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NEXUS OF ESG DISCLOSURE, SUSTAINABILITY
PERFORMANCE AND FINANCIAL PERFORMANCE
ON FIRM VALUE: THE ROLE OF CORPORATE
REPUTATION AND SUSTAINABILITY
REPORTING QUALITY

ABSTRACT

This research aims to explore how the disclosure and performance on the ESG aspect
are related to the firm's value, with corporate reputation possibly acting as the mediat-
ing variable in such relations, while the sustainability reporting quality serves as a mod-
erating variable. The samples used in this research are ESG SRI KEHATI index compa-
nies collected from IDX during 2017-2022. For that, the present study has taken pur-
poseful sampling methods where a sum of 19 firms was taken and their total number
of observations accounts for 114 observations. The regression analysis of these factors
shows that ESG disclosure along with sustainability and financial performance in giving
reputation to the corporation results in high significance on corporate values. Corporate
reputation successfully mediates the relationship of ESG disclosure and sustainability
performance with financial performance on corporate value. Meanwhile, sustainability
reporting quality only moderates the relationship of ESG disclosure, sustainability per-
formance, and financial performance towards corporate value but does not moderate
the relationship of the variables towards corporate reputation. This in practice means
that this research shows that managers have to improve the quality of sustainability
reporting, while one should build a corporate reputation by being responsible and trans-
parent in business conduct. The current paper develops the signalling theory and the
resource-based theory for accounting and sustainability.

Keywords: corporate reputation, ESG disclosure, firm value, performance and the
quality of sustainability reporting

JEL Classification: L14, L25, M14, M41

INTRODUCTION

The research on ESG (Environmental, Social, and Governance) demonstrates that im-
plementing ESG contributes to improved operational performance, with most companies
adopting ESG practices showing a positive correlation with increased stock prices and
valuation (Arofah and Khomsiyah, 2023). ESG factors have become so popular among
investors worldwide; however, only a few companies are practising them in Indonesia.
The OJK has implemented regulations supporting ESG disclosure and the transition to
sustainable finance. Furthermore, the government has introduced a new ESG index to
support the green economy. Companies with high levels of ESG disclosure tend to ex-
hibit better financial and market performance, enhanced transparency for investors
(Fatemi et al., 2017; Feng and Wu, 2023), and improved firm value (Astuti, Widyastuti,
and Ahmar, 2022). Firm value is influenced by ESG disclosure, sustainability perfor-
mance, financial performance, corporate reputation, and sustainability reporting quality,
reflecting a company's ability to create long-term value by integrating economic, envi-
ronmental, and social responsibilities (Ahmar., Rahmah., Darminto, 2024). Sustainability
performance reflects the integration of these responsibilities (Safitri et al., 2022) and its
contribution to creating long-term value for stakeholders (Dinarjito and Ahmar, 2023).
Financial performance, which measures profitability and cash flow, determines growth
prospects and profitability, affecting investor and creditor expectations and correlating
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with firm market value Corpo-rate reputation plays a critical role in boosting customer loyalty, attracting talent, and
strengthening a company's market position, consistent with the resource-based view theory (Astuti et al. 2022). Sustain-
ability reporting quality enhances transparency and accountability, reduces information asymmetry, and demonstrates the
company’s commitment to sustainability, aligning with signalling theory (Fatemi, Glaum, and Kaiser, 2018). Several previ-
ous studies support the findings of this research. ESG disclosure is positively associated with firm value in global real estate
companies (Abdi, Li, and Camara-Turull, 2022); ESG scores enhance firm value in companies across 47 countries (Bud-
saratragoon and Jitmaneeroj, 2021); and ESG implementation positively impacts firm value and financial performance in
the aviation industry (Yu and Zhao, 2015). Sustainability performance is also shown to positively affect firm value (Chairani
and Siregar, 2021), as demonstrated by European companies with high sustainability rankings (Djazuli, 2021). Regarding
the impact of financial performance on firm value, evidence suggests a positive relationship for manufacturing companies
in Indonesia (Khanifah et al., 2019). Similar findings have been empirically validated in companies listed on the stock
exchanges of Indonesia, Thailand, and Singapore (Hesari, Shadiardehaei, and Shahrabi, 2021). Corporate reputation also
correlates positively with firm value, where consistency in social and environmental performance increases corporate rep-
utation (Permatasari et al., 2020). Environmental performance has been found to significantly and positively affect corpo-
rate reputation but negatively impact firm value. Corporate reputation can directly and indirectly influence environmental
performance and firm value (Seker and Sengiir, 2021). Higher commitment to responsible re-source utilization, green
creativity, corporate reputation, and brand performance has been shown to increase with the implementation of corporate
social responsibility (Manning et al. 2019). The novelty of this study lies in the development of a strategic model for
sustainability reporting aimed at maximizing firm value through the effective implementation of ESG practices. This holistic
and systemic approach integrates ESG disclosure, sustainability performance, financial performance, corporate reputation,
and sustainability reporting quality, using data from companies listed in the ESG SRI KEHATI index on the Indonesia Stock
Exchange.

LITERATURE REVIEW

Generally, the potential implications of environmental, social, and governance practices for firm value and long-term sus-
tainability have attracted the interest of scholars and practitioners over the last couple of decades. ESG disclosure, sus-
tainability performance, and financial performance are important starting points for any literature review aimed at under-
standing business processes of value creation with consideration for various stakeholders' interests. This section therefore
reviews some of the most recent literature on such dimensions through their theoretical underpinning and also key empir-
ical findings. ESG Disclosure as Value Creation ESG disclosure is a good policy in terms of enhanced transparency and
reduced asymmetry of information between the firm and its stakeholders. In this respect, the attitude of the firm toward
sustainability through the practice of ESG disclosure will enhance corporate reputation and finally firm value. Consequently,
Fatemi et al. (2018) report that good ESG disclosure decreases capital costs because it provides better access to market
accessibility and sends good signals to investors about business responsibility. Thus, Feng and Wu (2023) raise the view
that stakeholders reward the company with good ESG disclosure by increasing the amount of confidence and market
legitimacy. This is even more relevant in emerging markets where stakeholder scepticism towards corporate practices is
relatively high, thereby making transparency an important factor in value creation.

