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Abstract: This study aims to analyze the effect of Environmental, Social, and Governance (ESG) 
performance and capital structure on firm value in the manufacturing sector listed on the Indonesia 
Stock Exchange (IDX) for the period 2019–2023. ESG performance is measured using individual and 
combined scores from LSEG Datastream (Refinitiv). Capital structure is proxied by the Debt-to-Equity 
Ratio (DER), while firm value is measured using the Tobin’s Q ratio. This research adopts a 
quantitative approach using panel data regression analysis. The sample consists of 20 manufacturing 
firms selected through purposive sampling. Control variables include firm size, profitability (ROA), 
and macroeconomic factors such as stock return sensitivity to inflation, interest rate changes, and 
global oil price fluctuations. The results show that partially, both individual and combined ESG scores, 
as well as capital structure, do not significantly affect firm value. However, ESG performance and 
capital structure jointly have a significant effect on firm value. 
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Introduction 

A company is established to achieve the 
objectives set by its owners and management 
(Oktrima, 2017). For owners or shareholders, 
the primary goal is to generate optimal profits, 
earn returns on invested capital, and create 
welfare for both owners and employees. On the 
other hand, management focuses on achieving 
performance targets, which not only reflect the 
success of running the business but also serve 
as indicators of managerial effectiveness. 
Moreover, a business entity is expected to 
accommodate the needs, expectations, and 
demands of various stakeholders such as the 
public, communities, consumers, labor, 
government authorities, and suppliers 
(Freeman, 1984). This condition pushes 
companies to take strategic steps, optimize 
value creation processes, and maintain long-
term performance and business continuity 
(Mahajan et al., 2023). 

One of the key aspects in realizing 
these objectives is firm value, which reflects the 

market's perception of a company’s business 
prospects (Yanti & Darmayanti, 2019). Firm 
value represents the company's current 
condition and is believed to capture future 
business prospects. It therefore becomes a 
major consideration for both current and 
potential investors in making investment 
decisions (Khoiroh et al., 2024). This highlights 
the importance of investors’ assessment of firm 
value in projecting potential returns. Investors 
assess various factors to evaluate a company's 
worth and prospects to ensure that expected 
returns are aligned with the risk they undertake. 

Investor behavior has shifted 
significantly in recent years. Investors no 
longer rely solely on financial indicators in 
assessing corporate performance. Non-
financial disclosures, particularly those related 
to sustainability, have gained increasing 
attention (Ernst & Young, 2017). Sustainability 
encompasses environmental, social, and 
governance (ESG) dimensions. The 
environmental dimension focuses on risk 
mitigation related to environmental 
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degradation, such as preventing pollution and 
addressing climate change. The social 
dimension covers human rights protection, 
equality, and stakeholder relations, including 
employees, consumers, and communities 
(Shahrun et al., 2024). Governance includes 
risk management, transparency, accountability, 
and integrity practices. 

ESG measures are increasingly utilized 
to evaluate listed companies due to their 
relevance to investment performance and 
ethical considerations (Amir & Serafeim, 
2018). Gillan et al. (2021) also confirm that 
non-financial factors, such as ESG 
performance, have become indicators of a 
firm’s long-term risks and opportunities. Amir 
& Serafeim (2018) note that institutional 
investors are incorporating ESG performance 
into their investment strategies due to its proven 
impact on corporate reputation, risk 
management, and long-term growth potential. 

The concept of ESG has become a 
central issue in global business and investment 
practices. According to the United Nations 
Principles for Responsible Investment (UN 
PRI), signatories are integrating ESG criteria 
into their investment processes to support a 
sustainable financial system (Bauckloh et al., 
2023). Furthermore, ESG reflects the 
implementation of the Sustainable 
Development Goals (SDGs), a global agenda 
led by the United Nations (UN) to achieve 
sustainable development by 2030. 

ESG investment in Indonesia has been 
trusted and implemented by retail and 
institutional investors, and is only awaiting 
more active efforts from regulators (Tamara & 
Budiman, 2022). Sustainability and ESG have 
become priorities in several Indonesian plans, 
such as the Green Taxonomy launched in 2022, 
the Indonesia Stock Exchange (IDX) joining 
the SSE (Sustainable Stock Exchanges), the 
existence of an ESG index, and the 
empowerment of women on the IDX board of 
directors (Bursa Efek Indonesia, 2023). 

In Indonesia, the issue of sustainability 
has been accommodated through regulations set 
out in the Financial Services Authority 
Regulation (POJK) No. 51/POJK.03/2017 
concerning the Implementation of Sustainable 
Finance for Financial Services Institutions, 
Issuers, and Public Companies. This regulation 
mandates several categories of companies to 
prepare and disclose sustainability reports. 
With the existence of this regulation, Indonesia 

demonstrates its commitment to promoting the 
principles of sustainable finance and ensuring 
transparency in environmental, social, and 
governance (ESG) reporting. Since its 
implementation, the number of issuers 
submitting sustainability reports has increased 
significantly, reaching 873 issuers or 97% of 
the total listed companies in 2023 (Katadata, 
2024). 

ESG performance has been proven to 
enhance firm value (Aydoğmuş et al., 2022), 
with overall ESG scores showing a positive and 
significant relationship with both firm value 
and profitability. A similar study conducted on 
listed companies in Japan also indicates that 
environmental, social, and governance (ESG) 
initiatives contribute positively to firm value 
(Chen et al., 2024). In Indonesia, similar 
findings were reported, where ESG 
performance positively affects firm value (Adhi 
& Cahyonowati, 2023). 

