governance; Tobin’s
Q; Enterprise Value

Abstrak

Penelitian ini bertujuan untuk mengkaji pengaruh kinerja environmental, social,
and governance (ESG) terhadap nilai perusahaan pada perusahaan publik di
Indonesia. Dengan menggunakan 69 observasi perusahaan-tahun dengan skor ESG
lengkap dari Bloomberg Terminal selama periode 2021-2023, analisis regresi data
panel dilakukan dengan menggunakan Tobin’s Q sebagai variabel dependen, skor
ESG sebagai variabel independen, serta /everage, ukuran perusahaan, dan return on
equity (ROE) sebagai variabel kontrol. Hasil penelitian mengungkapkan bahwa
tidak ada pilar ESG lingkungan, sosial, atau tata kelola yang secara signifikan
memengaruhi nilai perusahaan, yang menunjukkan bahwa inisiatif ESG tidak
menghasilkan manfaat finansial yang terukur dalam jangka pendek. Temuan ini
konsisten dengan teori horizon waktu, yang menyatakan bahwa inisiatif ESG secara
instan akan mengakibatkan tambahan biaya sementara manfaat penciptaan nilainya
baru akan terwujud dalam jangka panjang. Studi ini menyajikan bukti empiris
bahwa dalam konteks jangka pendek kinerja ESG belum dipandang sebagai sinyal
penciptaan nilai bagi investor di pasar modal Indonesia, yang menekankan perlunya
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penelitian lebih lanjut dalam periode observasi yang lebih panjang untuk
menangkap dampak keberlanjutan dalam jangka panjang.

Kata Kunci: Keberlanjutan; Environmental, Social; Corporate Governance,
Tobin’s Q; Nilai Perusahaan

1. INTRODUCTION

Human activity is recognized as the primary driver of climate change,
manifested through long-term shifts in the earth’s climate due to rising atmospheric,
oceanic, and land temperatures (United Nations, n.d.; United Nations Development
Programme, 2023). This phenomenon, often referred to as global warming, results
largely from greenhouse gas emissions particularly carbon dioxide (CO-) produced
by fossil fuel consumption (L. H. Huang & Li, 2015; Yilmaz & Can, 2020; Irma,
2024).

To address these challenges, businesses are increasingly expected to adopt
sustainable practices (Li et al., 2023). The Environmental, Social, and Governance
(ESG) framework provides a structured set of indicators for evaluating corporate
sustainability (Stamelos, 2023). The environmental pillar assesses an entity's
response to climate change and observes efforts to preserve the environment
(Trahan & Jantz, 2023). The social pillar reflects responsibility toward society,
while the corporate governance pillar emphasizes standards in conducting business
activities (Rau & Yu, 2024).

Globally, ESG considerations are gaining prominence in investment
decisions, with corporate governance emphasized most strongly in the Americas
and ESG integration more advanced in equity markets than in fixed income (Orsagh
et al., 2018). Nonetheless, ESG adoption continues to face challenges, including
limited comprehension of ESG principles and the lack of standardized benchmarks
for measurement (Orsagh et al., 2018). Meanwhile, the adoption of ESG practices
in Europe has been primarily driven by heightened investor demand for
sustainability-oriented investments (Silvestri & Kamerling, 2024). In parallel, ESG
integration in Asia has gained momentum, with assets under management applying
ESG principles projected to rise sharply from approximately USD 90 billion in
2021 to over USD 500 billion by 2025 (Chan et al., 2022). Despite this growth,
firms in Asia encounter difficulties stemming from heterogeneous reporting
standards and fragmented ESG data. This creates risks of information asymmetrical
and inconsistency, which in turn complicates investor assessment of firms’
sustainability strategies and their preparedness to address climate-related risks
(Chan et al., 2022).

