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Shafitranata (Indonesia), Liza Alvia (Indonesia), Rahmawati Azizah (Indonesia)

ESG IMPLEMENTATION AND
ITS EFFECT ON FINANCIAL
PERFORMANCE: FOCUSING
ON SUSTAINABLE FINANCIAL
STRATEGIES OF GREEN
COMPANIES IN INDONESIA

Abstract

This study examines the effect of ESG reporting on the financial performance of green
companies listed in Indonesia between 2020 and 2024, totaling 85 companies with 425
observations. Using ESG scores and corporate financial data from Bloomberg, three
panel models were estimated: a random-effects model for ROA, a fixed-effects model
for ROE, controlling for size, leverage, growth, and cash flow, and a test for sectoral
differences between energy and non-energy companies. The results indicate that gov-
ernance scores are positively associated with ROA (f = 0.011, p = 0.092), whereas ESG
scores are weakly positively associated with ROA (B = 0.020, p = 0.080). Environmental
and social scores are not statistically significant to ROA or ROE. For ROE, firm size
is the main significant predictor (B = 2.126, p = 0.042). The results observe significant
differences between the energy and non-energy sectors, with the energy sector report-
ing higher financial performance after controlling for ESG. Finally, this study indicates
that ESG reporting policies that promote good governance can yield faster returns to
shareholders.

Keywords ESG, financial performance, sustainable financial
strategy, green companies
JEL Classification G30, M14, Q56

INTRODUCTION

Businesses’ concern for environmental factors continues to increase in
various circles to ensure long-term benefits for ecosystems, the econo-
my, and human welfare. Several issues have arisen related to the influ-
ence of business activities on the ecosystem, including climate change,
natural resource management, pollution and waste, and biodiversity
(Alnafrah, 2024; Chang & Wang, 2024). Furthermore, social issues in-
clude corporate responsibility toward employees and the community
and respect for human rights. Good corporate governance plays a cru-
cial role in ensuring corporate transparency and accountability (Kao,
2023; Qiang et al., 2023).

The Indonesian government’s policy to mitigate environmental issues
is to strengthen its commitment to sustainability targets, including
the net-zero emissions target by 2060 (Zahira & Fadillah, 2022). This
policy was adopted as a long-term measure in response to environ-
mental issues, which also have a substantial influence on the financial
and strategic aspects of business (Wan et al., 2024). Government ef-
forts can be realized through strict sustainability reporting for pub-
lic businesses, and the implementation of these policies has a global
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environmental influence. Currently, global awareness of the importance of infrastructure development
that considers environmental, social, and governance (ESG) aspects is increasing (Chen et al., 2022).
Indonesia has strengthened its commitment in the 2022 Enhanced Nationally Determined Contribution
(ENDC) document by increasing its net zero emission target to 31.89% independently (unconditional)
or 43.2% with international support (conditional) by 2030. Several countries encourage the implementa-
tion of ESG by providing tax incentives for businesses that effectively apply ESG practices.

Although the government has provided measures and guidance for businesses to implement ESG prac-
tices, approximately 40% of businesses in Indonesia do not fully understand the benefits of implement-
ing ESG. One of the main challenges is the high upfront costs of building environmentally friendly in-
frastructure and adopting sustainable technologies. The majority of businesses consider high costs and
a lack of government support as the main obstacles in meeting complex ESG standards (Bai et al., 2024).

The lack of ESG implementation in Indonesia is evident in its slow development and limited adoption of
ESG practices. Many businesses struggle to determine appropriate criteria, metrics, and performance
indicators, leading to ineffective ESG performance measurement and reporting (Geng et al., 2024). In
addition, limited access to relevant data and information further hinders businesses’ ability to conduct
transparent, accurate evaluations and reporting. These challenges are exacerbated by immature regula-

tions and policies that create uncertainty in ESG reporting standards and processes.

