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This study investigates the influence of Environmental, Social, and Governance
(ESG) performance on firm value, utilizing financial performance as a mediating
variable. This study aims to fill a gap in the literature by examining the indirect
effect of financial performance on the link between ESG and firm value, utilizing a
sample of 24 non-financial businesses listed on the Indonesia Stock Exchange (IDX)
from 2017 to 2024. A quantitative methodology was utilized, employing panel data
regression analysis via the Fixed Effects Model (FEM) to examine the data,
supplemented by tests for heteroskedasticity, endogeneity, and the Sobel and Hayes
Model 4 to reinforce the findings. This study's innovation resides in employing
financial performance as a mediator, offering fresh perspectives on how ESG
activities might indirectly augment firm value via enhanced financial performance.

The findings demonstrate that ESG performance significantly enhances firm value,
but financial performance does not directly affect firm value in the majority of
models. Financial performance serves a crucial mediating function in enhancing the
connection between ESG performance and firm value. It is advised that
organizations amalgamate sustainability initiatives with proficient financial
management to augment long-term firm value. A subsequent study will investigate
additional variables, including governance characteristics, and increase the sample
size to corroborate these findings across diverse industries.

Introduction

A company's financial performance has a significant role in raising its firm value (Kartika & Utami, 2019; Yang &
Jang, 2020). The company's operational efficiency, risk management skills, and ability to produce income
sustainably are all shown by stable performance. In addition to giving stakeholders trust, this kind of financial
stability forges a solid basis for several sustainability activities, including Environmental, Social, and Governance
(ESG) performance (Strine et al., 2020; Choi et al., 2024; Dathe et al., 2024). Effective ESG performance
implementation is a key determinant of a company's capacity to draw in investors in a global economy that is paying
more attention to sustainability issues (Dan et al., 2022; Ahmad et al., 2023; Raut et al., 2023; Aich et al., 2021).
This is because investors are becoming more conscious of environmentally sustainable and socially responsible
corporate operations (Kélbel et al., 2019; Aksoy et al., 2022; Bradford et al., 2017). As a result, steady financial
performance not only keeps the business operating steadily but also plays a crucial role in securing long-term
investment that raises the company's worth on the global market (Agustian et al., 2023).

It is thought that effective ESG implementation enhances a company's reputation, draws in new investors,
and generates long-term value (Park & Jang, 2021; Meng et al., 2023). According to several studies, businesses
that emphasize sustainable investing principles and have the best ESG performance practices are more appealing
to international investors (Lo & Lin, 2023; Wang et al., 2024). ESG performance is linked to boosting public trust
and making businesses more competitive in the marketplace, in addition to enhancing reputation. On the other
side, businesses need substantial financial backing to execute ESG initiatives successfully (Norman et al., 2022;
Kotsantonis et al., 2016; Baid & Jayaraman, 2022). Stability in financial performance is crucial for allocating enough
capital to support these sustainability projects. (Al-Busaidi & Nabi, 2019; Nomeda & Rima, 2016). Put another way,
businesses with strong financial results are often better equipped to deploy funds for ESG performance initiatives
in a way that maximizes their influence on firm value.
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This is in line with stakeholder theory, which explains the relationship between firm value and financial
performance. According to this idea, a company's success is based on its capacity to satisfy the demands and
expectations of many stakeholders, such as the government, society, and the environment, in addition to its financial
returns (Jung, 2024; Aydogmus et al., 2022; Garrido-Ruso et al., 2024; Jang, 2024). Good ESG implementation
reflects a company's commitment to social responsibility and sustainability, thereby enhancing public trust and
corporate reputation (Al-Faisal et al., 2020; Patil et al., 2021). In this context, good financial performance provides
the basis for funding such practices, ensuring that companies focus not only on short-term profits but also on
sustainable growth. Furthermore, financial stability enables companies to consistently support programs that
positively impact society and the environment, thereby strengthening relationships with stakeholders (Sroufe &
Gopalakrishna-Remani, 2019).