The integration of ESG principles into corporate strategies demonstrates a
positive global trend. According to Baker & Barba (2023), 88 percent of public
companies have initiated ESG pillars in their business activities. Additionally, more
than 90 percent of companies listed on the S&P 500 index have published ESG
reports (Pérez et al., 2022). The implementation of the ESG framework by public
companies in Indonesia is governed by Financial Services Authority Regulation No.
51/POJK.03/2017 on the Implementation of Sustainable Finance for Financial
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Services Institutions, Issuers, and Public Companies. Complementing this
regulatory initiative, the Indonesia Stock Exchange (IDX) has developed
sustainability-focused indices to incentivize and benchmark corporate ESG
performance. In 2009, the IDX, in collaboration with the KEHATI Foundation, has
introduced the Sustainable and Responsible Investment (SRI)-KEHATI Index,
comprising 25 companies recognized for their commitment to responsible
investment and sustainability practices. More recently, in 2022, the IDX launched
the IDX ESG Leaders Index, consisting of 30 companies that demonstrate strong
adherence to ESG principles, thereby reinforcing market mechanisms to promote
sustainable business conduct in Indonesia (Simangunsong et al., 2022).

The implementation of ESG frameworks by companies is driven by several
factors. One of the key determinants involves the emergence of sincere intentions
and altruism (Benabou & Tirole, 2010; Borghesi et al., 2014). This perspective
aligns with the belief among corporate managers that socially responsible business
activities can enhance enterprise value (Rau & Yu, 2024). Empirical evidence
supports this linkage. A study by Hung et al. (2023) demonstrated a direct
correlation, finding that companies with superior ESG performance tend to exhibit
higher valuations. Furthermore, research conducted by the Mandiri Institute reveals
that 90 percent of public companies adopt ESG practices primarily to augment firm
value (Simangunsong et al., 2022).

Although the implementation of ESG by business entities is often motivated
by the expectation of increasing enterprise value, previous research on the influence
of ESG on enterprise value has shown inconclusive results. A significant body of
work indicates a positive correlation. Cheng et al. (2024) find ESG performance in
China positively influences firm value, with the environmental pillar as the main
driver, while Aydogmus et al. (2022) show that aggregate ESG scores significantly
enhance enterprise value. Similarly, Jin & Lei (2023) highlight that ESG fosters
innovation and firm value in China, particularly in private firms, and Wang (2024)
finds ESG disclosure strongly correlated with financial performance. Significant
positive effects are also reported by Oza & Patekar (2024) in Indian service firms,
but not in manufacturing. Conversely, an equally substantial set of studies reports
an insignificant or even negative relationship. Atan et al. (2018) find no significant
relationship between ESG scores and firm value among Malaysian firms, while
Lindawati et al. (2023) conclude that only sustainability performance not ESG
disclosure affects firm value in Indonesian banks. Falzon & Micallef (2022),
Suharto et al. (2024), and Qodary & Tambun (2021) also report non-significant
effects, while Budhiananto & Fatimah (2024) even find ESG negatively impacts
enterprise value.

These different outcomes demonstrate that the relationship is highly
contextual, contingent on various factors. In the literature, it has been identified that
the time horizon plays a role in the impact of ESG adoption on firm value.
Dorfleitner et al. (2014) emphasized that sustainability principles to strengthen firm
fundamentals over the long term. Meanwhile, Rojo-Suérez & Alonso-Conde (2023)
conclude that ESG implementation has no impact in short term but reduces
corporate value creation in the long run through higher equity costs. Furthermore,
industry and ownership structure also influence the relationship, with effects
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varying between service and manufacturing sectors and private versus state-owned
enterprises (Oza & Patekar, 2024; Jin & Lei, 2023).

These divergent findings reflect the absence of consensus in the literature
and underscore the need for further research, particularly in emerging markets such
as Indonesia, to clarify the mechanisms through which ESG performance translates
into enterprise value. Variations and contradictions across studies indicate the
existence of both theoretical and practical knowledge gaps that have yet to be fully
addressed. Moreover, research examining the influence of ESG
implementationmeasured through ESG performance scores on the firm value of
publicly listed companies in Indonesia has not been identifiable. According to
Robinson et al. (2011), this absence of evidence highlights a population gap, given
that Indonesian listed firms have not been sufficiently represented in prior research
samples. Accordingly, this study aims to bridge these gaps by analyzing and
clarifying the effect of ESG implementation on the enterprise value of publicly
listed companies in Indonesia with ESG performance scores in the period of 2021
to 2023.