Conversely, some studies show 
opposite results. Prabawati & Rahmawati 
(2022), in their study on ASEAN countries, 
found that ESG negatively affects firm value. 
Stakeholders in developing countries generally 
do not emphasize non-financial factors. 
Investors prioritize financial aspects in 
decision-making; therefore, high ESG scores 
are not viewed as an advantage for firms. This 
finding aligns with Fahad & Busru (2020), who 
concluded that ESG scores negatively affect 
firm value in India. The reason lies in the lack 
of positive corporate behavior toward CSR 
activities, the absence of a sustainable 
investment culture among investors, and the 
insensitivity of consumers toward CSR 
practices compared to those in developed 
countries. Investors perceive ESG disclosures 
as a wasteful investment used by management 
to enhance firm value for personal gain rather 
than shareholder interest (Möller et al., 2015). 

A study on Malaysian issuers revealed 
that ESG performance has no significant 
relationship with firm value (Atan et al., 2018). 
Similar results were found in studies on non-
financial companies listed in Indonesia, where 
ESG disclosure levels do not significantly 
affect firm value. It is believed that firm value 
is more influenced by other factors beyond ESG 
disclosure. Whether ESG disclosure is minimal 
or optimal, it does not significantly influence 
market value (Rohendi et al., 2024). 

One relevant industrial sector to 
examine this phenomenon is the manufacturing 
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sector, often categorized as ESG-concerned. 
The high ESG risk rating in manufacturing 
subsectors, such as consumer staples (31.6) and 
healthcare (30.9), indicates the substantial 
exposure to environmental, social, and 
governance risks inherent in their operational 
activities (Karoui et al., 2023). According to 
Climate Watch (2024), total greenhouse gas 
(GHG) emissions from the 
Manufacturing/Construction and Industrial 
Processes sectors in Indonesia reached 198 Mt 
CO₂e. Of this total, the 
Manufacturing/Construction sector contributed 
162.18 Mt CO₂e, while the Industrial Processes 
sector contributed approximately 36.30 Mt 
CO₂e. Emissions from these sectors continue to 
increase annually.  

However, on the other hand, the 
manufacturing sector serves as a backbone of 
the national economy. According to Badan 
Pusat Statistik Indonesia (2024), national 
income from the manufacturing sector in 2023 
amounted to IDR 3,900.1 trillion, making it the 
highest contributor to national income. In both 
nominal and real terms, this sector consistently 
contributes the most to the country’s value-
added creation. In 2023, the nominal value 
added of the Manufacturing Industry reached 
IDR 3,900,061.7 billion, a significant increase 
from IDR 3,119,593.8 billion in 2019. In real 
terms, value added also rose from IDR 
2,276,667.8 billion in 2019 to IDR 2,507,799.8 
billion in 2023. Despite its high contribution to 
national income, the manufacturing sector faces 
high ESG-related risks, thus drawing increasing 
attention from the public and stakeholders. 

Investors are increasingly imposing 
penalties on companies with poor ESG scores 
or those involved in controversies (Mahjabeen 
et al., 2020). In line with this, a survey 
conducted by Katadata Insight Center (KIC) 
involving 595 investors in Indonesia revealed 
that 66.1 percent of respondents owned shares 
in companies that prioritize ESG, while only 
15.1 percent stated that their investments were 
in companies that did not emphasize ESG, and 
the remaining 18.8 percent were unaware of the 
ESG status of the companies they invested in. 
These findings indicate that Indonesian 
investors have a relatively high level of 
awareness regarding the importance of ESG 
practices in investment decision-making 
(Rahman, 2022). This is further supported by 
findings from the OJK Institute (2022), which 
show that domestic investors, both retail and 

institutional, are becoming more informed and 
interested in ESG aspects of investing. 
Investors perceive that companies with strong 
ESG performance tend to have better 
management quality and higher potential 
returns, making ESG one of the primary 
considerations in their investment strategies. 

Beyond individual investor 
preferences, the ESG trend in Indonesia is also 
reflected in the significant growth of ESG-
based investment flows and products. 
According to Bain and Company (2023), ESG-
based investment inflows to Indonesia nearly 
reached 1.6 billion US dollars in 2023, growing 
approximately 28 percent compared to the 
previous year (Kompas.id, 2024). Data from 
OJK also reported that as of May 2022, there 
were 25 ESG-themed mutual funds in 
Indonesia with a total asset under management 
of approximately 3.5 trillion rupiahs (Kusno et 
al., 2024). Furthermore, as of November 2024, 
the total asset under management in Indonesia's 
ESG indices, namely the ESG Leaders and SRI 
Kehati indices, reached 7.4 trillion rupiahs, 
representing a 204-fold increase compared to 
2015. Additionally, the number of ESG 
investment products in the market grew 24 
times during the 2015 to 2024 period (Bisnis 
Indonesia, 2025). 

Nevertheless, despite the notable rise in 
ESG-related practices in Indonesia evident 
from the increase in ESG scores of 
manufacturing companies listed on the 
Indonesia Stock Exchange from 47.24 in 2019 
to 51.23 in 2023, the firm value as measured by 
the Tobin's Q ratio experienced a decline over 
the same period, dropping from 2.30 in 2019 to 
1.71 in 2023. This empirical gap is not only 
reflected in the aggregate ESG score and 
Tobin’s Q data for the manufacturing sector, 
but is also evident in the stock market 
performance of several issuers that have 
consistently been recognized as ESG leaders. 
For instance, PT Semen Indonesia Persero Tbk 
and PT Unilever Indonesia Tbk, both listed in 
the ESG Star Listed Companies by the 
Indonesia Stock Exchange (2025), have 
experienced significant declines in their stock 
prices over the past five years. Based on 
TradingView (2025), the share price of PT 
Semen Indonesia has dropped by 69.28 percent, 
while PT Unilever Indonesia saw an even 
sharper decline of 78.30 percent from 2020 to 
2025. 
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This condition gives rise to an 
empirical gap in which the improvement in 
ESG performance has not been positively 
responded to by the market in the form of 
increased firm value. In theory, and based on 
surveys and investor trends that increasingly 
consider sustainability aspects, companies with 
strong ESG performance should be able to 
create higher value in the eyes of investors. The 
inconsistency between the direction of 
increasing ESG scores and the decreasing 
Tobin's Q ratio becomes an important issue that 
needs further examination, particularly in the 
context of manufacturing companies in 
Indonesia. 