From previous studies that indicate the relationship between ESG performance and firm value, some results
show positive, some show negative (Yoon et al., 2018; Bui et al., 2024; Chairani & Siregar, 2021; Rohendi et al.,
2024; Lo & Lin, 2023; Morri et al., 2024; Cheng et al., 2023; Faradila & Effendi, 2023; Bouamra et al., 2023; Wang
et al., 2024; Tan et al., 2024; Jang, 2024; Xu & Zhu, 2024; Chen et al., 2024) These differences in results are
sometimes caused by variations in the ESG performance indicators used, as well as methodological variables in the
research. In addition, most studies focus more on the direct relationship between ESG performance and firm value
without considering the role of financial performance, which can provide a more comprehensive picture of the
relationship (Noh et al., 2024; Aydogmus et al., 2022; Cheng et al., 2023; Aprilina et al., 2025). This fact points to
a gap in previous research, particularly in the area of how financial performance can strengthen the impact of ESG
performance in increasing firm value, so that financial performance has the potential to become a mediating
variable that connects the relationship between ESG performance and company value. Furthermore, there is still
little research conducted in Indonesia that specifically discusses the mediating role of financial performance in the
relationship between ESG performance and company value in non-financial companies during the period 2017-
2024.

By using financial performance as a mediating variable, this study attempts to investigate the impact of
ESG performance adoption on firm value in light of the research gap. By taking into account the company's financial
health as a factor that might reinforce the link between ESG performance and firm value, this research aims to
provide a fresh viewpoint. It is anticipated that this research will provide comprehensive empirical evidence on the
role of financial performance as a mediator in raising firm value by using panel data of Indonesia Stock Exchange
(IDX) businesses that have adopted ESG performance between 2017 and 2024. This research will examine the ideas
put forward and aid in management decision-making about sustainable investment using panel regression analysis.
Therefore, it is anticipated that this research will not only close the gap in the literature but also provide
organizations with strategic advice for improving financial performance and ESG performance practices in order to
sustainably boost firm value.

Literature Review
Stakeholder Theory

The stakeholder theory states that, in addition to financial profits, a company's performance is determined by its
ability to meet the needs and expectations of various stakeholders, including the government, society, and the
environment (Jung, 2024; Aydogmus et al., 2022; Garrido-Ruso et al., 2024; Jang, 2024). Therefore, to ensure its
long-term sustainability, a company must maintain relationships with its stakeholders.

This theory emphasizes that to meet stakeholder expectations in the context of financial accounting,
companies must implement ethical business practices and provide transparent information (Wardani et al., 2025;
Sroufe & Gopalakrishna-Remani, 2019). According to (Al-Faisal et al., 2020; Patil et al., 2021) one way a company
can improve its reputation, investor confidence, and operational stability is by implementing ESG (Environmental,
Social, and Governance).

ESG Performance and Firm Value

Stakeholder theory holds that a company's long-term performance is impacted by the welfare of its workers, the
community, and the environment, in addition to the interests of its shareholders (Jung, 2024; Aydogmus et al.,
2022; Garrido-Ruso et al., 2024; Jang, 2024). According to this notion, businesses that prioritize the well-being of
their workers, the community, and the environment will have an easier time succeeding in the long run. Stakeholder
support and a favorable perception of business operations may boost a company's reputation and loyalty, which
can raise its worth.

Prior research indicates that the adoption of ESG can improve a company's reputation, competitiveness,
and market stability (De Luca et al., 2020; Qureshi et al., 2021; Chen et al., 2023). Moreover, several studies
demonstrate that effectively executed ESG enhances firm value by fostering investor confidence and bolstering
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market legitimacy (Yoon et al., 2018; Chairani & Siregar, 2021; Rohendi et al., 2024; Velte, 2017). However, even
though numerous studies demonstrate the beneficial effects of ESG on firm value, other research indicates that
these effects are not always significant, particularly in developing nations where investors place a higher priority
on short-term profitability than sustainability considerations (Duque-Grisales & Aguilera-Caracuel, 2019;
Aydogmus et al., 2022). Based on these findings, this study proposes the following hypothesis.