This study is expected to provide contribution for both scientific
development and practical implications. From an academic perspective, this
research aims to enrich the existing body of knowledge on corporate valuation. By
providing empirical evidence from the Indonesian market, it will specifically clarify
whether ESG implementation acts as a determinant of firm value. The findings are
anticipated to offer a deeper understanding of the relationship between sustainable
business performance and enterprise value within a unique economic context. For
practical implications, this research will provide a valuable insight for investors,
managers, and policymakers in understanding the tangible effects of ESG initiatives
on enterprise value, thereby informing strategic decisions and investment practices.

2. THEORETICAL BACKGROUND AND HYPOTHESIS
DEVELOPMENT

ESG is a framework that enables stakeholders including investors,
consumers, suppliers, and employees to assess how organizations manage
sustainability-related risks and opportunities (Peterdy, 2024). The environmental
dimension covers factors such as greenhouse gas emissions, resource utilization,
and resilience to climate change. The social dimension reflects how firms manage
relationships with stakeholders, including labor practices and broader societal
impact, while the governance dimension concerns leadership, accountability, and
transparency in corporate management. By implementing ESG principles,
companies not only comply with sustainability criteria but also demonstrate
responsibility in environmental stewardship, social engagement, and sound
governance. Thus, through the implementation of ESG, companies can ensure the
creation of long-term value in a sustainable manner (Radyati, 2023). The
stakeholder theory can be used to explain the rationale.

Stakeholder Theory was first published in a book written by Freeman
(1984). In Stakeholder Theory, companies must provide benefits to stakeholders,
namely owners, consumers, suppliers, and employees. Companies aim to provide
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maximum profits for investors. Not only that, but companies must also pay attention
to the community, the environment, and the government. This is because every
party involved in a business plays a role in the sustainability of the company.
Therefore, companies must align the expectations of stakeholders with their
objectives (Freeman, 2010).

The expectations of stakeholders can be reflected in the company's
performance, both financial and non-financial. In the financial aspect, stakeholders
understand the company's performance through financial ratios such as liquidity,
solvency, efficiency, and profitability. On the non-financial side, stakeholders pay
attention to governance and social-environmental aspects related to the company's
operations. In addition to caring about performance, stakeholders also pay attention
to any information that emerges about the company (Fauziah et al., 2024).

In the context of ESG, Stakeholder Theory provides a strong conceptual
basis for why companies engaging in sustainable and ethical business practices can
outperform their peers. ESG performance is essentially a reflection of a firm’s
commitment to its stakeholders. For instance, environmental stewardship addresses
community and regulatory concerns; social responsibility reflects care for
employees and society; and good governance enhances transparency and investor
trust (Benabou & Tirole, 2010; Eccles et al., 2011; Freeman, 1984; Lindawati et al.,
2023). Firms that excel in ESG are seen as more credible, stable, and trustworthy,
characteristics that reduce business risk and enhance firm reputation—two
important intangible assets that are increasingly priced into market valuations
(Eccles et al., 2011).