Aside from ESG performance, capital 
structure is also an important characteristic 
worth considering in explaining firm value 
dynamics, particularly in the manufacturing 
sector. This is based on the characteristic of the 
manufacturing sector as a capital-intensive 
industry, in which companies require 
significant investments in fixed assets such as 
factories, machinery, and production 
equipment (Madhani, 2015). This substantial 
funding requirement drives companies to make 
strategic decisions regarding their capital 
structure, whether through debt or equity. 

Data from the Financial Services 
Authority (OJK) shows that as of November 
2023, approximately 15.87 percent of total 
national bank credit was distributed to the 
manufacturing sector, making it one of the 
sectors with the largest credit absorption 
(AntaraNews, 2024). During the same period, 
credit growth in this sector was recorded at 4.84 
percent on a year-on-year basis. This increase 
mainly occurred in strategic sub sectors such as 
food and beverages, basic metals, and basic 
chemicals. The high credit allocation indicates 
that manufacturing companies have significant 
financing needs, which are closely related to 
capital structure decisions. OJK also considers 
the manufacturing sector as one of the sectors 
that remains prospective for bank financing, 
especially due to its substantial contribution to 
the national economy (AntaraNews, 2025). 

Furthermore, data from several 
manufacturing issuers listed on the Indonesia 
Stock Exchange also show a trend of increasing 
Debt to Equity Ratio from 2019 to 2023. 
However, behind this increase in financing, 
there are significant risks to be aware of, 
particularly related to corporate capital 
structures that rely heavily on debt. Several 

large companies in the manufacturing sector 
have experienced defaults on issued debt 
securities. Nevertheless, a high dependence on 
external financing, especially debt, can also 
become a double-edged sword if not managed 
properly. An overly aggressive capital structure 
that excessively utilizes debt can increase the 
company’s financial risk, particularly under 
unstable economic conditions or when 
operating cash flows are insufficient to meet 
short term obligations. One concrete example is 
PT Wijaya Karya Persero Tbk, a state owned 
construction company that also operates in 
manufacturing, which defaulted on two 
maturing debt securities in early 2024 with a 
total value of 495.47 billion rupiahs 
(IDNFinancials, 2025). 

Another example of the impact of poor 
capital structure management is the bankruptcy 
of PT Sri Rejeki Isman Tbk (Sritex), once 
known as the textile king of Southeast Asia. 
According to the bankruptcy curator's report, 
Sritex had total debts amounting to 29.8 trillion 
rupiahs, with the largest portion originating 
from concurrent creditors or unsecured 
creditors totaling 24.7 trillion rupiahs. This 
massive debt burden could not be borne by the 
company, which ultimately led to Sritex being 
officially declared bankrupt in October 2024 
(Tempo.co, 2025). This case highlights that 
decisions regarding capital structure must be 
taken with great caution, as mistakes in 
financing strategies can destroy a company's 
value and sustainability, reduce investor 
confidence, and lead to downgrades in 
company ratings. 

In this regard, various empirical studies 
have been conducted to understand the extent to 
which capital structure affects firm value, both 
in terms of risks and potential benefits. These 
studies have yielded diverse conclusions. Akin 
et al. (2024) found that capital structure 
positively influences firm value, especially in 
large firms that significantly utilize debt. A 
study conducted in Ghana by Antwi et al. 
(2012) also revealed that long term debt is the 
main determinant of firm value, and its use is 
recommended over equity. In Indonesia, 
Uzliawati et al. (2018) discovered that both the 
Debt-to-Equity Ratio and Long-term Debt to 
Asset Ratio positively and significantly affect 
firm value, supporting the tradeoff theory. This 
theory suggests that firms gain advantages from 
using debt such as tax shields, but must balance 
these with the risk of bankruptcy or financial 
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distress. Therefore, debt usage in capital 
structure can increase firm value as long as it 
remains within optimal limits. 

On the other hand, Luu (2021) found 
that in chemical companies listed on the 
Vietnamese stock market, capital structure as 
measured by the debt ratio negatively correlates 
with firm value measured by the Tobin’s Q 
ratio. This occurs due to the increase in debt 
usage, which reduces firm value because of 
higher financial risk and interest expense 
burdens. Similar findings were reported by 
Dang et al. (2019), stating that capital structure 
negatively influences enterprise value. 
Excessive debt increases the potential for 
bankruptcy and agency costs, while also 
worsening investor perceptions of the firm. 
Research in Indonesia by Ristiyana et al. (2024) 
supports this result. The increase in debt causes 
a rise in the cost of capital and a decline in 
earnings per share, ultimately leading to a 
decrease in firm value. 

Another study by Murni et al. (2022) 
concluded that capital structure does not 
significantly influence firm value, because 
investors’ perceptions are more influenced by 
other fundamental performance indicators. 
Similarly, Oktaviani et al. (2019) found that 
capital structure has no significant effect on the 
Price-to-Book Value ratio, and that dividend 
distribution does not mediate this relationship. 

Considering these inconclusive 
conditions and empirical studies, further 
research is needed regarding capital structure in 
the manufacturing sector, especially in relation 
to firm value. Choosing the appropriate capital 
structure is essential for a company’s ability to 
maintain long term financial stability and create 
sustainable value for shareholders. Therefore, 
examining how capital structure, particularly 
the composition of debt in corporate financing, 
affects firm value becomes relevant and urgent, 
especially amid rising external pressures such 
as high interest rates, global economic 
uncertainty, and elevated default risks affecting 
Indonesia's manufacturing sector. 