H;: ESG performance has a positive impact on firm value.

ESG Performance and Financial Performance

Environmental, Social, and Governance (ESG) initiatives can affect corporate valuation and enhance financial
performance. Organisations using sustainable policies often mitigate legal concerns, save operational expenses,
enhance energy efficiency, and fortify connections with investors and consumers (Yoon et al., 2018; Cheng et al.,
2023). These factors positively influence profitability, as seen by financial performance metrics such as ROA, ROE,
and profit margins. Prior research indicates that ESG may enhance a company's financial performance by delivering
substantial additional value in both the short and long term (Chairani & Siregar, 2021; Qureshi et al., 2021).
Consequently, it is anticipated that proficient ESG implementation would positively influence a company's financial
success.

While ESG may yield long-term advantages, certain studies indicate that the adoption of ESG practices
can incur supplementary costs for organisations, potentially resulting in a transient decrease in financial
performance, primarily due to the substantial investments needed for eco-friendly technologies and other
sustainability efforts ( Nayyar et al., 2023; Font & Lynes, 2018). The correlation between ESG and financial success
is not consistently linear; in many instances, the initial expenses associated with adopting ESG practices may impede
short-term financial performance enhancements. This study posits the following hypothesis based on these
observations.

H,: ESG performance has a positive impact on financial performance.

Financial Performance and Firm Value

The financial performance significantly influences a company's valuation. Organizations exhibiting strong financial
performance can execute sustainable business plans and enhance resource management efficiency. Robust financial
performance mitigates conflicts of interest between management and shareholders, therefore enhancing investor
confidence in the company's prospects (Al-Busaidi & Nabi, 2019; Kalyar et al., 2019). Prior research has
demonstrated that financial success positively enhances firm value, since organizations exhibiting strong
profitability are more appealing to investors (Yoon et al., 2018; Chairani & Siregar, 2021) . This suggests that robust
financial performance may significantly enhance a company's appeal to investors and, thus, elevate its value.
Nevertheless, several studies indicate that superior financial performance does not inherently enhance firm
value if the market views the company as possessing inadequate governance or reputational risk (Mishra & Kapil,
2017). In summary, while strong financial performance can enhance a firm's appeal, variables such as reputation
and corporate governance significantly influence market evaluations of firm value. The correlation between
financial success and firm value is not invariably straightforward and is contingent upon the market's view of
additional factors, including corporate governance and reputation. This study posits the following hypothesis based
on these observations.
Hs;: Financial performance has a positive impact on firm value.

Mediating Role of Financial Performance

In the context of stakeholder theory, financial performance may serve as a mediating variable in the association
between ESG and firm value. Organizations exhibiting robust financial performance have an enhanced capability
to execute ESG principles successfully and showcase managerial proficiency in resource allocation. This scenario
enhances investor trust in the firm's capacity to maintain sustainable operations while preserving profitability,
thereby elevating firm value (Jung, 2024; Aydogmus et al., 2022; Garrido-Ruso et al., 2024; Jang, 2024).
Consequently, this study posits the subsequent hypothesis.

Within the framework of stakeholder theory, financial performance may act as an intermediary variable in
the correlation between ESG and firm value. Organizations exhibiting robust financial performance are more
capable of effectively implementing ESG principles and showcasing executive proficiency in resource allocation.
This also demonstrates management proficiency in overseeing sustainable operations while maintaining
profitability, a crucial factor in increasing the company's appeal to investors (Jung, 2024; Aydogmus et al., 2022;
Garrido-Ruso et al., 2024; Jang, 2024).

Robust financial performance enhances investor trust in the company's capacity to retain operating viability
while preserving long-term profitability. This indicates that financial success serves not just as a measure of financial
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health but also as a catalyst for the adoption of ESG practices inside firms. Consequently, the effective
implementation of ESG may impact firm value, with robust financial performance serving as a mediator that
enhances the effect of ESG on firm value (Yoon et al., 2018; Chairani & Siregar, 2021; Rohendi et al., 2024; Velte,
2017). This analysis leads to the formulation of the following hypothesis

Ha: Financial performance plays a positive role in mediating the relationship between ESG performance and firm
value.