Empirical evidence supports this view. Sariyer & Tagkin (2022) found that
companies can increase their value by improving environmental, social, and
corporate governance aspects. Through ESG reporting, companies fulfill the rights
of stakeholders, and stakeholders can understand the sustainability performance of
the business. Lindawati et al. (2023) found that sustainability performance in
Indonesian banks had a significant positive influence on firm value, consistent with
stakeholder theory. They argued that strong ESG practices foster trust with
customers and regulators, enhancing firm legitimacy and market perception.
Similarly, Yu & Zhao (2015) showed that firms included in the Dow Jones
Sustainability Index enjoy superior market valuations, especially in countries with
robust stakeholder protections. Institutional investors have begun incorporating
ESG metrics into their decision-making, further reinforcing the stakeholder value
connection (Hoelscher et al., 2024; Lindawati et al., 2023). Under this framework,
the positive relationship between ESG performance and enterprise value is
explained by the firm’s ability to reduce stakeholder conflict, manage reputational
risk, and build long-term goodwill, all of which contribute to better financial
outcomes and higher market valuation. These studies affirm that ESG engagement
can be understood as a strategic response to stakeholder expectations, which, when
executed well, leads to enhanced firm value. According to Dinh (2023), the time
horizon plays a role in determining the impact of ESG on company performance.
Giese et al. (2021) posit that the impact of environmental and social performance is
more long-term in nature, unlike the governance pillar, which can be short-term.
Additionally, Wedajo et al. (2024) suggest that the implementation of the ESG
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pillars incurs short-term expenses, but their impact on company market value is
long-term. In a study by Rojo-Suarez & Alonso-Conde (2023), it is stated that in
the short term, ESG policies do not affect the creation of enterprise value. Another
study was conducted by Eccles et al. (2011) and concluded that over an eighteen-
year period, companies that applied sustainability principles had superior financial
performance compared to those that did not. In the Indonesian context, time horizon
theory is particularly relevant. ESG disclosure only became mandatory in 2020
under POJK No. 51/2017, meaning that both firms and investors are still adjusting
to the new landscape. As ESG reporting becomes more integrated into financial
communication, and as sustainability becomes embedded in corporate strategy,
investors are likely to increasingly reward consistent ESG performance, particularly
when supported by long-term profitability (Lindawati et al., 2023).

The Stakeholder Theory posits that a company's motivation to implement
ESG is not dissociated from the interests of both internal and external parties.
According to Stakeholder Theory, firms are expected to account for the interests of
all stakeholders in their operations (Freeman, 2010), and the adoption of ESG
practices represents a part of this effort. Through ESG implementation, firms can
enhance their reputation among stakeholders, which in turn may contribute to
higher enterprise value (Sariyer & Taskin, 2022). Using time horizon perspective
such sustainability signals are interpreted differently depending on investors’
investment horizons (Block, 1972). ESG initiatives are primarily aims to generate
long-term value and more likely to influence long-term investors (Radyati, 2023).
Many benefits such as reduced regulatory risks, enhanced innovation, greater
employee retention, or customer loyalty do not manifest instantly but accumulate
over time (Wedajo et al., 2024). Therefore, firms that adopt a long-term perspective
are more likely to engage in ESG and ultimately be rewarded by the market.
Similarly, investors who adopt long horizons are better positioned to recognize the
intrinsic value of ESG performance and reflect it in firm valuation (Benabou &
Tirole, 2010). These theoretical perspectives provide a foundation for
understanding how ESG performance contributes to business sustainability and
firm value.

This study examines the impact of the company’s environmental, social, and
governance (ESG) performances as independent variables on enterprise value as the
dependent variable. To control for omitted-variable bias and enhance model
validity, leverage, return on equity (ROE), and firm size are included as control
variables, consistent with the Capital Structure Theory (Pratt & Niculita, 2008;
Graham & Leary, 2011), the Dividend Irrelevance Theory (Miller & Modigliani,
1961), and the concept of Enterprise Value (Damodaran, 2012) as the value of all
company assets, both operational and non-operational. The choice of these control
variables is also consistent with prior empirical work, such as Atan et al. (2018).
The theoretical framework guiding this research is presented in Figure 1.

Building upon a rigorous review of theoretical and empirical literature, this
study formulates its research hypotheses to address the central research question:
Does ESG performance affect enterprise value in publicly listed companies in
Indonesia during the post-regulatory era (2021-2023)?
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Despite growing consensus on the importance of ESG in investment
decisions, empirical findings on the relationship between ESG performance and
firm value remain mixed particularly in emerging markets. The purpose of this
study is to examine whether ESG performance, as measured by Bloomberg ESG
scores, significantly influences enterprise value (proxied by Tobin’s Q) in
Indonesian publicly listed companies between 2021 and 2023. Stakeholder Theory
holds that firms managing environmental, social, and governance responsibilities
build stakeholder trust and legitimacy, which translate into financial benefits
(Eccles et al., 2011; Freeman, 1984). Time horizon perspective posits that ESG
initiatives’ value unfolds over time, especially under consistent implementation
(Benabou & Tirole, 2010; Wedajo et al., 2024).