Sustainability performance represents the degree to which a firm incorporates environmental, social, and governance
dimensions into its operation; it is just such a type of strategic resource. Companies with high sustainability performance
will have better risk management and more operational efficiencies in their novel practices of sustainability; hence, their
value will be higher. Chairani & Siregar, (2021) and Djazuli, (2021) have shown that firms showing the best level of
sustainability performance have been better able to adapt to relevant changes both in regulation and the marketplace,
such businesses can hold even more advantageous positions of competition. Financial Performance and Firm Value are
among the most underlying aspects of a company's success; it is, therefore, directly related to the value of a firm: good
financial performance signals to all investors that their management is adequate, profitable, and promising. Khanifah et
al. (2019) included that the interaction effect of financial performance and ESG practices increases the value of firms; this
simply means that those firms that are strong in their financial and sustainability performance are good for better perfor-
mance of the firm value. Mediation Effect of Corporate Reputation Corporate reputation mediates the relationship between
ESG practices and firm value. Thus, through good ESG disclosure and performance, a good reputation secures stakehold-
ers' trust and loyalty. According to the views of Permatasari et al. (2020), corporate reputation assures that customers
maintain strong relations with them and makes qualified employees and investors seek firms for value creation. At the
institutional level, Seker and Sengir (2021) identify the fact that reputation becomes a source of legitimacy in the mar-
ketplace, especially for firms that happen to be operating within regulated industries.
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Sustainability Reporting Quality as a Moderator The quality of sustainability reporting has been considered an important
moderator for the relationship between ESG practices and firm value. High credibility in reporting quality amplifies the
disclosures on sustainability-related information, making their information less asymmetric and building stakeholder confi-
dence in them. According to Fatemi et al. (2018), those firms that invest in comprehensive and transparent sustainability
reporting tend to do a better job of communicating their commitment to sustainable practices. Empirical Evidence on ESG,
SP, FP, and SRQ Other studies that focus on the combined impact of ESG, SP, FP, and SRQ pointed out their importance
regarding value creation. Yu and Zhao (2015) proved the fact that ESG practices post an after-effect felt in the financial
and market performance in the aviation industries; hence, the effects are universal. On the other hand, Hesari et al., 2021
have obtained that companies operating integrated ESG and Financial strategies show strong firm value through Southeast
Asian Markets.

AIMS AND OBIJECTIVES

This study aims to analyze the impact of ESG (Environmental, Social, and Governance) disclosure, sustainability perfor-
mance, and financial performance on firm value, with corporate reputation as a mediating variable and sustainability
reporting quality as a moderating variable.

METHODS

The samples collected from manufacturing industries, whether financial and non-financial firms registered in IDX and listed
in the SRI KEHATI index, during the years 2017-2022, show a committed enthusiasm to performing sustainability in the
areas of nature conservation, social responsibility related to community and human resources, human rights, and corporate
governance.

Table 1. Operational definition.

Variable Definition Formula
Firm value Brigham (2018); The market value of the firm reflecting investors' perceptions about future Fair Market Value of Firm
Serem et al., (2024) performance. Book Value of Assets
ESG Disclosure Xu et al., (2024); | Disclosure of information on environmental, social, and governance perfor- Number of ESG disclosure items
Fatemi et al., (2018) mance. Number of GRI items

The level at which firms perform over and above sustainability factors such
Sustainability Performance (SP) as practices involving environment management, social responsibility, effi-
Khanifah et al., (2019); Kheired- | cient use of energy, and also ethical governance level. It exhibits the sus-
dine et al., (2024) tainability level or responsible dimension on whose aspects the operations
are extended.

Rating a Company achieved in
PROPER-Program to Rank the
Company performance imple-
mented by the Government.

Financial Performance (FP) Profitability-the ability of the firm to generate profits from its assets. It is Net Income
Brigham & Houston (2018) measured by Return on Assets (ROA) Total Assets

Corporate Reputation Amran et Number of awards received by firm

al., (2024); Gomez et al., (2020) Public perception with regard to the image and identity of the firm.

Total awards received

Sustainability reports with both completeness and transparency represent
information on companies' performance with validity on the basis of appro-
priateness. High-quality reports provide high comprehensiveness that results

Global Reporting Initiative (GRI)
Sustainability Reporting Quality items (dummy)

(SRQ) Permatasari et al.,

(2020); in having actual representations on clarity for any firm on various practices 1 = If disclosed by GRI
! a_t environmental, sm_:ial and governance sections together with respective 0 = if not disclosed by GRI
risks and corresponding overall performance.
Profitability (Control Variable 1) The ability of the company to seek profits in a certain period. It is measured Net Income
Brigham & Houston (2018) by Return on Equity (ROE) Total Equity
Leverage (Control Variable 2) The ability of the firm to meet the obligations and the comparison between Total Debt
Brigham & Houston (2018) total liabilities and equity. It is measured by Debt to Equity Ratio (DER) Total Equity

Firm size (Control Variable 3)

Brigham & Houston (2018) A scale which classifies the size of a firm using total assets. Log natural of Total Assets

Model 1

FV=b_0+b_1 ESGD+b_2 SP+b_3 FP+b_4 CR+b_5 SRQ+b_6 ESGDSRQ+b_7 SPSRQ+b_8 FPSRQ+b_9 FS+b_10
PROF+b_11 LEV+e
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Model 2

CR=a_0+a_1 ESGD+a_2 SP+a_3 FP+a_4 SRQ+a_5 ESGDSRQ+a_6 SPSRQ+a_7 FPSRQ+a_8 FS+a_9 ROE+a_10 LEV+u
Model 3