Research Method

This research is a quantitative study that uses panel data from non-financial companies listed on the Indonesia Stock
Exchange (IDX) during the period 2017 to 2023. As shown on Table 1, the study includes 817 non-financial
companies with a total population of 5.719, with sample selection carried out through purposive sampling
techniques based on certain criteria, namely: the company is consistently listed on the IDX during the observation
period, does not experience delisting or prolonged suspension, and has complete and publicly accessible annual
reports and sustainability reports.

Table 1. Research sample data list

Information Total
Non-financial sector companies listed on the IDX 817 Companies
Companies that do not meet the criteria 793 Companies
Companies used as research samples 24 Companies
Research year 7 Year
Number of research sample data 168 data

Source: Processed by Authors (2025)

Based on these criteria, 24 companies were selected with a total sample size of 168 research samples. The
data source used is secondary data obtained from the official IDX website and each company's website and
sustainability reports that contain information on ESG (Environmental, Social, and Governance) performance
practices. The data collection technique was carried out through documentation of the company's financial
statements and annual sustainability reports during the 2017-2023 period.

The research variables consist of ESG performance as the independent variable, financial performance
measured by Return on Assets (ROA), using the formula as shown on Table 2.

Table 2 measurement of variables

Description Formula Citation
Financial ROA — Net Profit (Maulana & Suhartati,
Performance " Total Assets 2022)

Stock market value + Total book value of debt

(Arief, 2020)
Total Assets

Firm Value Tobin's Q =

Source: Processed by Authors (2025)

In addition, revenue growth is used as the control variable. The operationalization of variables is conducted through
three regression models, which measure the direct and indirect effects of ESG performance on firm value through
financial performance.

The data were analyzed using panel data regression with the Fixed Effect Model (FEM) approach. The FEM
approach was chosen based on the results of the Chow and Hausman tests, where the results show that the FEM
model is the most appropriate model to use (probability <0.05), because it can capture the individual characteristics
of each company in the sample. This study also uses the Heckman, endogeneity, Sobel, and Hayes models. 4. The
regression model used in this study consists of three main equations according to Hayes' model no 4, namely:

1. ROA = a; + ESG + Y3, Growth Revenue + e
2. Tobin's Q = a; + ROA + Y8, Growth Revenue + e
3.  Tobin's Q = a; + ESG + Y3, Growth Revenue + e

With ROA serving as a mediating variable, these three models are intended to evaluate the direct and
indirect effects of ESG performance on firm value. This method seeks to assess how much ESG performance
contributes to boosting firm value using metrics related to financial performance. Has comprehensive and openly
available annual reports and sustainability reports, is not delisted or suspended for an extended length of time, and
is listed on the IDX during the observation period.
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Results and Discussion

Result
Table 3. Descriptive Statistics
Min Max Average Std. Deviasi
Firm Value 12.820 26.380 22.415 3.821
ESG 0.760 5.530 2.852 0.249
Financial Performance -0.359 1.283 0.138 0.213
Growth Revenue -0.345 1.034 0.110 0.251

Source: Processed by Authors (2025)

Table 3 shows that the Firm Value, assessed by Tobin's Q in the sample, is favorable, suggesting that the sampled
organizations exhibit efficiency, as the standard deviation values for Firm Value, ESG, and Financial Performance
variables are less than the mean value of 22.415. The use of ESG in the sample firms is favorable, as the average value
exceeds the standard deviation of 24.9%. The Financial Performance averages 13.8%, indicating that the sample is
classified as good; a better Financial Performance correlates with increased profitability for the organization.