Independent Variable Dependent Variable
Environmental
Social Enterprise Value
Governance
{ Leverage
/
/
/
Control Variable é — ¥ Size
\
\
\
{ ROE

Figure 1. Theoretical Framework

Previous research by Aydogmus et al. (2022), Cheng et al. (2024), Jin & Lei
(2023), Oza & Patekar (2024), Wang (2024), found that ESG has promoted value
creations. However, non-significant findings were reported by Atan et al. (2018),
Falzon & Micallef (2022), Qodary & Tambun (2021), and Suharto et al. (2024). On
the other hand, Budhiananto & Fatimah (2024) even observed a negative impact of
ESG on enterprise value. Taken together, these findings underscore an unresolved
empirical gap, particularly in the Indonesian context where mandatory ESG
reporting was only institutionalized starting in 2020 through OJK Regulation No.
51/POJK.03/2017.
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H1:

H2:

H3:

The hypotheses formulated in this study are as follows.

Environmental performance significantly and positively affects enterprise
value.

According to Eccles et al. (2011), firms that proactively manage
environmental impact reduce the risk of regulatory sanctions and supply
chain disruptions. In the Indonesian context, this is critical given the
enforcement of OJK Regulation No. 51/2017. In line with Stakeholder
Theory, strong environmental performance can enhance a firm’s reputation
among customers, investors, and regulators who are increasingly
concerned about sustainability. Thus, we hypothesize a positive
relationship between environmental (E) scores and firm value.

Social performance significantly and positively affects enterprise value.
Firms that engage in labor rights, community development, and product
responsibility initiatives are theorized to gain reputation and customer
loyalty. Studies such as Jin & Lei (2023) and Wang (2024) support this
through observed ESG—innovation and ESG—financial performance links,
respectively. According to Stakeholder Theory, attending to social
responsibilities helps a firm build goodwill and trust, which can translate
into tangible financial outcomes like sales growth and innovation capacity
(Eccles etal., 2011; Freeman, 1984; Jin & Lei, 2023). Therefore, we expect
that firms with higher social (S) scores from Bloomberg will, on average,
have higher firm value.

Governance performance significantly and positively affects enterprise
value.

Good governance including board independence, audit transparency, and
shareholder rights has long been associated with stronger investor
confidence. Meta-analyses and emerging market studies (e.g. Aydogmus et
al., 2022) show governance as the most consistently significant ESG pillar.
This study examines whether in an emerging market like Indonesia,
investors place a premium on governance performance. For these reasons,
we expect a positive and significant impact of governance (G) scores on
firm’s value.

3. RESEARCH METHOD

This study utilizes secondary data, such as ESG scores obtained from the

Bloomberg Terminal, financial and market data from the Indonesia Stock Exchange
(IDX), and company financial reports as quoted in Bloomberg. The study period,
2021-2023, was selected to ensure that financial performance data were not
distorted by the COVID-19 pandemic, consistent with Murmu & Nguyen (2024)
who documented its negative effects on firm performance.

The company’s ESG implementation as independent variables are measured

using ESG scores obtained from the Bloomberg Terminal. Meanwhile, Tobin's Q
is employed to measure the value of a company as a dependent variable. The Q ratio
is the ratio between a company's market value and the book value of its assets
(Tobin, 1969) which is measured using the formula in Table 1.
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To address the research questions and objectives, this study employs
inferential statistics using panel data regression, which integrates time-series and
cross-sectional dimensions to generate richer insights and mitigate multicollinearity
(Ghozali, 2018). The model specification to test the effect of ESG implementation
on enterprise value is as follows:

TBQit = o + B1ENVi¢ + B2SOCit + B3GOVit + B4LEVic + BsSIZEi + BsROEit + it

Where TBQj: represents firm value, o is the constant, ENVj;, SOCj, GOVj
consecutively denote the Environmental, Social, and Governance pillars of ESG
implementation. The variables LEVj, SIZE;;, and ROE;; serve as control variables,
and & is the error term.