SRQ=c_0+c_11 1+c_ 21 2+c 31 3+c_41 4+v

while: (Y) = Firm Value (FV); (X_1) = ESG Disclosure (ESGD); (X_2) = Sustainability Performance (SP); (X_3) = Financial
Performance (FP); (Z) = Corporate Reputation (CR); (M) = Sustainability Reporting Quality (SRQ); (C_1) = Firms Size
(FS); (C_2) = Profitabilitas (PROF); (C_3) = Leverage (LEV); (I_1 - I_5) = Indicators of Sustainability Reporting Quality;
(a_0, b_0, c_0) = Constanta; (a_1 —a {10}, b_1-b {11}, c_1-c_4) = Regression Coefficient; (u, e, v) = error

This study employs the SEM approach through PLS as an alternative method in data analysis. This was chosen because
the study involved mediating and moderating variables within a structural equation model (Hair et al., 2021). Moreover,
the SEM-PLS approach does not require normal distribution in the data. Thus, SEM-PLS is an appropriate method for this
study.

RESULTS

In the outer model of the present research study, a reflective measurement model has been used. Hair et al. (2021) have
contended that a reflective measurement model is tested with respect to the following: Loading Factor > 0.70, Composite
Reliability (CR) > 0.70, Cronbach's Alpha > 0.70, Average Variance Extracted (AVE) > 0.50. The outer loading factor
represents the quality of representation of an indicator for its intended construct. An outer loading value itself indicates
that a certain indicator strongly reflects the measurement for a construct. Normally, above 0.70 outer loading value is
considered valid, meaning very good convergent validity of the indicator. In that regard, Table 2 would then show the
outer loadings of each indicator from the model concerning their respective validities in the measurement of the associated
constructs.

Table 2. Loading Factor. (Source: data processed SmartPLS, 2024)

Variable Loading Factor Conclusion
ESGD 1 (X1.1) 0.892 Valid
ESGD 2 (X1.2) 0.875 Valid
ESGD 3 (X1.3) 0.865 Valid
Sustainability Performance 1 (X2.1) 0.781 Valid
Sustainability Performance 2 (X2.2) 0.832 Valid
Sustainability Performance 3 (X2.3) 0.861 Valid
Sustainability Performance 4 (X2.4) 0.824 Valid
Financial Performance (ROA) (X3) 1.000 Valid
Firm Value (Y) 1.000 Valid
Corporate Reputation (Z) 1.000 Valid
Sustainability Reporting Quality (M) 1.000 Valid
Firm Size (Control Variable 1) (C1) 1.000 Valid
ROE (Control Variable 2) (C2) 1.000 Valid
DER (Control Variable 3) (C3) 1.000 Valid

ESGD1 has an outer loading value of 0.892, which exceeds the threshold of 0.70, indicating that this indicator is valid in
measuring the ESGD construct. Any changes in the ESGD variable will be reflected in the variation of ESGD1 by (0.892 x
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0.892 = 0.79), or 79%. Based on the outer loading values, all indicators in the table are valid in measuring their respective
constructs.

Table 3. Composite Reliability and Average Variance Extracted (AVE). (Source: data processed SmartPLS, 2024)

Variable Cronbach Alpha Composite Reliability AVE
ESGD 0.752 0.861 0.676
SP 0.845 0.895 0.680

FP 1.000 1.000 1.000
Fv 1.000 1.000 1.000
CR 1.000 1.000 1.000
SRQ 1.000 1.000 1.000

Based on Table 3, it can be concluded that all variables are reliable and valid since Cronbach alpha >0.70 and Average
Variance Extracted >0.50 (Hair et al., 2021).

Table 4. R square. (Source: data processed SmartPLS, 2024)

Variable R-Square Adjusted R-Square
Corporate Reputation (Z) 0.215 0.163
Firm Value (Y) 0.896 0.884

Table 4 shows that the influence of variables on Firm Value through Corporate Reputation (CR) is 16.3%, which indicates
a low level of influence. The combined influence of the variables on Firm Value is 88.4%, which represents a high level of
influence. These results highlight that the model effectively explains Firm Value, while the contribution of Corporate Rep-
utation as a mediator remains relatively limited.

0.002 0.000 0.000

X ’ ‘ 6
SRQ
FP
NaN
Cm ] o o2
NaN NaN

NaN
A I
| a | [ @2 ] [ a |

Figure 1. Path Coefficient Diagram and P-Value.
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Table 5. Hypothesis test. Note: environment, social, and good governance disclosure (ESGD); Sustainability Performance (SP); Financial Performance
(FP); Corporate Reputation (CR); Sustainability Reporting Quality (SRQ); Firm Value (FV). (Source: data processed SmartPLS, 2024)

Hypothesis Relation Original Sample T-statistic P-Value Conclusion
H1 ESGD -> FV 0.464 2.205 0.014 Accepted
H2 SP -> FV 0.267 3.739 0.000 Accepted
H3 FP -> FV 0.435 5.109 0.000 Accepted
H4 CR-> FV 0.314 5.494 0.000 Accepted
H5 SRQ -> FV 0.068 1.157 0.124 Rejected
H6 ESGD -> CR 0.347 2.048 0.020 Accepted
H7 SP -> CR 0.298 1.889 0.029 Accepted
H8 FP -> CR 0.429 4.254 0.000 Accepted
H9 SRQ x ESGD -> FV 0.271 4.715 0.000 Accepted
H10 SRQ x SP -> FV -0.233 3.455 0.000 Accepted
H11 SRQ x FP -> FV -0.090 2.063 0.020 Accepted
H12 SRQ x ESGD -> CR -0.107 0.775 0.219 Rejected
H13 SRQ x SP -> CR 0.112 0.623 0.267 Rejected
H14 SRQ x FP -> CR 0.090 1.459 0.072 Rejected
H15 SRQ x CR -> FV 0.007 0.147 0.441 Rejected