Table 4. Paerwise Correlation

Firm Value ESG Financial Performance Growth Revenue
Firm Value 1.000
ESG -0.182%** 1.000
Financial -0.233%** 0.166** 1.000
Performance
Growth Revenue -0.184** 0.035 0.699*** 1.000

Note: *** significance at 0.01 level; ** significance at 0.05 level; *significance at 0.1 level
Source: Processed by Authors (2025)

The findings of the Pairwise association test shown in Table 4 demonstrate a substantial negative
association with firm value. ESG has a negative correlation of -0.182 with firm value at a significance level of 5%,
suggesting that an increase in a company's ESG rating corresponds to a decrease in its overall worth. Conversely,
financial performance exhibits a negative correlation with firm value of 0.233 at a significance level of 1%, while
revenue growth demonstrates a negative correlation with firm value of 0.184 at a significance level of 5%,
indicating that financial performance and revenue growth do not consistently correspond with firm value.

Moreover, Financial Performance exhibits a positive correlation with ESG at the 5% significance level,
indicating that organizations adopting ESG practices often have favorable financial outcomes. Conversely, Growth
Revenue exhibits no correlation with ESG, indicating that ESG is not a determinant of revenue augmentation. In
contrast, Financial Performance and Growth Revenue are positively correlated at the 1% significance level,
suggesting that robust financial performance can impact company growth.

The analytical findings from the Chow Test, Hausman Test, and Lagrange Multiplier Test, as shown in
Tables 5, 6, and 7, demonstrate that the fixed effect model (FEM) is more suitable than the random effect model
(REM) and common effect model (CEM) in this study. The Hausman Test and Lagrange Test findings reveal
probability values (prob) below 0.05, suggesting that the FEM model is a better appropriate for elucidating the
relationship between variables in this investigation.

The findings of the multiple linear regression in Table 5 indicate a positive and substantial correlation
between firm value, as assessed by Tobin's Q, and ESG. The Fixed Effect Model (FEM) test findings indicated an
ESG coefficient value of 0.224, with a significance level of 1%. The results demonstrate that ESG performance
significantly influences firm profitability, hence enhancing the total value of the organization.

Table 5. Analysis Results of ESG to Firm Value

Firm value CEM FEM REM
Constanta 24.003(0.727)*** 24.341(0.712)*** 21.776(0.089)*** 21.798(0.795)*** 22.345(0.636)*** 22.314(0.617)***
ESG -0.557(0.233)**  -0.553(0.226)** 0.224(0.030)***  0.226(0.027)***  0.2221(0.030)*** 0.224(0.270)***
Control Variable:
Growth Revenue -2.524(1.073)** 0.252(0.073)*%** 0.248(0.074)***
F Score 5.69%* 5.69%%* 54.69%** 38.88%*:* 52.8%%* 74.12%**
Adj R Square 0.027 0.056 0.287 0.095 0.287 0.267
Chow Test O***
Hausman Test -0.64%***

Lagrange Test 493.29

Note: *** significance at 0.01 level; ** significance at 0.05 level; *significance at 0.1 level
Source: Processed by Authors (2025)
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Table 6. Analysis Results of Financial Performance and ESG

Financial Performance CEM FEM REM
Constanta 0.532(0.021)***  0.486(0.020)**  0.150(0.021)***  0.126(0.019)***  0.1140.024)***  0.096(0.023)***
ESG 0.220(0.007)***  0.219(0.007)*** -0.120(0.007)* -0.003(0.007) -0.003(0.007) -0.001(0.006)
Control Variable:
Growth Revenue 0.429(0.031)** 0.093(0.018)*** 0.091(0.018)***
F Score 11.22%** 6.61%%** 2.81%* 14.77%** 0.24 24, 79%**
Adj R Square 0.058 0.063 0.057 0.075 0.020 0.175
Chow Test Q***
Hausman Test 7.28%**
Lagrange Test 24.04

Note: *** significance at 0.01 level; ** significance at 0.05 level; *significance at 0.1 level
Source: Processed by Authors (2025)

Table 7. Analysis Results of Firm Value and Financial Performance

Firm Value CEM FEM REM
Constanta 22.848(0.429)*** 23.083(0.427)*** 22.488(0.054)*** 22.537(0.050)*** 23.020(0.637)*** 23.137(0.607)***
Financial Performance -3.729(2.690) -2.805(0.634) -0.630(0.453) -0.814(0.427)* -0.656(0.422) -0.832(0.431)
Control Variable:

Growth Revenue -2.487(1.094)** 0.256(0.098)** 0.254(0.099)*
F Score 1.92 3.46%* 2.22 3.8 2.24 7.46%*

Adj R Square 0.011 0.029 0.016 0.054 0.016 0.054

Chow Test 0.000%**

Hausman Test -0.2%**

Lagrange Test 444.25

Note: *** significance at 0.01 level; ** significance at 0.05 level; *significance at 0.1 level
Source: Processed by Authors (2025)

The analytical results in the second model, shown in Table 6, indicate that Financial Performance does not
significantly influence ESG performance when employing the Fixed Effect Model (FEM). In the Common Effect
Model (CEM), ROA demonstrates a positive and substantial impact on ESG, with a coefficient of 0.220 at a 1%
significance level. This conclusion suggests that the impact of ESG on firm profitability is only significantly
observed in the pooled model, which fails to consider heterogeneity among firms. Consequently, variations in
estimation techniques significantly influence the interpretation of the link between ESG and firm financial
performance.

Additionally, the third model illustrated in Table 7 involved an examination of the correlation between
firm value, as assessed by Tobin's Q ratio, and financial performance, evaluated by Financial Performance metrics.
The study results demonstrate that Financial Performance adversely and significantly impacts firm value in the Fixed
Effect Model (FEM), with a coefficient of -0.814 and a significance level of 10%. This discovery suggests that
corporate profitability affects firm value.

The income growth control variable exhibits a positive and large impact on firm value in the Fixed Effect
Model (FEM). This discovery suggests that the expansion of corporate income enhances firm value. The F Score
variable consistently has a large positive impact across nearly all estimation methods employed. This suggests that
the quality of financial statements, as indicated by the F Score, significantly impacts firm value, aligning with
research that asserts dependable financial information bolsters investor trust.

According to the three preceding analyses, it can be stated that profitability, as assessed by Financial
Performance, does not significantly mediate the link between ESG performance and firm value. The little direct
impact of Financial Performance on firm value is seen in the majority of the estimating methods.

Table 8. Analysis Results of the Sobel Test

Variable Coefficient
Coefficient 1 0.126
Coefficient 2 22.537
Standard Error 1 0.020
Standard Error 2 0.050
Sobel Test 6.439

Source: Processed by Authors (2025)

The Sobel Test findings in Table 8 demonstrate statistical significance with a value of 6.439, showing that
Financial Performance continues to serve as an indirect mediator in the link between ESG and firm value.
Consequently, while the direct influence is variable, the significance of Financial Performance as a mediator is
statistically pertinent for inclusion in the analytical model.
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Table 9. Heckman Two-Stage Least Squares

Variable First Stage Second Stage

ESG Firm Value (FEM)
Board Meeting -0.065(0.871)
ESG 0.226(0.267)***
Growth Revenue -0.631(1.623) 0.252(0.073)***
Constanta 23.216(2.389)*** 21.798(0.079)***
Year FE Yes Yes
Industry FE No No
Wald Chi 9.86** 9.86%*
N 168 168

Note: *** significance at 0.01 level; ** significance at 0.05 level; *significance at 0.1 level
Source: Processed by Authors (2025)

The findings of the Heckman Two Stage Least Squares test presented in Table 9 demonstrate that the
Board Meeting instrument exerts no significant influence on ESG, evidenced by a coefficient of -0.065 and a
standard error of 0.871, indicating that board meetings are not a suitable variable for elucidating the variation in
ESG. Moreover, employing the firm value variable through the FEM technique reveals a substantial correlation
between ESG and firm value, with a coefficient of 0.226 at the 1% significance level, suggesting that ESG is a
potent variable in elucidating the fluctuations in firm value.

The control variable, Growth Revenue, demonstrates a substantial positive impact on Firm Value, with a
coefficient of 0.252 and a standard error of 0.267 at a 1% significance level. This model accounts for the influence
of the year in managing temporal variations but excludes industry influences from the study. The constant has a
significance level of 1% for the variable, indicating that the firm's value possesses a robust baseline. The Chi-square
score demonstrates significance at the 5% level with a coefficient of 9.86, signifying that the model is effective in
yielding accurate estimations.