Table 1. Variable Measurement
Variable Measurement Issue
Tobin’s Q (Market value of equity +

Market value of
debt)/Book value of asset

Environmental Score Bloomberg E score (0-10)  Climate exposure
Greenhouse gas  emissions
management

Water management
Energy management
Ecological impact
Air quality
Waste management

Social Score Bloomberg S score (0-10)  Occupational health and safety
management
Labor and employment practices
Operational risk management
Community rights and relations
Ethics and compliance

Governance Score Bloomberg G score (0-10)  Board composition
Executive compensation
Shareholder rights

Leverage Total debt/Total asset

Firm Size Ln(Total asset)

Return on Equity Net income/Equity

Source: Retrieved from Nunn (2023) and Tobin (1969)

The appropriate estimation model is determined through a series of
specification tests, including the Chow test (Common Effect vs. Fixed Effect),
Hausman test (Fixed Effect vs. Random Effect), and Lagrange Multiplier (LM) test
(Common Effect vs. Random Effect) (Suyadi et al., 2023). Selecting the appropriate
estimation model can improve efficiency in estimating parameters in the regression
model (Basuki & Prawoto, 2019; Ekananda, 2014; Kuncoro, 2003). Once the
estimation model is selected, The Gauss-Markov assumption diagnostics are
performed to ensure the model satisfies the Best Linear Unbiased Estimator
(BLUE) criteria. These include normality testing of residuals, multicollinearity
assessment among independent variables, heteroscedasticity testing to detect
variance inequality, and autocorrelation testing to evaluate temporal dependency
(Gujarati, 2004). Following the estimation of the regression model, several
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statistical tests are conducted to evaluate its explanatory power and significance.
The goodness-of-fit test is used to assess the model’s ability to explain variation in
the dependent variable, measured by the adjusted R-squared coefficient. The F-test
is utilized to evaluate the joint significance of all independent variables, and the t-
test is employed to examine the individual effect of each independent variable on
the dependent variable (Kasmir, 2022). Hypothesis testing is conducted at a 5%
significance level (a = 0.05).

4. RESULTS AND DISCUSSION

The research population comprises all publicly listed firms on the IDX
during 2021-2023. Samples were drawn using purposive sampling (Kasmir, 2022)
with criteria detailed in Table 2. Of the 903 listed firms (Bursa Efek Indonesia,
2023), 118 reported complete ESG scores on Bloomberg. However, companies that
conducted IPOs after 2021 or experienced trading suspensions were excluded,
leaving 94 potential subjects. Boxplots were used to perform data distribution
analysis and identify outliers (Triola, 2015), resulting in a final sample of 23 firms.
The three-year study horizon (2021 to 2023) resulted in 69 firm-year observations
for further analysis.

Descriptive analysis shows that the average Tobin’s Q ratio is 0.875,
ranging from 0.342 to 1.326, with a median of 0.891, suggesting a distribution close
to normal. The environmental (ENV) pillar score ranges from 0.27 to 3.44, with an
average of 1.691. The median ENV score is also close to its average value. In
addition, the social pillar (SOC) exhibits relatively weak performance, with an
average score of 2.731 (median: 2.530) and a wide range from 0.13 to 7.47,
reflecting that while most firms score low, some achieve notably higher social
ratings above 5. Among the three ESG pillars, the governance (GOV) pillar has the
highest average score. The average GOV score is 4.158, with a median of 4.190,
ranging from 2.46 to 5.62. The descriptive statistics are shown in Table 3.