1. LITERATURE REVIEW

AND HYPOTHESES

ESG has changed over the last five years, with
an emphasis on integration to create sustainable
value. Berg et al. (2022) showed that the modern
ESG framework is no longer just about compli-
ance, but has become a necessity for business to
influence business valuation. Pedersen et al. (2021)
developed an ESG integrated valuation model that
quantitatively links ESG performance to capi-
tal costs and long-term growth. In the context of
emerging markets, Aydogmus et al. (2022) found
that the governance dimension has the greatest in-
fluence on business performance, compared with
environmental and social factors.

The main mechanisms for creating corporate val-
ue in ESG. First, through risk mitigation, business
with high ESG scores have lower return volatility
during crises (Choi et al., 2024). Second, increased
productivity reveals a favorable connection be-
tween ESG investment and employee productivity
and innovation output (Feng et al., 2025). Third,
through valuation premiums, the market as-
signs higher valuations to businesses with strong
ESG performance, particularly in sectors facing
stringent environmental regulations (Wedajo
et al.,, 2024). Recent developments in ESG litera-
ture identify several critical challenges. Wu et
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al. (2022) identified the causes of ESG influence
by drawing a favorable connection between ESG
and performance due to omitted variables. On the
other hand, DasGupta and Roy (2023) considered
temporal and contextual factors in assessing ESG
influences, which is particularly relevant for de-
veloping countries such as Indonesia, where insti-
tutional factors play an important role.

Businesses with strong ESG practices tend to have
greater operational efficiency and optimal capital
structure. Liao et al. (2024) show that energy efhi-
ciency and environmental risk management re-
duce operating costs, thereby increasing ROA, and
that preferential access to green financing lowers
capital costs, thereby increasing ROE. These out-
comes are consistent with Cho and Kim (2024),
who report a substantial, favorable connection be-
tween ESG disclosure quality and both profitabil-
ity ratios, particularly in emerging markets where
ESG information premiums are greater. They con-
firm the role of ESG as an enabler of financial per-
formance through operational efficiency and fi-
nancial structure optimization channels.

Sustainable finance strategies can be understood
as an integrative approach that combines envi-
ronmental, social, and governance principles into
financial decision-making to increase the long-
term value of a business. These strategies serve as a
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framework that integrates economic performance
with environmental and social sustainability, ulti-
mately resulting in long-term competitive advan-
tage for business (Kuzmina et al., 2023). Capital
costs are reduced through access to sustainable fi-
nancial instruments, increased business valuation
by ESG premiums, and mitigation of climate tran-
sition risks. This is reinforced by Bertolotti and
Roman (2024), who emphasize the importance of
a dynamic approach in sustainable finance strate-
gies, where businesses need to balance short-term
profitability with long-term climate resilience, es-
pecially in developing countries, by increasing
regulatory pressures.

Recent studies have strengthened the empirical
link between ESG performance and financial out-
comes, although nuances remain. Dasilas (2025)
found that a business’s ESG score is positively as-
sociated with beta, identifying businesses with
strong performance that can increase systematic
risk driven by challenges in integrating ESG into
corporate strategy. Similarly, Garcia and Orsato
(2020) show that ESG leaders outperform stock
returns, especially in markets with strict sustain-
ability regulations. However, Brogi and Lagasio
(2025) revealed that the financial benefits of ESG
are uneven, with governance factors drawing
stronger predictive power than environmental or
social factors. Furthermore, a meta-analysis by
Kuzey et al. (2023) confirms that excessive invest-
ment strategies increase ESG inequality and sug-
gests creating relevant mechanisms in governance
and policy to avoid hindering legitimacy and long-
term sustainability. These outcomes highlight the
need for sector-specific and regionally contextual
ESG strategies.