Table 10. Endogeneity Test

Variable Stage Regression

Board Meeting -0.000(0.009)
Cons 23.099(0.887)***
Control Variable -0.586(0.513)
Industry Effect Yes

Year Effect Yes

R? 0.055

N 168

Note: *** significance at 0.01 level; ** significance at 0.05 level; *significance at 0.1 level
Source: Processed by Authors (2025)

The Two-Step GMM Endogeneity test presented in Table 10 indicates that the frequency of board meetings
has no influence on the dependent variable, evidenced by a coefficient of -0.000 and a standard error of 0.009. This
outcome is substantiated by a minimal value of 0.0055, signifying that board meetings are not pertinent to the
dependent variable.

Table 11. Hayes Model no 4 (Mediation Testing)

ROA Coefficient
Constant 0.122 (0.083)
ESG 0.021 (0.009)**

Growth revenue 0.545 (0.045)***
Note: *** significance at 0.01 level; ** significance at 0.05 level; *significance at 0.1 level
Source: Processed by Authors (2025)

Table 11 analyzes the impact of ESG factors and revenue growth on ROA, showing that ESG has a positive
coefficient of 0.021 at a significance level of 5%, indicating a positive correlation between better ESG performance
and financial performance, as indicated by ROA. This suggests that organizations that are adept at implementing
ESG principles generally demonstrate better financial success. The revenue growth variable has a coefficient of
0.545, which is highly significant at the 1% statistical level, indicating that company revenue growth influences
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financial performance. The constant in this model has a coefficient of 0.122; however, this coefficient is not
significant, indicating that other factors outside those analyzed also influence financial success.

Discussion
ESG performance and firm value

The test findings in this study indicate a negative link between ESG performance and firm value in some models,
while other models have a favorable influence. The regression findings utilizing the Fixed Effect model indicate
that ESG performance significantly influences firm value; however, certain studies reveal a tendency for this effect
to be negative. Prior research, including investigations by (Qureshi et al., 2021), corroborates these findings,
indicating that firms implementing robust ESG policies generally witness enhancements in reputation and investor
appeal, hence augmenting corporate value. This study also identified results that contradict these findings, as
indicated by (Duque-Grisales & Aguilera-Caracuel, 2019), who discovered that in emerging markets, investors
frequently prioritize short-term profits over sustainability considerations, potentially elucidating the negative
correlation between ESG and company value in specific models.

These findings align with stakeholder theory, which posits that a company's performance relies not just on
shareholder interests but also on the well-being of employees, society, and the environment. In this context, strong
ESG performance signifies a company's dedication to social responsibility and sustainability, therefore bolstering
its reputation and augmenting public trust (Jung, 2024; Aydogmus et al., 2022; Garrido-Ruso et al., 2024; Jang,
2024). Nonetheless, the adverse outcomes in certain models indicate that in markets emphasizing short-term gains,
ESG performance may not be fully recognized by investors, who seek immediate profitability. Consequently, while
ESG performance has the potential to enhance corporate value over the long term, organizations have hurdles in
persuading investors of the enduring advantages of sustainability.

ESG performance and financial performance

This study's results indicate that ESG performance positively influences financial success, specifically as assessed
by Return on Assets (ROA). This corroborates the conclusions of other research, like (Chairani & Siregar, 2021;
Qureshi et al., 2021), indicating that the adoption of ESG may enhance a company's financial performance via
operational efficiency and improved risk management. This study indicates that, in the near term, organizations
newly adopting ESG may see a temporary decrease in financial performance due to substantial initial expenditures,
as evidenced by (Nayyar et al., 2023; Font & Lynes, 2018). Consequently, although the long-term advantages of
ESG implementation are evident, its short-term effects may fluctuate based on a company's preparedness to execute
ESG principles effectively.