Table 2. Research Sample Selection

Sample Selection Criteria Number of Companies

Public companies listed on the IDX until the end of 2023 903
Company has ESG performance scores for the period from

2021 to 2023 118
Public companies whose shares are actively traded on the 94
IDX from 2021 to 2023

Outlier data 71
Number of companies that can be used in research 23
Number of years of observation 3
Total firm-year observation 69

Table 3. Descriptive Statistics

Variable Obs Mean Median Std. Dev. Min Max

TBQ 69 0.8758 0.8919 0.1905 0.3429 1.3264
ENV 69 1.6911 1.5700 0.8026 0.2700 3.4400
SOC 69 2.7313 2.5300 2.0483 0.1300 7.4700
GOV 69 4.1582 4.1900 0.7329 2.4600 5.6200
LEV 69 0.4894 0.4871 0.2039 0.0810 0.8916
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SIZE 69 40,852,0 35,268,302,0 30,865,545,651,7 860,162,90 112,182,256,
28,801,4 00,000 85.1000 8,000 839,000

26
ROE 69 8.4054 7.5773 5.9168 0.0000 22.7255

Prior to conducting panel data regression, specification tests were performed to
identify the most appropriate estimation model with the selection results
summarized in Table 4. The Chow test, which compares CEM and FEM, yielded a
probability value of 0.0000 (< a.=0.05), indicating FEM is preferred. The Hausman
test, used to distinguish between REM and FEM, produced a probability value of
0.6028 (> a = 0.05), suggesting REM is more suitable. Finally, the Lagrange
Multiplier (LM) test, which compares CEM and REM, resulted in a probability
value of 0.0000 (< a = 0.05), confirming REM as the most appropriate estimation
model. REM estimation employs the Generalized Least Squares (GLS) method,
which offers advantages over Ordinary Least Squares (OLS) by addressing
heteroscedasticity and autocorrelation, thereby ensuring parameter estimates satisfy
the Best Linear Unbiased Estimator (BLUE) properties (Basuki & Prawoto, 2019;
Ekananda, 2014; Gujarati, 2004).

Gauss-Markov assumption tests were conducted to confirm model
efficiency (Basuki & Prawoto, 2019; Ekananda, 2014; Gujarati, 2004; Kuncoro,
2003). The normality test yielded skewness of 0.269, kurtosis of 2.612, and a
Jarque—Bera probability of 0.530 (> a = 0.05), indicating normally distributed
residuals. Multicollinearity tests showed correlation coefficients among
independent variables below 0.50, confirming no multicollinearity issues. The
Glejser test results were statistically insignificant, suggesting no heteroscedasticity.

Table 4. Panel Regression Model Selection

- Model
Test Probability CEM FEM REM
Chow test 0.0000 \%
Hausman test 0.6028 %
Lagrange 0.0000 v
Multiplier test
Table 5. Regression Results
Variable Coefficient Std. Error Prob. (0.=5%)
ENV -0.0543 0.0295 0.0705
SOC -0.0009 0.0130 0.9402
GOV 0.0176 0.0360 0.6267
LEV 0.6079 0.1587 0.0003
SIZE -0.0000 0.0000 0.2536
ROE 0.0091 0.0028 0.0022

The Durbin Watson statistic was 1.559, with critical values dL = 1.3953 and dU =
1.8385, placing the result in the inconclusive zone. Nevertheless, any potential
autocorrelation is mitigated by the GLS estimation procedure, which is robust to
such violations (Basuki & Prawoto, 2019; Ekananda, 2014).

The results of the panel data regression output are presented in Table 5. The
adjusted R-squared value of 0.2608 indicates that ESG variables and the selected
controls explain 26.08% of the variation in enterprise value, while the remaining
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73.92% is attributed to factors outside the model. The F-statistic yields a P-value of
0.000 (< a = 0.05), confirming that the independent variables jointly exert a
significant influence on enterprise value. Thus, ESG performance together with the
control variables significantly affect firm value. However, the F-test does not reveal
the contribution of each ESG pillar, necessitating individual testing through t-
statistics.