Results of hypothesis testing presented in Table 5 show the following: ESGD has come out to be a value driver of FV,
having a path coefficient of 0.464 with a P-value of 0.014 (p < 0.05). Thus, the hypothesis that increased ESGD will lead
to higher FV stands proved. Hence, hypothesis H1 is accepted. Similarly, Sustainability Performance significantly influences
Firm Value, having a path coefficient of 0.267 with a P-value of 0.000 (p < 0.05). Therefore, hypothesis H, is accepted.
The financial performance significantly and positively affects the firm value, as evidenced by the path coefficient of 0.435,
with its P-value standing at 0.000 (p < 0.05), which confirms the hypothesis that with better FP comes better FV; thus,
the conclusion Hs stands accepted. The path coefficient of CR with FV was 0.314 and the P-value was 0.000 meaning p <
0.05 showing that it is significantly important for enhancing FV and H4 is accepted. This shows that there is no significant
effect of Sustainability Reporting Quality on Firm Value with a path coefficient of 0.068 and the P-value came out to be
0.124; p > 0.05. Thus, the hypothesis Hs has been rejected.

ESGD significantly influences CR, with a path coefficient of 0.347 and P-value of 0.020 (p < 0.05), and hence the hypothesis
(Hs) is accepted. Sustainability performance significantly influences corporate reputation, with a path coefficient of 0.298
and a P-value of 0.029, p < 0.05. Hence, Hypothesis (H>) is accepted. Financial Performance significantly affects Corporate
Reputation, with a path coefficient of 0.429 and a P-value of 0.000 (p < 0.05). This validates that the hypothesis (Hs) is
accepted.

SRQ moderates the relationship between ESG disclosure and firm value through CR (H9 is accepted) because it has a Path
Coefficient of -0.233 and a P-value of 0.000 (< 0.05). The results show that SRQ significantly moderates the relationship
between ESGD and FV through CR. Thus, hypothesis (Ho) is accepted. SRQ Moderates the Relationship Between SP and
FV through CR. It has a Path Coefficient of -0.090 and a P-value of 0.020 (p < 0.05) and hypothesis (H1o) is accepted. The
interaction of SRQ and SP significantly moderates the relationship between SP and FV through CR. However, its negative
coefficient reflects the fact that if too much emphasis is laid on SRQ which is not aligned to SP then there is a law of
diminishing returns. SRQ mediates the relationship between FP and FV via CR. Path Coefficient: Positive value of 0.090.
The P-value is 0.072, (p > 0.05), so it leads to rejection of hypothesis (H11). It reflects that the effect of FP on FV does
not come through CR by SRQ.

This suggests that the interaction effect between SRQ and ESGD insignificantly influences CR due to its path coefficient of
-0.107 with a P-value of 0.219 (p > 0.05), hence rejecting the hypothesis (Hi2). Also, the interaction effects between
Sustainability Reporting Quality and Sustainability Performance insignificantly influence CR, path coefficient = 0.112, P-
value = 0.267, p > 0.05. The interaction between SRQ and SP does not significantly influence CR. Thus, His is Rejected.
The path coefficient regarding the interaction between SRQ and FP on CR is 0.090 while its P-value is 0.072 (p > 0.05).
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Thus, hypothesis (Hi4) is rejected. The interaction between SRQ and CR does not significantly influence FV. It has a Path
Coefficient of 0.007 and a P-value of 0.441 (p < 0.05) and hypothesis Hjs is rejected. Figure 1 also informs that the results
of testing the control variables firm size (C1), profitability (C2) and Leverage (C3) have a significant effect on firm value
because the P value of each variable is <0.05.

DISCUSSION

1. Impact of ESG Disclosure on Firm Value

Firms with high levels of ESG disclosure have been performing better in financial and market aspects than firms with low
ESGD. ESG disclosure reduces capital costs, improves access to capital markets, and reflects good sustainability perfor-
mance. The findings here support that the stakeholder theory provides that every firm needs to satisfy societal expectations
and other interest groups like environmental, social, and governance concerns. Such fulfilment would then give firms social
support and resources for enhanced firm value (Fatemi et al., 2018; Feng & Wu, 2023). The findings were thus in line with
Atan et al. (2018) and Chen et al. (2024), which pointed out that ESG disclosure positively impacts firm value. ESG
disclosures have higher firm values because such practices reinforce corporate reputation and appeal to socially responsible
investors. Companies within the sustainability-oriented indices like SRI KEHATI are perceived as less risky and more for-
ward-looking, thus attracting investors and boosting firm value.

2. Sustainability Performance and Firm Value

As the investors take a new focus to invest based on sustainable performance, better-performing companies at present
about sustainability are generally seen to perform best prospect in their survival at a long time to reduce possible environ-
mental and social issue-related risks as well as earn extra returns in emerging green and ethical preferring business and
emerging markets which also increase investor attraction and its market value end. Value tends to increase as companies
improve in such sustainability practices as carbon emission reduction, social impact enhancement, or governance strength-
ening (Dinarjito et al., 2023). This is based on the RBV, emphasizing that the source of a firm's competitive advantage is
related to resources and capabilities that are unique and inimitable. In this context, sustainability performance acts as a
strategic resource that contributes to better risk management and enhances the firm's operational efficiency and innovation
in sustainable products and services. These factors all help increase firm value. According to Huang et al. (2024), further
insights are provided by the Signalling Theory, which suggests that companies use SP disclosure as a signal of quality and
prospects to the market. The signalling of sustainability and long-term value creation by the firm generates positive market
responses: increased investor confidence and demand for stocks. SP, therefore, improves not just the operational and risk
management contributions to firm value but also corporate reputation, investor confidence, and market perceptions. Al-
sayegh et al. (2020), Ahmed (2020), and Abrams et al. (2021) support the findings of the research. They find that sus-
tainability performance increases firm value in general across markets.