Previous studies have generally tested 
the effect of ESG or capital structure separately 
on firm value. However, both factors have 
complementary characteristics where ESG 
represents nonfinancial aspects increasingly 
considered by investors, while capital structure 
reflects a company’s financial fundamentals 
and funding capacity. Thus, this study analyzes 
both variables simultaneously to provide a 

more comprehensive insight into the factors 
that influence firm value and to serve as 
strategic considerations for investors and other 
stakeholders. 

In addition to internal factors such as 
ESG performance and capital structure, firm 
value is also heavily influenced by 
macroeconomic conditions that are beyond 
managerial control. In recent years, Indonesia 
has experienced significant economic 
fluctuations. The inflation rate, for instance, 
was as low as 1.32 percent in 2020 but rose 
sharply to 5.95 percent in 2022 (Bank 
Indonesia, 2025). These macroeconomic 
conditions indicate that external economic 
fluctuations can influence firm value and 
should therefore be considered as control 
variables in this study. 

 
Literature Review and Hypothesis 
Development 

Stakeholder Theory 

Stakeholder Theory, introduced by Freeman in 
1984, fundamentally redefines the purpose of 
firms beyond the traditional shareholder-centric 
model, emphasizing the importance of 
managing relationships with a diverse array of 
stakeholders to ensure long-term sustainability 
and value creation. This comprehensive 
approach recognises stakeholders as any 
individuals or groups affected by the company's 
activities, encompassing employees, 
customers, suppliers, communities, regulatory 
bodies, and even the environment. The theory 
advocates for inclusive decision-making 
processes that consider the interests and 
expectations of all these parties, thereby 
fostering ethical governance and social 
responsibility. Its principles closely align with 
contemporary environmental, social, and 
governance (ESG) practices, which aim to meet 
stakeholder expectations through responsible 
and sustainable strategies. Such ESG initiatives 
not only enhance a firm's reputation and 
competitive edge but also contribute to 
increased firm value by building trust, 
mitigating risks, and promoting operational 
efficiency, as evidenced in studies by Eccles et 
al. (2014) and Mahajan et al. (2023). 

Legitimacy Theory 

Legitimacy Theory, as conceptualised by 
Dowling and Pfeffer (1975), posits that 
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organisations must operate in concordance with 
prevailing societal norms, values, and 
expectations to secure and sustain their 
legitimacy, which is pivotal for continued 
operations and public trust. This perceived 
legitimacy serves as a foundational element that 
influences how stakeholders view and interact 
with a firm, contributing to its long-term 
stability and success (Deegan, 2002; Suchman, 
1995). In this context, Environmental, Social, 
and Governance (ESG) disclosures have 
emerged as strategic tools, especially within 
industries highly exposed to environmental 
scrutiny, such as manufacturing. Firms actively 
utilise ESG reporting not only to demonstrate 
compliance and accountability but also to 
proactively manage perceptions, aiming to 
either uphold or recover their legitimacy when 
challenged (Cho et al., 2015; Deegan, 2023). 
Furthermore, robust ESG performance is 
instrumental in mitigating reputational risks, 
fostering greater stakeholder confidence, and 
reinforcing an organisation's social licence to 
operate (Pineiro-Chousa et al., 2017). 
Therefore, based on Stakeholder Theory and 
Legitimacy Theory, the following hypotheses 
are proposed: 
 
H1: The environmental performance has a 
significant effect on firm value in 
manufacturing companies listed on the 
Indonesia Stock Exchange (IDX) during the 
2019 to 2023 period. 

 
H2: The social performance has a significant 
effect on firm value in manufacturing 
companies listed on the Indonesia Stock 
Exchange (IDX) during the 2019 to 2023 
period. 

 
H3: The governance performance has a 
significant effect on firm value in 
manufacturing companies listed on the 
Indonesia Stock Exchange (IDX) during the 
2019 to 2023 period. 

 
H4: The environmental, social, and governance 
performance collectively has a significant effect 
on firm value in manufacturing companies 
listed on the Indonesia Stock Exchange (IDX) 
during the 2019 to 2023 period. 

 

Trade off Theory 

The Trade-off Theory, introduced by Kraus and 
Litzenberger (1973) and further developed by 
Myers (1984), posits that firms strive to attain 
an optimal capital structure by carefully 
balancing the benefits and costs associated with 
debt financing. On one hand, debt provides 
significant tax advantages through interest tax 
deductions, which can enhance the firm's value. 
However, these benefits are countered by the 
potential risks and costs linked to high levels of 
debt, including the increased probability of 
financial distress, bankruptcy risks, and agency 
costs as highlighted by Altman (1984). Firms 
characterized by substantial tangible assets and 
stable cash flows—commonly found in the 
manufacturing sector—are generally perceived 
to have a higher debt capacity since their assets 
can serve as collateral, reducing lender risk 
(Rajan & Zingales, 1995). This dynamic 
interplay between tax benefits and financial 
risks forms the core of the Trade-off Theory, 
guiding firms in making strategic financing 
decisions to optimise their capital structure. 
Therefore, based on Trade off Theory, the 
following hypothesis is proposed: H5: Capital 
structure has a significant effect on firm value 
in manufacturing companies listed on the 
Indonesia Stock Exchange (IDX) during the 
2019 to 2023 period. 
 

Integration of Stakeholder Theory, Legitimacy 
Theory, and Trade off Theory 

A comprehensive integration of these theories 
suggests that ESG (Environmental, Social, and 
Governance) practices play a pivotal role in 
enhancing stakeholder trust by demonstrating a 
company's commitment to ethical operations, 
social responsibility, and environmental 
stewardship. This heightened trust fosters 
stronger relationships with key stakeholders, 
including investors, customers, and employees, 
thus bolstering the company’s organizational 
legitimacy in the broader societal context. 
Simultaneously, maintaining an efficient 
capital structure ensures optimal allocation of 
financial resources, reducing costs and 
improving the company’s financial 
performance through effective risk 
management and strategic investment 
decisions. The synergistic effect of robust ESG 
practices and a well-structured capital 
framework not only fortifies the company’s 
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market position but also contributes to the 
sustained growth and long-term value of the 
firm, reflecting a holistic approach to corporate 
success. Therefore, the following hypothesis is 
proposed: 
 

H6: The environmental, social, and governance 
performance and capital structure of issuers 
simultaneously have a significant effect on firm 
value in manufacturing companies listed on the 
Indonesia Stock Exchange (IDX) during the 
2019 to 2023 period. 