Within the stakeholder theory framework, these findings indicate that organizations that proficiently
execute ESG practices benefit not just shareholders but also other stakeholders, including employees, the
community, and the environment. Effective ESG practices may save operational expenses via resource efficiency,
enhance customer relations, and mitigate legal and reputational issues (Jung, 2024; Aydogmus et al., 2022; Garrido-
Ruso et al., 2024; Jang, 2024). This study highlights the need for proficient management in overseeing the initial
expenditure necessary for ESG implementation to ensure a favorable long-term impact on financial performance.
The correlation between ESG performance and financial performance demonstrates the interplay between
sustainability and financial success, which are mutually reinforcing under the stakeholder theory paradigm.

Financial Performance and Firm Value

The analysis results demonstrate that financial performance positively influences firm value, with measurements
such as ROA and Tobin's Q demonstrating a substantial correlation. Prior research, like that of (Yoon et al., 2018;
Chairani & Siregar, 2021), corroborates that firms exhibiting strong financial performance are more appealing to
investors, hence enhancing business value. The analysis results indicate that, in certain models, financial
performance is inversely correlated with company value, suggesting that additional factors, such as the quality of
corporate governance and company reputation, also influence market assessments of company value. (Mishra &
Kapil, 2017) demonstrate that while robust financial performance is crucial, elements such as effective governance
and risk management may also affect the market's evaluation of a company's worth.

Within the framework of stakeholder theory, the correlation between financial performance and corporate
value indicates that organizations proficient in managing their financial performance may cultivate stakeholder
trust, thus enhancing corporate value (Jung, 2024; Aydogmus et al., 2022; Garrido-Ruso et al., 2024; Jang, 2024).
This study demonstrates that while strong financial performance enhances business value, variables such as
corporate governance and effective reputation management significantly impact market evaluations of firm value.
Consequently, firms must guarantee that, while sustaining financial performance, they also focus on governance
and reputation to enhance the entire corporate value.
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Mediating Role of Financial Performance

The Sobel test findings in this study demonstrate that financial success serves as a key mediating variable in the
association between ESG performance and corporate value. This study establishes that enterprises exhibiting strong
financial performance are more capable of allocating resources to ESG activities, thereby enhancing company value.
This conclusion aligns with the research conducted by (Chairani & Siregar, 2021), which demonstrates that robust
financial performance might enhance the correlation between ESG and corporate value. Nonetheless, while this
mediating effect is substantial, the direct influence of ESG on business value is not consistently observed across
models, indicating that additional variables may affect this relationship.

Within the stakeholder theory framework (Jung, 2024; Aydogmus et al., 2022; Garrido-Ruso et al., 2024;
Jang, 2024)These findings indicate that financial performance functions not just as an indicator of a company's
fiscal well-being but also as a catalyst facilitating the enhancement of ESG practices. Consequently, firms with
enhanced financial stability may more readily devote resources to sustainable ESG implementation, thereby
potentially augmenting corporate value. These findings substantiate the perspective in stakeholder theory that a
company's enduring success is contingent not just upon financial gains, but also on its contributions to the welfare
of a wider array of stakeholders, encompassing society and the environment.

Conclusion

According to the study's findings, implementing environmental, social, and governance (ESG) performance has
been shown to increase a company's worth. These results also demonstrate that this association is somewhat
mediated by financial performance. As a result, good ESG policies enhance stakeholder views while also bolstering
the company's financial resilience, which eventually raises firm value.

This study contains a number of limitations that should be taken into account despite its empirical
contribution. The results' generalizability may be impacted by the very small sample size and brief observation
duration. Furthermore, the study methodology was unable to capture the dynamism of ESG's impact on firm value
over a longer time horizon since it did not employ a long-term longitudinal strategy. Additionally, other elements
that may improve both the theoretical and empirical models—such as workforce size and board gender diversity—
are not included in the analytical model.

In order to fully capture changes in ESG behavior, it is advised that future studies employ a larger sample
size and a longer observation time. To further our comprehension of the processes underlying the link between
ESG performance, financial success, and business value, future study might potentially include additional factors
as mediating or moderating variables, especially governance and firm characteristics.
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