3. The Impact of Financial Performance on Firm Value

Companies earn more profit, lower costs, achieve efficiencies, or manage financial resources effectively, investors realize
this strength and are ready to assign a higher value to the company in the market. Investors closely watch the financial
performance of a company since it is closely related to profitability, cash flow, and potential future growth. In turn, strong
financial outcomes, such as increasing revenues or profitability, often mean that the company is well-managed and will be
able to continue this in the longer term, and therefore become more attractive to investors (Djazuli, 2021). This will
inevitably lead to an increase in stock price, and hence the firm value. Good financial performance reflects effective man-
agement, successful business strategies, and an ability to make satisfactory profits, so enhancing investor and creditor
confidence. This favourable market response, therefore, shows in increased firm value. The financial strength of the firms
facilitates the financing of investments and growth with internally generated profits, reducing thereby their dependence
on expensive and risky external financing. Financially strong firms are also capable of increasing the firm value further
through efficient capital management. These results are supported by a study conducted by Li, Gong, Zhang, and Koh
(2018) and Chairani & Siregar (2021) which finds that financial performance positively affects company value.

4. Impact of Corporate Reputation on Firm Value

A firm acquires good repute, and it is more probable that the stakeholders would perceive the organization favourably like
its customers, investors, and employees, and would give more market confidence leading to a high valuation of firms.
Corporate reputation has a profound impact on the extent to which investors view a firm's future stability and profitability.
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Good reputations about the quality of its offerings, integrity, and social responsibility make investors confident about the
performance of the firm as reflected in its high stock price and great firm value. Investors often regard companies with a
high reputation as less risky and more reliable for better performance. A good reputation suggests that a firm is well-
managed, offers high-quality products or services, and is socially responsible. This finding is supported by Chen et al.,
(2024) and Hesari et al., (2021). Such positive signals improve investor and creditor confidence, which increases the value
of the firm (Park et al., 2021). Stakeholder Theory also provides further support for these results, arguing that a firm
needs to satisfy the expectations and interests of various stakeholders, such as customers, employees, suppliers, local
communities, and investors. A strong reputation allows the firm to establish stronger relationships with stakeholders. This
should therefore be beneficial to the firm's value since higher levels of customer loyalty and satisfaction also strengthen
investor confidence, improve stakeholder relations, and enhance legitimacy at an institutional level. Therefore, these find-
ings stress the importance of corporate reputation, which is a key factor for long-term value creation for a company.

5. Sustainability Reporting Quality and Firm Value Relationship

Investors are more likely to be concerned with other factors that may comprise firm value, including financial performance,
market trends, or ESG performance, rather than the quality of sustainability reporting. Although high-quality sustainability
reporting does add transparency, it is not in itself a factor on which investors might focus in the near term. That is to say,
although quality in sustainability reporting can be fundamental regarding corporate governance and transparency, that
fact may not be sufficient to affect the way the market values a firm in the short term. Even though high-quality SRQ can
contribute to the improvement of the transparency and accountability of a firm, evidence indicates that increases in SRQ
do not positively impact increased firm value. This is probably because sustainability reporting is not a core factor when
valuing a firm, or the stakeholders lack confidence in either the veracity or comprehensiveness of the information disclosed
in these reports (Serem et al., 2024; Suhartini et al., 2024). Though SRQ improves the legitimacy of sustainability infor-
mation, the stakeholders would, after all, concern themselves with actual implementation rather than the quality of re-
porting. Thus, low-quality reporting is not going to alter the value of the firm unless or until the evidential performance
regarding sustainability can't be maintained. On the other hand, there are studies in which Sahetapy (2023), and Nguyen
(2020), reported an SRQ could alter the value of the firms. In other words, Agency Theory is also moving toward the
process affecting management as well as Shareholders' mutual interest in conflict through such an improvement making
the process transparent and Accountable with higher-quality reporting. This, however, is revealed to be such an improve-
ment in SRQ that has even failed to ward off information asymmetry and has a very dreadful effect on the value of the
firm. This could be attributed to the fact that investors do not consider the information contained in the sustainability
reports as valid.

6. Corporate Reputation Mediates the ESG Disclosure-Firm Value Relationship

High-quality ESG disclosure shows that the firm cares about sustainability and social responsibility, and, at the same time,
it does work to improve positive effects on corporate reputation. As a strategic resource, the best reputation provides
continued competitive advantages that consequently maximize the growth of the Firm Value. More importantly, Stake-
holder Theory upholds that businesses should be created to serve the wants and needs of all stakeholders. Good ESG
disclosure strengthens the confidence and loyalty of all interested parties-investors, customers, and employees alike. A
good reputation, on the other hand, is supported by good stakeholder relationships and therefore builds a critical increment
of firm value. Some insight is provided by Institutional Theory, in which the firm operates in the environment created by
norms, values, and expectations from society. Therefore, successful ESG disclosure will align these expectations of regu-
latory risks with companies, improve stakeholder legitimacy against firms, and make them less likely to experience such
dangers. Such legitimacy also proves to be a two-edged sword for a company in terms of gaining better repute and earning
capital and market. Hence, proper disclosure of ESG effectively leads to improvement in reputation which in turn is also
helpful in the proper handling of stakeholders and greater institutional legitimacy. Such results signify the relevance of
corporate reputation in mediating ESGD toward firm value for companies to contribute to long-run value creation. As
shown by Xu and Zheng (2024) and Rohendi et al., (2023), the performance of ESG is positively related to the firm's value
by using the firm's reputation as a mediating variable. This finding was supported by Hesari et al., (2021) and Zimon et
al., (2022). It indicates the result wherein a firm showing much better ESG is more likely to show greater enterprise value
that would be owed mainly to its high corporate reputation. The fact is verified even further in this study as even though
it indirectly shows minuscule performance on ESG related to its value-determining capability for a firm, corporate reputation
could pretty much heighten it.
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7. Corporate Reputation Mediates Sustainability Performance and Firm Value