This study uses dynamic panel data analysis of
green businesses from 2020 to 2024 to evaluate
how ESG implementation affects financial met-
rics while integrating the latest theoretical ad-
vances. This framework is based on the concept
of ESG and financial performance proposed by
Zainuddin et al. (2024), who argue that ESG fac-
tors do not fully influence a business’s industry,
which in turn affects its performance. The depen-
dent variables include ROA and ROE, while the
independent variables are environmental, social,
and governance scores, and the control variables
are business size, leverage, growth, and cash flow.

14

Recent empirical studies have increasingly exam-
ined the connection between ESG performance
and financial performance, considering key mod-
erating variables such as business size, leverage,
growth, and cash flow. Albuquerque et al. (2020)
found that large businesses with strong ESG per-
formance can leverage economies of scale, lead-
ing to greater profits. In contrast, small businesses
face disproportionate costs that erode their finan-
cial performance. Similarly, Shi et al. (2024) show
that businesses with high leverage and strong
ESG practices experience lower debt costs due to
reduced perceived risk; however, this effect di-
minishes perceived risk, increasing productivity
and business value. Conversely, Yin et al. (2023)
revealed that businesses with high growth and
strong ESG performance demonstrate better
stock returns, as sustainability initiatives align
with long-term expansion strategies. However,
Mechrgui and Theiri (2024) show that ESG has
an unfavorable influence on stock price volatil-
ity, with a substantial influence on the environ-
mental and governance dimensions. The tax pay-
ment variable moderates the relationship between
increasing ESG scores and stock price volatility.
These outcomes highlight the importance of tax
transparency as a key to financial stability and en-
courage the development of registered businesses.

This study also analyzes moderation regression
using green business-level data to evaluate control
variables such as business size, leverage, growth,
and cash flow that affect the connection between
ESG performance and financial performance. This
framework is based on the stakeholder resource
theory (Aydogmus et al., 2022), which states that
the financial influence of ESG depends on a busi-
ness’s ability to transform sustainability efforts
into a competitive advantage. Financial perfor-
mance is measured using ROA, Tobin’s Q, and
credit ratings as dependent variables, while ESG
scores serve as independent variables. The mod-
erator variables include sentiment matrices and
control variables for Bloomberg ESG flows. This
framework aims to enhance efficiency, innovation,
and reputation, increase social legitimacy, and re-
duce conflicts among stakeholders.

Saini et al. (2023) reviewed 296 academic docu-

ments and identified 60 relevant articles on the
relationship between ESG performance and cor-
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porate financial performance. The analysis shows
that businesses that focus on the social dimension
tend to incur lower capital costs and reduced ex-
posure to risk. These outcomes are consistent with
the stakeholder, legitimacy, and signaling theoreti-
cal frameworks that explain how ESG influences
financial performance. However, the influence is
not homogeneous across all industry sectors. An
investigation into inter-sectoral variations across
European industries revealed that companies that
effectively applied ESG practices typically achieved
higher returns on assets (ROA) and returns on eq-
uity (ROE), highlighting the positive financial im-
pact of sustainable business strategies across sectors
(Koundouri et al., 2022). However, the contribution
of ESG to financial performance varies across sec-
tors. The energy sector recorded a relatively low
RO, but businesses with high ESG scores in this
sector managed to reduce their unfavorable ROE
levels to levels lower than those of other businesses.
This indicates that ESG implementation serves as a
substantial risk-mitigation instrument, particularly
in sectors with high vulnerability.

This study uses fixed-effects panel regression to com-
pare the financial performance of ROA and ROE of
green businesses in two main sectors, energy and
non-energy, for the period 2020-2024, using green
ratings by Sustainalytics for classification. This ana-
lytical framework draws on the resource-based view
of sustainability (Broadstock et al., 2020), which em-
phasizes that green competitiveness varies across
sectors due to structural and operational differences.
The aim is to examine whether ESG performance
influences financial outcomes and whether sectoral
contexts shape these relationships.

The hypotheses of this study are as follows:

HI: Environmental factors have a substantial ef-
fect on financial performance.

H2:  Social factors have a substantial effect on fi-
nancial performance.

H3: Governance factors have a substantial effect
on financial performance.