 

                      Figure 1. Research Framework 

Research Method 

Population and Sample 

The sampling technique employed in this study 
is purposive sampling, where the researcher 
establishes specific criteria to ensure that only 
units meeting these requirements are included 

in the sample. The selected sample consists of 
manufacturing sector companies listed on the 
Indonesia Stock Exchange during the 2019 to 
2023 period, which have available ESG scores 
in the Refinitiv Eikon database and provide 
complete data relevant to this study throughout 
the observed period. 

 
Table 1. Sample Selection Criteria 

Sample Criteria Number 
Manufacturing companies listed on the Indonesia Stock Exchange (IDX) 
during the 2019–2023 period 

548 

Companies without ESG scores available in the Refinitiv Eikon Database 
during the 2019–2023 period 

(511) 

Companies that did not provide complete data relevant to this study during 
the 2019–2023 period 

(17) 

Companies meeting all criteria 20 
Observation years 5 
Total sample 100 

 
Independent Variables 

The independent variables in this study include 
environmental, social, and governance (ESG) 
performance, as well as capital structure. ESG 
performance is proxied by the ESG score 
obtained from the Refinitiv (LSEG) database. 

The ESG score is based on ten categories 
grouped into three main pillars: environmental, 
social, and governance. Scores are adjusted for 
industry materiality using a matrix and graded 
from 0 to 100. In this study, ESG scores are 
lagged by one period to reflect delayed market 
responses, following prior research (Atan et al., 
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2018; Makridou et al., 2024). Capital structure 
is measured by the debt-to-equity ratio (DER), 
calculated as total liabilities divided by total 
equity. DER reflects a firm’s financial leverage 
and risk exposure. This measure aligns with 
trade-off and pecking order theories and is 
widely used in previous literature (Adamu & 
Hamidah, 2023; Uzliawati et al., 2018). 
 
Dependent Variable 

Firm value, serving as the dependent variable in 
this context, is effectively proxied by Tobin’s 
Q, a widely recognised financial metric that 
provides an insightful measure of a firm's 
market performance. Tobin’s Q is meticulously 
calculated by adding the market value of equity 
to the total debt and then dividing this sum by 
the total assets, as articulated by Chung and 
Pruitt (1994). This ratio is particularly 
significant because it encapsulates the 
perspectives of both shareholders and creditors, 
thereby offering a holistic view of a firm's 
valuation. It reflects not only the firm's current 
market standing but also its potential for future 
growth and profitability, making it a 
comprehensive tool for assessing the efficiency 
with which a firm utilises its assets to generate 
value. This dual-perspective approach ensures 

that the ratio is robust and informative, catering 
to diverse stakeholders interested in the firm’s 
financial health and strategic positioning. 

Control Variables 

To ensure the robustness of the relationship 
between the independent and dependent 
variables, several control variables are 
incorporated in this study. Firm size is 
measured by the natural logarithm of total 
assets and represents the company’s scale and 
capacity to generate value. Profitability is 
assessed using return on assets (ROA), 
calculated as net income divided by total assets, 
to capture the firm’s operational efficiency. 
Additionally, macroeconomic sensitivities are 
accounted for by evaluating the firm’s 
responsiveness to inflation, interest rate 
(BI7DRR), and global commodity price (WTI 
crude oil) changes. These are measured through 
time-series regression of stock returns on 
macroeconomic variables. The resulting beta 
coefficients quantify the firm’s exposure to 
each macroeconomic factor. Data for these 
variables are obtained from the official 
websites of Bank Indonesia and the U.S. 
Energy Information Administration. 

 
Table 2. Operational Definition of Variables 
 Variable Name Indicator Scale 
Independent Variables (X) 

 ESG Performance Refinitiv ESG Score (t-1) Ratio 
 Capital Structure Debt-to-Equity Ratio Ratio 

Dependent Variable (Y) 
 Firm Value Tobin’s Q Ratio 

Control Variables 
 Firm Size Ln (Total Assets) Ratio 
 Profitability ROA Ratio 
 Inflation Rate Sensitivity SENS_INF Ratio 
 BI Rate Sensitivity SENS_BIRATE Ratio 
 WTI Crude Oil Sensitivity SENS_WTI Ratio 

 
Data Analysis Method 

This study utilises panel data regression, an 
advanced econometric technique that integrates 
both time series and cross-sectional data, 
thereby enhancing the precision of estimations 
and effectively accounting for individual 
heterogeneity across different entities and time 
periods. By leveraging the strengths of this 
method, the study ensures a more robust 
analysis that captures the dynamic relationships 

and variations within the data. To thoroughly 
examine and validate the research hypotheses, 
two distinct panel regression models are 
implemented, enabling a comprehensive 
exploration of the variables of interest while 
controlling for unobserved heterogeneity and 
mitigating potential biases that could arise from 
using either time series or cross-sectional data 
alone. 
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Model I: 

𝑇𝐵𝑄!" = 𝛼 + 𝛽#𝐸𝑁𝑉!"$# + 𝛽%𝑆𝑂𝐶!"$# + 𝛽&
𝐺𝑂𝑉!"$# + 𝛽'𝑆𝐼𝑍𝐸!" + + 𝛽(𝑅𝑂𝐴!" + 𝛽)
𝑆𝐸𝑁𝑆_𝐼𝑁𝐹!" +	𝛽*𝑆𝐸𝑁𝑆_𝐵𝐼𝑅𝐴𝑇𝐸!" +	𝛽+
𝑆𝐸𝑁𝑆_𝑊𝑇𝐼!" +	𝜀!"  