Sustainability performance is a dynamic capability that makes firms cope with demands put on them; therefore, it strength-
ens the corporate reputation. That is to say, good sustainability performance leading to a good reputation attracts better
investors, customers, and employees to the firm; therefore, value increases. In other words, the focus of Stakeholder
Theory is more on response to the expectations and interests of the stakeholder. More investors, customers, and employ-
ees will continue to foster confidence and loyalty with superior sustainability performance. Good reputation-based stake-
holder relationship increases firms' value creation. These findings repeat that corporate reputation will play a vital role in
transforming sustainability performance for better value realization of firms. Companies outperform changed stakeholder
expectations and changed market conditions in overcoming sustainability practices and do so in generating long-term
value. According to Amran, Abbasi, Foroughi, and Tanggamani (2024), a sustainability report will normally have positive
outcomes on financial performance because the latter has a mediating effect on corporate reputation. Further, Gomez et
al., (2020) tested the linkage between sustainability and corporate reputation. According to findings, strategic management
of sustainability, as well as reputation, can be used as a channel of firm value enhancement.

8. Corporate Reputation as a mediator between financial performance and the value of the firm

Financial performance is reported by several scholars and researchers to be one of the main determinants supporting this
idea about the ability to create value for the company; hence, is associated with an improved reputation. An enhanced
reputation is a strategic resource providing sustainable competitive advantages and, therefore increases FV. This is further
supported by Stakeholder Theory whereby a firm should satisfy the expectations of various stakeholders which include
shareholders, customers along employees. If the business entity is financially performing, then stakeholders are bound to
develop mutual trust and long-term loyalty. Likewise, a good reputation ultimately strengthens the constituent linkages
and enhances value in the firm as well. This hypothesis supports the assumption that financial performance boosts the
value of the firm, as it relates to the accessibility of firms to show that they can produce value for their shareholders. This
is strengthened by the effect of corporate reputation because it reflects the capabilities, integrity, and social responsibility
of the company. It hypothesizes that good financial performance serves as a positive signal to the investors, eliminates
the information asymmetry, and increases transparency and credibility, which in turn would positively enhance the repu-
tation and value of the firm (Chen et al., 2024). A good reputation means the company should be aligned with the values
of society, with expected expectations, to enhance the stakeholders' support for the Legitimacy theory. Aouadi and Marsat
(2018) add that corporate reputation, being a moderating variable, has played a great role in mediating the relationship
between financial performance and the value of the company, especially in international markets.

9. SRQ Moderates ESG Disclosure through Corporate Reputation towards FV

Contingent variable, which describes the strength or direction of relationships. It was the argument from contingency
theory that would only propose the effectiveness of strategy or action adopted if and when several conditions existed. In
the given case, SRQ acted as the moderating factor involved with ESGD-CR interaction impact on FV besides the influence
relationship between FV-CR. Quality sustainability reporting is the positive ESG reporting quality, thereby maximizing ESGD
effect towards corporate reputation. A better reputation based on SRQ would have a stronger impact on the value of the
firm (Permatasari et al., 2020). Better than what has been presented ahead, the moderating effect of SRQ justified the
Theory of Signaling. Reports published by the firms show interest in responsible business conduct within the marketplace.
The superior reporting created a superior signal which reduced the information asymmetry while enhancing stakeholders'
trust and loyalty as well. Thus, excellent sustainability reporting would carry the underlying principle that adds credibility
as well as transparency towards ESG disclosure to improve the firm's value. On the whole, firms that report on a more
significant number of activities related to the environment, society, and governance along with the quality of these reports
being highly transparent and verifiable experience more significant market reactions than their peers. In addition, quality
sustainability reporting would therefore create signals for the investors who would provide improved market performance
and hence create value accordingly. According to Suhartini et al. (2024), it is stated that corporate reputation is of a
positive type which has increased firm value due to the positive impact of disclosure of ESG. It would then be expected
that when an organization acts well and responsibly, then the stakeholders observe the disclosure under ESG very genu-
inely, and trust them all the more. This consequently would feed into the investor's confidence and positively impact the
value of the firm. There will be a reasonably large number of well-supported companies that have good sustainability
practices and proper care taken for corporate reputation. These would have high-quality reporting and an enabling envi-
ronment where the disclosure of ESG information can be regarded as strategic for firm value.
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10. Sustainability Reporting Quality mediates the relationship of sustainability performance with firm value
regarding corporate reputation

In the contingency perspective, the theory said that for particular instances or circumstances, a certain strategy or any
given action happens to be successful, and such a variable case, according to this study, happens to be SRQ, for the
relationship SP-FV with CR. The essence of sustainability reporting is that it increases the credibility and transparency of
the sustainability information; high value thereby reinforces SP to increase the influence of SP on CR and further that of
CR on FV. Signal Theory also supports this moderating role because sustainability reporting sends a signal to the market
with regard to business responsiveness to their commitment to responsible business practices (Permatasari et al., 2020).
The higher the quality of reporting, the better the signal. Consequently, stakeholders' level of trust and loyalty increased
together with a reduction in the level of information asymmetry. Thus, SRQ strengthens the interaction between SP and
CR and then CR and FV. Further, Institutional Theory holds that organizations operate within environmental constructs
imposed by societies and the norms that such societies or people have espoused to be essential to the particular setting.
A sustainability quality report thus aligns a corporation with such societal expectations and thereby enhances its stake-
holder legitimacy in addition to reducing regulation risks. Improved legitimacy enhances SP's influence on CR and that of
the latter on FV so that the creation of long-term values is realized. This study is, therefore supported by the works of
Kheireddine et al. (2024) and Prashar (2023).