H4: Size, leverage, growth, and cash flow mod-

erate the relationship between ESG risk and
financial performance.

http://dx.doi.org/10.21511/ee.17(1).2026.02
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H5:  There is a significant difference in financial
performance between firms in the energy

and non-energy sectors.

2. METHODS

Data released by the Indonesian Stock Exchange
as of January 2025 revealed that 951 business-
es or issuers were registered on the Indonesian
Stock Exchange. In 2017, the Financial Services
Authority required businesses to report on their
environmental, social, and governance sustain-
ability, and we began collecting data during the
2020-2024 period. To provide adequate ESG dis-
closure data for analysis, the data collection by
951 businesses was narrowed down to 85 busi-
nesses that had recorded their ESG reports on the
Indonesian Stock Exchange. Table 1 outlines the
criteria for sample selection. The sample included
green businesses in Indonesia, comprising several
business sectors (Table 2).

Table 1. Sample selection criteria

Criteria Data

Data business registered on the Indonesian 951
Stock Exchange ESG Market 2020-2024 B

Data on business that did not report ESG and

sustainability reports on the Indonesian Stock : (866)
JExchange ESG Market e
Number(n) 85

Total data (n x 5 years) 425

Table 2. Green business categories based
on sector

Number
Sector : . i Percentage
. of business
Energy Sector 11 T

Technology Sector

According to Table 2, most of the research data
came from the basic materials sector at 17.6%, the
financial and consumer cyclicals sector at 15.3%,
followed by the energy sector at 13%. The indus-
trial sector had the lowest representation at 2.4%
or two businesses.
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The dataset consists of 85 businesses from 2020 to
2024, with a total of 425 observations. The depen-
dent variables are ROA and ROE, the independent
variables are environmental, social, and gover-
nance, and the control variables are size, leverage,
growth, and cash flow. Table 3 outlines the mea-
surement of the variables and the research model.

Table 3. Definition of operational variables

Variables
Dependent Variables
ROA — Return on Assets
“ROE—Returnon Equity .

Description Formula

_ Net Profit/Total Assets
Net Profit/Equity

Independent Variables

Environmental :

Refinitiv score

e hatmseore

Governance Refinitiv score

Control Variables
Size ... [TotalAssetslogarithm
Mleverage ...} TotalLiabilities/Total Assets

Growth Asset Growth Ratio
(Cashflow " CashOwnership/Total Assets _

The data analysis was divided into several parts.
The first part evaluates the validity of the regres-
sion equation to measure the relationship among
variables and their strength. The approaches
used are the common effect model (CEM), fixed
effect model (FEM), and random effect model
(REM). The second part, after selecting the re-
search method approach, performs panel data re-
gression to test the research hypotheses (Aguade
et al., 2022).

We tested two models to investigate the research
objectives: ROA and ROE. Several researchers
have used ROA and ROE as dependent variables
and used size, leverage, growth, and cash as con-
trol variables (Biju et al., 2025; Helhel et al., 2024;
Kim & Yoon, 2024; Yuan et al., 2025). We ran the
following ten models to estimate outcomes.

ROA,=oa+ 1 ENV + B, SIZ )
+B, LEV + B, GRO+ B, CAS + ¢,,

ROA,=a+ p1 SOC+ B, SIZ Q)
+B, LEV + B, GRO+ B, CAS + ¢,

ROA” =o+ ﬂl GOV + ﬁz SIZ (3)
+B, LEV + 8, GRO + B, CAS + ¢,,
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ROA, =0+ p1 ESG+ p2 SIZ