This model is used to test H1, H2, and H3. 
Where: 
- 𝑇𝐵𝑄!" = Firm value (Tobin’s Q) for firm 𝑖 in 

year 𝑡 
- 𝛼 = Intercept 
- 𝛽#, 𝛽$, … , 𝛽% = Regression coefficients for 

each explanatory variable 
- 𝐸𝑁𝑉!"&# = Environmental performance 

(Environmental Score) of firm 𝑖 in year 𝑡 – 1 
- 𝑆𝑂𝐶!"&# = Social performance (Social 

Score) of firm 𝑖 in year 𝑡 – 1 
- 𝐺𝑂𝑉!"&# = Governance performance 

(Governance Score) of firm 𝑖 in year 𝑡 – 1 
- 𝑆𝐼𝑍𝐸!" = Firm Size of firm 𝑖 in year 𝑡 (control 

variable) 
- 𝑅𝑂𝐴!" = Profitability of firm 𝑖 in year 𝑡 

(control variable) 
- 𝑆𝐸𝑁𝑆_𝐼𝑁𝐹!" = Inflation sensitivity of firm 𝑖 

in year 𝑡 (control variable) 
- 𝑆𝐸𝑁𝑆_𝐵𝐼𝑅𝐴𝑇𝐸!" = Interest rate sensitivity 

of firm 𝑖 in year 𝑡 (control variable) 
- 𝑆𝐸𝑁𝑆_𝑊𝑇𝐼!" = WTI crude oil price 

sensitivity of firm 𝑖 in year 𝑡 (control 
variable) 

- 𝜀!" = Error term for firm 𝑖 in year 𝑡 
 

Model II: 

𝑇𝐵𝑄!" = 𝛼 + 𝛽#𝐸𝑆𝐺!"$# + 𝛽%𝐷𝐸𝑅!" + 𝛽&
𝑆𝐼𝑍𝐸!" + 𝛽'𝑅𝑂𝐴!" + + 𝛽(𝑆𝐸𝑁𝑆_𝐼𝑁𝐹!" +
	𝛽)𝑆𝐸𝑁𝑆_𝐵𝐼𝑅𝐴𝑇𝐸!" +	𝛽*𝑆𝐸𝑁𝑆_𝑊𝑇𝐼!" +	𝜀!"  

This model is used to test H4, H5, and H6. 
Where: 
- 𝐸𝑆𝐺!"&# = ESG score of firm 𝑖 in year 𝑡 – 1 
- 𝐷𝐸𝑅!" = Capital structure (Debt-to-Equity 

Ratio) of firm 𝑖 in year 𝑡 
 

Result and Discussion 

Descriptive Statistics 

The descriptive statistics for the research 
variables are presented in Table 3. The 
Environmental Score ranges from a minimum 
of 4.92 to a maximum of 88.59, with a mean of 
48.94 and a standard deviation of 20.95, 
indicating substantial variation among 
companies. The Social Score has a minimum 
value of 12.01 and a maximum of 93.48, 
showing a slightly higher mean (54.07) 
compared to the Environmental Score, with a 
similar degree of dispersion (standard deviation 
= 20.16). The Governance Score exhibits a 
broad range, spanning from 2.98 to 94.56, and 
has a mean of 46.22, accompanied by the 
highest standard deviation among ESG 
dimensions at 22.56, highlighting considerable 
variability in governance practices across the 
sampled companies. The overall ESG Score, 
aggregating environmental, social, and 
governance aspects, ranges from 13.06 to 
89.17, with a mean of 50.34 and a standard 
deviation of 19.36, suggesting a balanced 
distribution across these dimensions. 

Table 3. Descriptive Statistics of Research Variables 

In terms of financial variables, the Debt-to-
Equity Ratio ranges from 0.11 to 0.99, with an 
average value of 0.46, reflecting relatively 
moderate leverage across the sample, and has a 
standard deviation of 0.21, indicating limited 
dispersion. Finally, Tobin’s Q, a proxy for firm 
valuation, demonstrates considerable 
variability, ranging from 0.69 to 16.26, with a 
mean of 2.22 and a relatively high standard 

deviation of 2.53, indicating diverse market 
valuations among the analyzed firms. 

Model Selection Tests 

Panel regression model selection involves three 
tests: the Chow test, the Hausman test, and the 
Lagrange Multiplier (LM) test. These are 
applied to both Model I and Model II to 
determine the most appropriate model among 

Variable Min Max. Mean Std. Deviation 
Environmental Score 4,92 88,59 48,94 20,95 
Social Score 12,01 93,48 54,07 20,16 
Governance Score 2,98 94,56 46,22 22,56 
ESG Score 13,06 89,17 50,34 19,36 
Debt-to-Equity Ratio  0,11 0,99 0,46 0,21 
Tobin’s Q 0,69 16,26 2,22 2,53 
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the Common Effect Model (CEM), Fixed 
Effect Model (FEM), and Random Effect 
Model (REM). The Chow test compares CEM 
and FEM. Both Model I and Model II yield p-
values < 0.05, indicating that FEM is more 
appropriate. The Hausman test compares FEM 
and REM. Both models produce p-values < 
0.05, confirming FEM is superior. 

Panel Regression Analysis- Fixed Effect 

The results of the fixed-effect panel regression 
analysis for Models I and II are presented in 
Table 4. In Model I, environmental (ENV), 
social (SOC), and governance (GOV) scores 
from the preceding year were individually 
assessed for their effects on firm value (Tobin's 
Q). The results indicate negative but 
statistically insignificant relationships for both 
ENV (β = -0.012, p = 0.232) and GOV (β = -
0.010, p = 0.501), and a positive yet 
insignificant relationship for SOC (β = 0.006, p 
= 0.483). Among the control variables, only 
profitability (ROA) significantly influences 
Tobin's Q positively (β = 7.340, p = 0.009). 