11. Sustainability Reporting Quality Moderates the Relationship Between Financial Performance and Firm
Value Through Corporate Reputation

Therefore, the enhanced quality of SRQ enhances information about the credibility and transparency of the financial state-
ment, thereby allowing FP to influence CR significantly followed by an impact of CR on FV. In this connection, yet another
related stream of literature provides more relevant information, and that is Signaling Theory. The sustainability report
would be used by companies to signal to the markets that they run responsible businesses. Because SRQ is of higher
quality, it makes the signal more potent at establishing trust-loyalty in stakeholders and reducing the information asym-
metry. The link gets stronger from FP to CR as well as from CR to FV. Coupled with this, institutional theory takes it further
by stating that companies operate within the wider society and the framework of the norms, values, and expectations.
Similarly, high-quality sustainability reporting also aligns the companies to these expectations from the societal set and
thus increases legitimacy among the stakeholders while decreasing the regulatory risk. In this case, stronger legitimacy
arises on further effects of FP over CR and vice-versa of CR over FV. The results of the present research are also supported
by the findings of Amran et al., (2024) and Mshana (2024) investigating the relationship between sustainability reporting,
corporate reputation, and financial performance. They note that ESG disclosure is positively related to corporate reputation,
especially for firms with better financial performance in less sensitive industries.

12. Sustainability Reporting Quality Does Not Heighten the Relationship Between ESG Disclosure and Cor-
porate Reputation

The analysis reveals that contrary to the hypothesis, high-quality sustainability reporting does not heighten the relationship.
These conditions imply that in the absence of overt actions on sustainability issues, stakeholders believe that high-quality
ESG reporting in and of itself will not serve to enhance the firm's reputation. In the context of Signaling Theory, high-
quality reporting is meant to indicate an overall commitment to responsible business conduct of the company. Those
findings seem indicative that signals related to ESGD are weak, enabling important reputation effects only when linked to
visible, quantifiable results related to sustainability performance. Again, Institutional Theory would ensure firms get their
form due to a broader social expectation that defines what is good for norms, hence good expectations; no doubt again
the result suggests good reporting is never really going to help corporations develop reputations unless such good impactful
and substantive effort toward actual sustainable move and implementations happen first. This fact is supported by Baker
etal., (2021), but finds no support in findings presented in (Alkaraan et al., 2022; Awaysheh et al., 2020). It would indicate
how quality in sustainability reporting strengthens the association between ESG disclosures and CFP. Sustainability report-
ing by companies leads to the determination that better accessibility and accuracy in the reported ESG information directly
relate to improved financial performance. This paper will therefore determine that the sustainability reporting quality
impacts the effect of ESG disclosure on firm value and corporate reputation.
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13. SRQ does not mediate the relationship between SP and CR

Although a high SRQ, as well as a high SP, may separately indicate to party’s transparency and sound ethics respectively
contributing independently towards corporate reputation, there is no interaction between SRQ and SP creating any multi-
plicative effect. It is found both variables have independently contributed to the fulfilment of stakeholder's expectations.
There are different kinds of stakeholders whose interests and perceptions the organizations need to grapple with-investors,
customers, employees, and regulatory bodies. In this case, investors and regulatory bodies care about the depth of re-
porting but quality reporting is even less relevant than the tangible sustainability outcomes for customers or the public.
This makes the overall contribution of SRQ and SP toward CR of doubtful importance because those stakeholders consider
SRQ and SP as two parts of the two separate strands of corporate responsibility, Chen et al. (2024). According to Institu-
tional Theory, firms competing for legitimacy and acceptance within the same environment or business line tend to engage
in analogous practices. Companies enjoying an advantage in industries that have very high SRQ and SP do not gain a
proportionately greater reputation since the practice involved becomes a norm. Therefore, overperformance on one di-
mension will not lead to a multiplicative reputation as the value from the SRQ-SP intersection is capped by the degree of
industry norms. Zimon et al. (2022) show that the quality of sustainability reporting augments the favourable relationship
between sustainability performance and firm reputation. It proves the reasoning that effective, transparent sustainability
reporting may facilitate investor and public confidence and as such can contribute to a robust reputation of the firm.

14. Sustainability reporting quality does not mediate between financial performance and corporate reputa-
tion

The quality of the sustainability report does not even enhance the relationship further, for stakeholders may well believe
that only the report without actual performance, is considered impotent to drive a valid effect on enhancing firm reputation
at an adequate pace. This conclusion was also proposed by Mshana (2024) and Chen et al., (2024). Sustainability reports
operate as signals coming from a corporation to its stakeholders about what it intends concerning performing business
ethically. While it does show a sort of signal from the FP nothing in that effect spills into the CR if other material results of
finances do not validate. Institutional Theory extends further explaining the theory by explaining how companies ought to
behave like in keeping up to expectations and what are considered the norm by the society concerning their stakeholders
in terms of gaining legitimacy. While quality sustainability reporting is expected to boost legitimacy, results show that
quality reporting does not have a strong impact on corporate reputation if it is not accompanied by material financial
success clearly.

15. Sustainability Reporting Quality Does Not Moderate the Relationship Between Corporate Reputation
and Firm Value

The interaction of SRQ and CR does not have a significant effect on FV. Besides, sustainability reporting is very cumbersome
and disparate as well, and above all the majority of the time because investors give priority to solid financial bottom line
results compared with general market circumstances in a short time. So accordingly, the quality of sustainability reporting
will not be potent enough to soften also the tie connecting corporate reputation to the value of a firm. While quality in
sustainability reporting is important for public relations value, it will not contribute to variations in financial performance
and firm value at all times. This may be because investors and stakeholders have placed more interest on hard-core,
tangible performance measurements, like the profit margin, and growth in comparison to some qualitative efforts to
achieve sustainability which have yet to demonstrate any specific measurable financial result (Li et al., 2018; Sahetapy,
2023). This means that the quality of sustainability reporting would not be strong enough to impact the relationship
between reputation and value. If the firm has a long-term strategy and deals with ESG issues, there probably should be
more quality in sustainability reporting (Seker & Sengiir, 2021). That would mean reputation would have more significance
toward firm value in the short run when market conditions and investor behaviour are more prone to short-run performance
rather than metrics of sustainability.