+p3(ESG _SIZ)+ B, LEV

+B;(ESG _LEV )+ B, GRO 4)
+B,(ESG _GRO)+ B, CAS

+B,(ESG _CAS)+¢,,

ROA=a+ BESG +6i(ESG - Di)+eg,, (5

ROE,=a+ 1 ENV + 3, SIZ

©6)
+B, LEV + 3, GRO + B, CAS + ¢,
ROE,=a+ 1 SOC+ B, SIZ 7)
+B, LEV + 8, GRO+ B, CAS + ¢,

+B, LEV + B, GRO+ B, CAS + ¢,,

ROE, =+ p1 ESG + B2 SIZ

+p3(ESG _SIZ)+ 3, LEV

+B.(ESG _LEV)+ B, GRO ©)
+5,(ESG _GRO)+ B, CAS

+p,(ESG _CAS)+e¢,,

ROE = a + BESG +6i(ESG- Di)+/ &,. (10)
3. RESULTS

Table 4 shows that this dataset consists of 85 busi-
nesses from 2020 to 2024, with a total of 425 busi-
ness-year observations. We obtained the depen-
dent and control variables (ROA, ROE, size, lever-
age, growth, and cash) from Bloomberg. We ob-
tained the independent variables (ENV, SOC, and
GOV) from Refinitiv. The ROA variable has an
average value of 6.652 and a standard deviation of
8.887, witharangebetween -56 and 54. Meanwhile,
ROE shows a greater average of 13.806, but with a
larger standard deviation (19.443) and a very wide
range of -84 to 140.200. This indicates consider-
able fluctuations in the financial performance
of businesses. The ESG variables show moder-
ate scores, with an average for the environmental
(ENV) aspect of 40.867, social (SOC) 39.411, and

http://dx.doi.org/10.21511/ee.17(1).2026.02



Table 4. Statistical description
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Variable N

St. Dev

Median

Dependent Variable

43376

governance (GOV) 49.388. All three belong to a
fairly wide range of values, from a minimum value
close to zero to a maximum score.

The control variable, business size (SIZ), shows
stability with an average of 17.049 and a standard
deviation of 1.743. However, leverage (LEV) and
growth (GRO) show extremely high values. LEV
has an average of 60.072 with a very high standard
deviation (147.361) and a maximum value of 1,602.
Meanwhile, GRO has an average of 3,420.682, a
standard deviation of 69,426.260, and a maximum
value of over 1.4 million, indicating the presence
of substantial outliers. The cash variable (CAS)
has an average of 50.019, with a range of 0.0007
to 963.519. Overall, although most variables were
within a reasonable range, the presence of several
extreme values should be considered, as they can
affect data distribution and the interpretation of
analysis outcomes.

Table 5 shows that the Pearson correlation test
outcomes indicate that the connection among the
ROA and ROE has a very strong favorable correla-

Table 5. Pearson correlation matrix

tion (0.779), indicating that these two profitabil-
ity measures move in the same direction. The ESG
variables, namely ENV, SOC, GOV, and the ESG_
CS composite score, show strong and substantial
favorable correlations among themselves between
0.631 and 0.914, with the strongest connection
between SOC and ESG_CS at 0.914 and between
ENV and SOC at 0.866. In terms of financial per-
formance, all ESG variables show weak to mod-
erately favorable correlations with ROA (0.127;
0.177) and ROE (0.115; 0.167), indicating that bet-
ter ESG performance tends to be accompanied by
increased profitability, although the connection is
not strong. On the control variable side, business
size shows a weak unfavorable correlation with
ROA of -0.101, while leverage and growth are al-
most uncorrelated with ROA and ROE. The cash
variable also shows no substantial connection to
profitability, but has a weak, favorable correlation
with business size of 0.163.