The regression results show that the environmental (ENV) pillar has a P-
value of 0.0705 (> 0.05), indicating no significant effect on Tobin’s Q, thus
rejecting Hypothesis 1 (H1). Similarly, the social (SOC) pillar (P = 0.9402) and the
governance (GOV) pillar (P = 0.6267) also exhibit no significant impact on
enterprise value, leading to the rejection of H2 and H3. These results suggest that
ESG implementation does not have any impact on the firm's enterprise value.
Considering the three-year observation horizon (2021-2023), these findings
reinforce the view that ESG pillar performance exerts limited influence on firm’s
value in the short term.

The outcome is consistent with time horizon theory, which posits that the
benefits of investment decisions, including ESG initiatives, are contingent on the
investment period (Block, 1972). ESG activities typically involve upfront costs
whose value-creation effects emerge over the long term (Dinh, 2023). Empirical
evidence supports this view. Wedajo et al. (2024) emphasize that the
implementation of ESG pillars results in short-term expenditures, but their impact
on a company's market value is long-term. Rojo-Suéarez & Alonso-Conde (2023)
report no short-term effects of ESG policies on firm value, while Eccles et al. (2011)
find that firms adopting sustainability practices outperform peers financially over
an eighteen-year horizon.

At the pillar level, this study aligns with prior research showing limited
short-term effects and collectively points to short-term costs and investor priorities
as key explanatory factors. Within the environmental dimension, our results align
with studies by Huang et al. (2014) in Taiwan and Arlita (2019) in Indonesia. Both
concluded that environmental performance had no significant influence on Tobin's
Q, which they attributed to high implementation costs and weak investor responses,
especially in Indonesia where environmental concerns are not as prominent. In the
social dimension, Servaes & Tamayo (2013) reported that Corporate Social
Responsibility (CSR) only enhances firm value under specific conditions, such as
strong reputation and consumer awareness. Haryono & Iskandar (2015) further
specified that social performance in Indonesia does not directly impact firm value
but requires strong underlying financial performance to have an indirect, positive
influence. Similarly, research on the governance pillar corroborates our findings.
Study by Pham et al. (2011) and Chanry et al. (2023) concluded that governance
indicators and GCG scores do not directly influence firm value, as investors tend to
prioritize financial performance and other structural factors such as leverage and
firm size (Chanry et al., 2023); Pham et al., 2011) .

However, the results of this study present a nuanced challenge to the
conventional perspectives of Stakeholder Theory. From a stakeholder perspective
which posits that firms must consider the interests of diverse stakeholders,
including the society, ESG initiatives should logically enhance enterprise value.
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Nevertheless, in the short term, this study finds insufficient evidence to support
such an effect. Our findings indicate an absence of a significant short-term valuation
impact, suggesting that investors do not immediately price these non-financial
signals into their valuations.

5. CONCLUSION

This study aims to predict and elucidate the effect of ESG npillar
implementation on firm’s enterprise value. Using 69 firm-year observations of
public firm in Indonesia Stock Exchange with three-year study horizon (2021 to
2023), the study concluded that ESG pillar implementation does not have a
significant effect on firm value in short term context. This outcome is supported by
a substantial body of empirical literature that highlights the complexities and
temporal lags associated with the ESG-value relationship. Prior studies indicate that
ESG implementation imposes additional short-term costs without delivering
immediate financial benefits (Arlita, 2019; Dorfleitner et al., 2014; Giese et al.,
2021; Rojo-Suérez & Alonso-Conde, 2023; Wedajo et al., 2024). Moreover, ESG
disclosure is not universally perceived as a positive signal, as investors often focus
more on profitability and reputation than on sustainability practices (Chanry et al.,
2023; Haryono & Iskandar, 2015; Pham et al., 2011; Servaes & Tamayo, 2013).

This study contributes empirical evidence that the financial returns on ESG
are not immediate. The absence of a short-term effect should not be interpreted as
a definitive lack of a relationship, but rather as an indication of a temporal lag.
Future research should consequently adopt a longitudinal approach to investigate
the long-term impact of sustained ESG implementation. A longer time horizon may
reveal a significant and positive effect on corporate value creation, a hypothesis
supported by numerous studies that have identified ESG's long-term benefits to
firms' value creation (Eccles et al., 2011; Giese et al., 2021; Wedajo et al., 2024).
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