CONCLUSIONS

The current research examines how disclosure and performance on environmental, social, and corporate governance,
sustainability performance, and financial performance will impact the firm value by incorporating corporate reputation as
a mediating variable and quality of sustainability reporting as a moderating variable. The results showed that ESG disclo-
sure and sustainability performance could not be related directly to financial pro-firm value but corporate reputation man-
aged to mediate between ESG disclosure and sustainability performance with financial performance to firm value. However,
the quality of the sustainability report only moderates the association between ESG disclosure, sustainability performance,

DOI: 10.55643/fcaptp.3.62.2025.4704 599


https://fkd.net.ua/
https://www.fta.org.ua/

®IHAHCOBO-KPEAUTHA AIAMbHICTb: MPOBSIEMW TEOPIE TA MPAKTUKM
Tom 3 (62), 2025

and financial performance to firm value but not to corporate reputation. The contributions of the research have several
theoretical implications. First, this research strengthens the signalling theory, which mentions that good ESG disclosure
can reduce the information asymmetry between companies and stakeholders, thus giving rise to corporate value. It means
management will have to improve ESG disclosure transparency accountability, manage sustainability risks and opportuni-
ties, and improve corporate reputation by undertaking responsible business practices and communicating effectively. Reg-
ulators must formulate regulations to increase the disclosure of ESG elements by companies.

The limitations of the data are only from 2017 to 2022, and the data source is taken only from ESG-indexed companies
on the Indonesia Stock Exchange, making the findings probably inappropriate to be generalized to firms on other ex-
changes or to other countries.

Some important aspects included in the future research agenda are: other potential topics for research are the study of
the effect of ESG disclosure on firm value among nonfinancial companies listed on other exchanges, such as other ex-
changes than ASX in a wide meaning, for instance, Asia or any other developing countries.
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B3AEMO3B'A30K PO3KPUTTA IHGOPMALIIL MPO ESG 3 MOKA3HUKAMM CTAJIOIO PO3BUTKY
TA ®IHAHCOBMMUW NOKA3HMKAMM i BAPTICTIO ®IPMU: POJIb KOPMOPATUBHOI PEMYTALIY
TA AKOCTI 3BITHOCTI NPO CTAJIMA PO3BUTOK

Lle pocnimkeHHs cnpsiMOBaHe Ha BUBYEHHS TOTO, SIK PO3KpUTTS iH(opMalii Ta edekTuBHICTb y acnekTi ESG nos'szaHi 3
BapTICTIO ipMKM, NpY LUbOMY KOpMopaTMBHa penyTalisi, MOX/IMBO, BUCTYNAaE SIK nocepeAHuubKa 3MiHHa B Takux BigHOCK-
Hax, BOAHOYAC SKiCTb 3BITHOCTI 3i CTANOro po3BUTKY BUCTYMAE sIK MOAEpYoYa 3MiHHA. Y LbOMY AOCAIMKEHHI BUKOPUCTaHI
3pasKku iHAeKCHUX koMnaHii ESG SRI KEHATI, 3i6paHi 3 IDX npoTsarom 2017-2022 pokis. Ans uboro 6ynv BUKOPUCTaHI
LinecnpsMoBaHi MeToam Bunbipku, ae 6yno B3aTo cymy 19 dipM, a 3aranbHa KinbKiCTb CnocTepeXXeHb CTaHOBUTb 114. Pe-
rpeciiHui aHanis umux dakTopis Nokasye, Wo po3kpuTTs iHdopmauii B ESG nopsia 3i ctanicTio Ta (iHaHCOBUMM MOKa3HM-
KaMW B HapaHHi penyTauii pe3ynbTaTaM Kopriopauii Mae BenvKe 3Ha4YeHHs! Anst KOpriopaTMBHUX LiHHOCTe. KopriopaTueHa
penyTauis yCnilHO 0nocepeakoBYE BiAHOCUHM pO3KpUTTS iHopMaLii Nnpo ESG Ta NOKa3HWKM CTanoro po3suTKy 3 ¢iHaH-
COBVMM MOKA3HWKaMW LLOAO KOPMOpaTMBHOI BapTOCTi. BogHoYac SKiCTb 3BITHOCTI 3i CTAnoro po3BUTKY NMLLE NOM'AKLLYE
3B'I30K MK pO3KpUTTAM iHdopMauii B ranysi ESG, nokasHnkamu CTanoro po3BuTKY Ta (PiHAHCOBUMM MOKa3HMKaMM LLOAO
KOPMNOpPaTMBHOI BApTOCTi, ane He NOM'SKLUIYE BiAHOLEHHS 3MiHHMX 40 KOpNopaTUBHOI penyTauil. Ha npakTuui ue o3Havae:
Lue JOCNIAKEHHS NOKA3ye, WO KepiBHWKaM HeobxigHO MOKpallyBaTW SIKICTb 3BITHOCTI 3i CTanoro po3suTtky, a 6yayeatu
KOpropaTVBHY penyTaLito NOTPIGHO LWISIXOM BiAMOBIAANIBHOIO Ta NPO30POro BefeHHs 6i3Hecy. Y NoTouHin po6oTi po3po-
6ns0THCS TEOopist cUrHanisauii Ta pecypcHa Teopist 4nst 6yxranTepcbkoro 06Ky /i CTasioro po3BuTKY.

KnrouoBi cnoBa: kopropaTMBHa penyTauis; po3kputTs iHdopMadii npo ESG; BapTicTb thipMin; NpoayKTUBHICTb i SIKiCTb
3BiTHOCTI 3i CTANOro po3BuTKY

JEL Knacudpikauin: L14, L25, M14, M41

602 DOI: 10.55643/fcaptp.3.62.2025.4704


https://fkd.net.ua/
https://www.fta.org.ua/
https://doi.org/10.32534/jpk.v9i3.3096
https://doi.org/10.53819/81018102t2302
https://doi.org/10.1080/23311975.2024.2381087
https://dx.doi.org/10.23977/ieim.2024.070105
https://doi.org/10.1108/IJAIM-07-2014-0050
https://doi.org/10.3390/su14031257