A comprehensive series of diagnostic tests and
model selection for panel data analysis was
conducted through a stepwise process. The

Variable | ROA ROE ENV

Siz LEV GRO CAS

ROA

70034 0013
¢ 0001 © -0.129

[NCTCZCT0 N S S
005 0005 1 . -
i 0.163 0.088 | -0.029 1

http://dx.doi.org/10.21511/ee.17(1).2026.02
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Augmented Dickey-Fuller (ADF) stationarity test
confirmed that all variables were stationary and
could be used in their original form, devoid of
transformation. Model selection began by com-
paring three alternatives: pooled, fixed-effect, and
random-effect models. The F test showed that the
fixed effects model was superior to the pooled
model, while the Breusch-Pagan Lagrange mul-
tiplier test guided the use of the random effects
model over the pooled model. The Hausman
test, which was the final determinant, provided
different outcomes for each dependent variable.
In Table 6, the Hausman test outcomes for ROA
(chi-square statistic 6.744; p-value 0.000) strongly
support the random effects model, while for ROE
(chi-square statistic 8.610; p-value 0.035), it recom-
mends the fixed effects model.

Furthermore, additional diagnostic tests identi-
fied cross-sectional dependence, heteroscedastic-
ity, and serial correlation in the model. However,
the panel data structure of a short five-year time
series and 85 cross-sectional units meant that
cross-sectional dependence was not a substantial
problem. To address heteroscedasticity and serial
correlation, this study applied White’s robust cor-
rection (the sandwich estimator). Finally, the ap-
plied model is adjusted based on the Hausman test
results: a random effects model for ROA analysis
and a fixed effects model for ROE analysis, which
control for time-invariant business-specific char-
acteristics. This methodological approach ensures
that the resulting parameter estimates are consis-
tent and eflicient.

Table 6. Hausman test

Dependent Test Chi-Square p-Value
Variable outcome : Statistic
Random
o Effects S 00
ROE : Fixed Effects 8.610 0.035

Tables 7 and 8 present the regression model out-
comes. We conducted all the tests and regressions.
The outcomes in Table 7 show that the combined
ESG and governance scores have a favorable and
statistically substantial effect on ROA at the 10%
alpha level with p-values of 0.080 and 0.092, re-
spectively. Although the environmental and social
scores have larger favorable coefficients of 0.019
and 0.015, their significance values do not meet

18

the statistical threshold, with p-values of 0.141 and
0.273, respectively. Among the control variables,
only the energy sector dummy variable is con-
sistently substantial at the 5% level in all models,
indicating that there is a difference between the
energy and non-energy sectors. Other variables,
such as leverage and growth, show an unfavorable
connection, while business size shows a favorable
but not substantial connection.

Table 7. Return on assets random effect
regression outcomes

Dependent Variable: ROA
Variable : 1 . 2 3 4

ENV

SoC

GOV

ESG_CS F- F- P
SIz
LEV

GRO

CAS
e -0.0007) .
D_ENE 0.001*"*
Observations

Note: *p < 0.1; **p < 0.05; ***p < 0.01.

Unlike the outcomes for ROA, the regression for
ROE in Table 8 shows that none of the ESG vari-
ables, either individually or in combination, are
statistically significant. The p-values for environ-
mental, social, governance, and combined ESG
are all well above 0.1. Conversely, the business size
control variable proved to have a substantially fa-
vorable effect on ROE at the 5% and 1% levels in all
models. Leverage also had a consistent, albeit non-
substantial, unfavorable effect. Similar to Table 7,
the energy sector dummy variable again shows
strong significance at the 5% level.

These outcomes reveal an interesting pattern. ESG
scores appear to have a limited and substantial ef-
fect on profitability, as measured by ROA but not
ROE. This suggests that the benefits of ESG per-
formance are reflected more in asset efficiency

http://dx.doi.org/10.21511/ee.17(1).2026.02



than in returns to equity shareholders. The signifi-
cance of the size variable for ROE but not for ROA
indicates that larger businesses tend to deliver bet-
ter outcomes for shareholders, regardless of their
ESG performance. The consistency of variable sig-
nificance across sectors implies that industry or
sector characteristics are strong determinants of
financial performance in this sample.