Firm size (SIZE) and sensitivities to inflation 
(SENS_INF), interest rate (SENS_BIRATE), 
and WTI crude oil price (SENS_WTI) were not 
significant. The high R-squared value (0.917) 
and the significant Prob(F-statistic) value (p = 
0.000) indicate strong explanatory power of the 
model. 

In Model II, the aggregate ESG score from the 
prior year and capital structure (Debt-to-Equity 
Ratio or DER) are evaluated as predictors of 
firm value. ESG score shows a negative but 
insignificant coefficient (β = -0.018, p = 0.150). 
Similarly, DER reveals a negative and 
insignificant association with Tobin’s Q (β = -
2.892, p = 0.148). Again, profitability (ROA) 
emerges as a significant determinant, positively 
affecting firm value (β = 5.313, p = 0.024). Firm 
size and sensitivity variables (inflation, interest 
rate, WTI crude oil price) remain statistically 
insignificant in this model as well. Model II 
exhibits a comparable R-squared value (0.918) 
and significant Prob(F-statistic) (p = 0.000), 
confirming robust model fit. 

Table 4. Panel Data Regression Estimation Results  
 Model I Model II 
 β Prob. β Prob. 
C 28.664 0.089 25.297 0.056 
ENV -0.012 0.232   
SOC 0.006 0.483   
GOV -0.010 0.501   
ESG   -0.018 0.150 
DER   -2.892 0.148 
SIZE -0.834 0.118 -0.674 0.116 
ROA 7.340 0.009 5.313 0.024 
SENS_INF 0.095 0.783 -0.018 0.974 
SENS_BIRATE 0.000 0.821 0.001 0.855 
SENS_WTI -20.775 0.282 -27.749 0.092 
R-squared 0.917  0.918  
Prob(F-statistic) 0.000  0.000  

The findings from the analysis highlight 
that profitability, as measured by Return on 
Assets (ROA), consistently emerges as a 
significant determinant of firm value, 
underscoring its pivotal role in shaping 
financial performance and market 
perception. This consistent significance 
suggests that firms with higher ROA are 
perceived as more efficient in utilising their 

assets to generate earnings, thereby 
enhancing their overall value. In contrast, 
Environmental, Social, and Governance 
(ESG) related scores, along with the capital 
structure of firms, do not exhibit any 
notable direct effects on Tobin's Q within 
the context of this study. This indicates that, 
despite growing attention towards 
sustainable practices and financial leverage 
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decisions, these factors may not directly 
translate into immediate market valuation 
benefits when isolated from other variables. 
Hence, the emphasis on profitability 
remains paramount for firms aiming to 
maximise their market value, while ESG 
initiatives and capital structuring may exert 
their influence through more indirect or 
long-term channels. 

Discussion 

The Effect of Environmental Performance on 
Firm Value 

The t-test results show that environmental 
performance does not significantly affect firm 
value (p-value > 0.05), consistent with previous 
findings (Amira & Siswanto, 2022; Atan et al., 
2018; Aydoğmuş et al., 2022; Rasyad et al., 
2024). This insignificance can be explained by 
the long-term nature of environmental 
initiatives, which often require substantial 
upfront investment. As a result, their benefits 
may not yet be reflected in short-term market 
valuations (Aydoğmuş et al., 2022). From the 
perspective of Legitimacy Theory and 
Stakeholder Theory, although environmental 
performance can strengthen corporate 
legitimacy and stakeholder relations, its effect 
on firm value remains limited because investors 
in Indonesia tend to focus more on short-term 
financial information (Handayani, 2023). 
Moreover, environmental initiatives in the 
Indonesian manufacturing sector are still in 
early stages, and many firms remain skeptical 
about the direct economic benefits or face 
limited access to sustainable financing 
(Fransisca et al., 2025). 

The Effect of Social Performance on Firm 
Value 

The t-test results show that social performance 
does not significantly affect firm value (p-value 
> 0.05), in line with previous studies (Atan et 
al., 2018; Ni’mah & Kusumaningtias, 2025; 
Wangi & Aziz, 2023). This insignificance may 
stem from the complexity of directly measuring 
the financial impact of social initiatives, 
variation in stakeholder expectations, and 
cultural differences across ASEAN (Handoyo 
& Anas, 2024; Oduro et al., 2022). Many firms 
undertake social activities more out of moral 
obligation or regulatory pressure rather than as 

a strategic business decision, resulting in 
symbolic rather than substantive actions that 
offer little tangible value to the market 
(Firmansyah et al., 2021). Additionally, the 
relationship between social and financial 
performance may be U-shaped, where 
significant benefits emerge only after 
substantial investment (Barnett & Salomon, 
2006). This phenomenon is reinforced by 
Indonesian investors’ prevailing preference for 
financial disclosures, despite a growing 
awareness of sustainable investing (Handayani, 
2023). 

The Effect of Governance Performance on Firm 
Value 

The t-test results indicate that governance 
performance does not significantly affect firm 
value (p-value > 0.05), consistent with earlier 
research (Anita et al., 2025; Kim et al., 2018; 
Prabawati & Rahmawati, 2022). This 
insignificance may be due to the compliance-
based implementation of governance practices, 
which are often viewed merely as minimum 
regulatory requirements and do not translate 
into value-added for investors (Chanry et al., 
2023; Ergene & Karadeniz, 2021). From the 
Stakeholder and Legitimacy Theory 
perspectives, if governance practices are not 
visible or credible to key stakeholders, or not 
accompanied by solid financial performance, 
their effect on firm value may be negligible. In 
developing markets, investor attention remains 
focused on financial fundamentals, further 
reducing the perceived importance of 
governance attributes (Prabawati & 
Rahmawati, 2022). 