The connection between ESG performance and fi-
nancial performance is not straightforward and is
greatly dependent on the profitability metric used.
The influence of ESG on ROA is weak and only
substantial for composite and governance scores,
while its influence on ROE is not significant. The
implication of these outcomes is that for investors
and managers, sustainable ESG decisions may not
necessarily translate directly into greater profit-
ability, particularly for shareholders. Contextual
factors such as business size and, especially, indus-
try sector emerge as much stronger and more con-
sistent predictors of financial performance than
ESG scores in this study.

Table 9. Hypotheses testing results

Environmental Economics, Volume 17, Issue 1, 2026

Table 8. Return on equity fixed effect regression
outcomes

Dependent Variable: ROE
Variable 1 2 3 4

ENV

socC

GOV

0995

ESG_CS P
- 0.00014) |

SIZ

LEV

GRO

CAS

0.014**
425

D_ENE

Observations

0.014**
425

Hypothesis

Variable

T Statistic

Conclusion

H1

H2

H4

H5

- ROA

{GRO = ESG = ROA
(CASESG>ROA
{D_ENE

ENV - ROA
SO
SZEGOROA

0.164
481

3.222

-0.279 :
L0069

1.472
LTS

0.001

0.780 :
L0944

Rejected

Rejected

. Accepted

Partially Accepted

Accepted

Note: ENV = environmental; SOC = social; GOV = governance; SIZ = size; LEV = leverage; GRO = growth; CAS = cash; ROA =
return on assets; D_ENE = energy sector.

Table 10. Hypotheses testing results

Hypothesis

Variable

T Statistic

P Value

Conclusion

H1
H2
H3

H4

H5

{ENV > ROE
SOC > ROE

GOV - ROE

ESG CS - ROE
SIZ - ESG - ROE

LEV = ESG - ROE

GRO - ESG - ROE

{D_ENE

-0.989

3
2.461

-0.542
e
e
e
20

—0.489

0.323

0.587

S
e
P
oo

0.624

0.014

Rejected
Rejected

Rejected

Partially Accepted

Accepted

Note: ENV = environmental; SOC = social; GOV = governance; SIZ = size; LEV = leverage; GRO = growth; CAS = cash; ROE =
return on equity; D_ENE = energy sector.

http://dx.doi.org/10.21511/ee.17(1).2026.02
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Tables 9 and 10 show that environmental and
social aspects do not have a significant effect on
ROA or ROE, so they are rejected in both models.
Governance only has a significant effect on ROA,
but not on ROE, so its consistencyasa determinant
of profitability is weakened in the equity indicator.
The variables of firm size, leverage, growth, and
cash show mixed effects on both ROA and ROE,
so the overall test of this group of variables is cat-
egorized as partially accepted. Meanwhile, the en-
ergy sector proved significant in both models, sug-
gesting that there are differences in profitability
characteristics between energy-sector companies
and those in other sectors. In general, it confirms
that ESG’s contribution to profitability remains
limited, with only governance showing a stable in-
fluence on ROA. In contrast, equity-based profit-
ability indicators do not receive empirical support
from the three ESG pillars.

4. DISCUSSION

The environmental pillar has no substantial ef-
fect on corporate financial performance. The
high costs and long time required for the im-
plementation of environmental policies are the
main reasons why their influence is not immedi-
ately reflected in financial performance. Similar
outcomes were also recorded by Al Azizah and
Haron (2025), who found that ESG performance,
comprising the environmental dimension, is
unfavorably related to profitability and is not
substantial to market value in European busi-
nesses. They emphasize that the increased costs
of compliance, reporting, and training related
to ESG actually suppress profitability, although
the quality of a business’s environmental infor-
mation can mitigate this unfavorable influence.

In line with this, Bai and Kim (2024) revealed
that the connection between ESG and financial
performance globally remains weak and con-
tradictory. The study found a substantial cor-
relation, while Bahadir and Akarsu (2024) only
found a moderate correlation. This condition
reinforces the view that the environmental pil-
lar is difficult for the market to assess because
disclosure tends to be lower than the social and
governance aspects of ESG. In addition to high
costs and long-term outcomes, environmental
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information is often viewed with skepticism by
market participants, especially in sensitive in-
dustries such as energy, mining, and chemicals
(Adiwardhana et al., 2025). As a result, even
though businesses increase environmental dis-
closure to meet stakeholder pressure, the finan-
cial value obtained remains limited.

Business performance, which includes aspects
of human rights, labor, product responsibility,
and community reflected in social scores, is not
always related to successful financial perfor-
mance. Businesses are often seen as entities that
must focus on profit without incurring broad
social responsibilities (Ar1 et al., 2024; Tamasiga
et al., 2024). Sharma (2023) states that social as-
pects do not have a favorable effect on business
performance. A weak favorable correlation is re-
corded between social disclosure and business
financial performance, such as ROA and ROE.
Social responsibility is not yet considered a key
indicator of financial performance for green
businesses in Indonesia.

Furthermore, Ernst et al. (2025) show that volun-
tary disclosure often does not attract the atten-
tion of investors because social and human capi-
tal are not necessarily determinants of business
value. Social information is often considered ir-
relevant to market valuation because extensive
and objective reporting does not automatically
attract quality employees, increase productiv-
ity, or strengthen stakeholder trust. Thus, so-
cial disclosure can be perceived as an additional
cost that does not substantially reduce transac-
tion costs or increase business value.

Governance has been shown to have a favorable
effect on financial performance, though in some
studies the effect is relatively weak or context-
dependent. Aydogmus et al. (2022) and Yavuz
et al. (2025) found that governance scores are
positively associated with profitability and busi-
ness value, reinforcing the argument that good
governance can reduce conflicts of interest and
enhance operational efficiency. Similarly, Al
Azizah and Haron (2025) show that, before the
pandemic, governance played an important role
in increasing profitability and market valuation,
though its influence weakened afterward due
to changes in macroeconomic conditions. This
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confirms that governance is an important factor
in maintaining financial stability, but its magni-
tude of influence can vary by context and time
period.

In general, good governance functions as a con-
trol mechanism that increases transparency
and reduces operational risk, thereby receiv-
ing favorable assessments from investors (Bai
& Kim, 2024). Business transparency is a signal
of trust that can foster stakeholder confidence,

Environmental Economics, Volume 17, Issue 1, 2026

even though its financial influence is some-
times moderate. Governance practices, such as
credible disclosure and effective board struc-
tures, help reduce unnecessary costs and sup-
port the long-term sustainability of businesses.
Therefore, even though the influence of gover-
nance on financial performance is sometimes
not strong, the consistent application of gover-
nance principles provides an important founda-
tion for increasing business value while main-
taining business sustainability.

CONCLUSION

This study explores how the implementation of environmental, social, and governance aspects af-
fects the financial performance of green companies in Indonesia. The results show that the im-
plementation of environmental and social aspects does not have a significant influence on over-
all financial performance. Meanwhile, governance has a weak influence on financial performance.
Although governance scores have a weak influence on ROA, this influence is inconsistent and not
observed in return on equity.

Nevertheless, this study shows substantial differences between the energy and non-energy sectors.
Businesses in the energy sector show better financial performance than other sectors, which may be due
to regulations, government incentives, or industry characteristics that encourage sustainable practices.
This implies that certain sectors may be better prepared or benefit more from ESG implementation, re-
quiring different approaches depending on the sectoral context. From a policy perspective, although
ESG has not directly influenced financial performance, the ESG reporting requirements imposed by the
government and the Indonesian Stock Exchange remain relevant.

This study has several limitations, including the observation period and the use of ESG data, which is
limited to companies in Indonesia. The analysis also focuses only on the direct relationship between
ESG and financial performance (ROA, ROE), without considering efficiency or risk-mitigation mecha-
nisms as mediating factors. Future research could expand the coverage to the banking sector, analyzing
how ESG dimensions drive operational efficiency and support sustainable financial stability through a
quantitative approach using DEA or SFA models.
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