The Effect of ESG Performance on Firm Value 

The t-test shows that overall ESG performance 
does not significantly affect firm value (p-value 
> 0.05), consistent with other studies (Ni’mah 
& Kusumaningtias, 2025; Wahyuni et al., 2024; 
Xaviera & Rahman, 2023). This result can be 
attributed to several factors: the dominant 
short-term financial focus of Indonesian 
investors (Narulita et al., 2025); the market’s 
weak-form efficiency, which delays ESG-
related valuation adjustments (Aydoğmuş et al., 
2022; Hadianto et al., 2021); firm-specific 
lifecycle effects (Xaviera & Rahman, 2023); 
greenwashing concerns that generate 
skepticism (Fatemi et al., 2018); and the 
relatively nascent, fragmented, and unaudited 
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ESG regulatory framework in Indonesia (Bing 
& Li, 2019; Korwatanasakul & Majoe, 2021). 
Theoretically, these findings suggest that unless 
ESG efforts are implemented with transparency 
and consistency, investors may not fully 
incorporate them into firm value, despite their 
relevance to stakeholders and legitimacy. 

The Effect of Capital Structure on Firm Value 

The t-test analysis indicates that the Debt to 
Equity Ratio (DER) does not exhibit a 
significant influence on firm value, as 
evidenced by a p-value greater than 0.05, 
corroborating findings from earlier research 
conducted by Murni et al. (2022), Oktaviani et 
al. (2019), and Tambuwun et al. (2024). This 
outcome can be attributed to the diverse 
perceptions and preferences of investors 
concerning capital structure decisions, as 
highlighted by Murni et al. (2022). While it is 
recognised that elevated levels of debt can 
heighten the risk of financial distress and 
potentially diminish net profits, effective debt 
management strategies can mitigate these risks 
and contribute positively to long-term financial 
health. Additionally, companies with consistent 
and stable earnings are often viewed as less 
risky investments, thereby rendering 
fluctuations in leverage less impactful on their 
market valuation, as supported by Evianti et al. 
(2024). This phenomenon is consistent with the 
principles of the Trade-Off Theory, which 
suggests that once an optimal capital structure 
is achieved, any further adjustments in debt 
levels, whether increases or decreases, are 
unlikely to significantly influence the firm's 
overall value. 

The Simultaneous Effect of ESG and DER on 
Firm Value (Simultaneous F-Test) 

The F-test results indicate that ESG and DER 
jointly have a significant effect on firm value 
(F-statistic = 31.37938; p-value < 0.05). This 
simultaneous influence can be explained 
through Stakeholder Theory, where firms that 
manage ESG effectively gain stakeholder trust, 
reputational advantage, and long-term business 
sustainability (Freeman, 1984). Legitimacy 
Theory is also applicable, as higher ESG scores 
increase public and investor confidence, 
consistent with prior studies showing a positive 
ESG–value relationship (Aydoğmuş et al., 
2022; Chen et al., 2024). Meanwhile, Trade-Off 
Theory suggests that optimal capital structure 

balances tax shield benefits from debt against 
bankruptcy risk (Kraus & Litzenberger, 1973; 
Modigliani & Miller, 1963). Therefore, the 
integration of sound sustainability practices 
(ESG) and efficient capital structure (DER) 
collectively exerts a significant impact on firm 
value. 

Conclusion 

This study concludes that environmental, 
social, and governance (ESG) performance, 
both individually and collectively, does not 
significantly influence firm value in the 
Indonesian manufacturing sector. The limited 
impact of environmental initiatives may stem 
from their long-term nature and delayed market 
response. Similarly, social and governance 
efforts are often compliance-driven and 
undervalued by a market that still prioritizes 
short-term financial outcomes. Capital 
structure, measured through the debt-to-equity 
ratio (DER), also shows no significant 
individual effect, likely due to earnings stability 
and near-optimal leverage levels in the sector. 
However, ESG and capital structure jointly 
exert a significant influence on firm value, 
supporting the relevance of Stakeholder and 
Trade-Off Theories in explaining firm 
performance when sustainability and financial 
strategy are integrated. 

The study faces several limitations that 
could affect the depth and generalizability of its 
findings. Firstly, the relatively small sample 
size poses a constraint, as only a limited number 
of manufacturing firms provided complete 
Environmental, Social, and Governance (ESG) 
data for the period from 2019 to 2023. This 
limitation restricts the statistical power of the 
study and may hinder the ability to detect subtle 
trends or patterns within the data. Additionally, 
a short observation period of just five years may 
not be sufficient to fully capture the long-term 
effects of ESG integration on firms’ capital 
structures. ESG strategies and their impacts 
often evolve over longer timelines, meaning 
significant developments or shifts might be 
overlooked. Moreover, the absence of 
qualitative data further narrows the scope of the 
research. Without insights from interviews, 
case studies, or narrative analyses, the study 
lacks a deeper exploration into the practical 
challenges firms face when implementing ESG 
strategies, the regulatory dynamics influencing 
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these efforts, and how companies strategically 
position themselves within the ESG landscape. 

Future research can address these gaps 
by adopting more comprehensive models that 
include mediating or moderating variables, 
which can help uncover complex relationships 
between ESG factors and capital structure. 
Applying advanced analytical techniques, such 
as structural equation modeling or machine 
learning algorithms, could also provide more 
nuanced insights. Additionally, integrating 
qualitative approaches, like in-depth interviews 
with industry stakeholders or case studies of 
specific firms, can enrich the understanding of 
contextual factors that quantitative data alone 
cannot reveal. From a practical standpoint, it is 
recommended that manufacturing firms embed 
ESG considerations into their core business 
strategies and strive to improve the 
transparency and consistency of their ESG 
reporting standards. Investors are encouraged 
to systematically incorporate ESG factors into 
their investment decision-making processes to 
better assess potential risks and opportunities. 
Lastly, regulators play a crucial role in fostering 
a sustainable financial ecosystem by 
developing harmonized, enforceable ESG 
frameworks and continuously monitoring 
firms’ capital structures to mitigate potential 
systemic risks. 
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