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ABSTRACT

The golas of this research are: 1) Being aware of how environmental affect
the firm value enterprises included in the 2021-2023 ESG Leader index, 2) Being
aware of how social affect the firm value enterprises included in the 2021-2023
ESG Leader index, 3) Being aware of how governance affect the firm value
enterprises included in the 2021-2023 ESG Leader index. Company value is one
aspect that can be influenced by environmental, social, governance. Through a
quantitative approach, using a purposive sampling technique, this study selected
18 company’s as a sample from the population of 44 company’s that were part of
ESG Leader index 2021-2023. Acoording to the research social and governance
factors significantly positive on firm value, whereas environmental factors
significantly negative on firm value. In order to boost stakeholder’s trust,
comapny’s that have the incorporated ESG elements can provide sustainability

reports accurately and be verified for correctness.

Keywords : Environmental, Social, Governance, Firm Value.
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ABSTRAK

Tujuan penelitian ini adalah: 1) Menyadari bagaimana pengaruh
environmental terhadap nilai perusahaan perusahaan yang termasuk dalam
indeks ESG Leader 2021-2023, 2) Menyadari bagaimana pengaruh social
terhadap nilai perusahaan perusahaan yang termasuk dalam indeks ESG Leader
2021-2023, 3) Menyadari bagaimana governance berpengaruh terhadap nilai
perusahaan perusahaan yang termasuk dalam indeks ESG Leader 2021-2023.
Nilai perusahaan merupakan salah satu aspek yang dapat dipengaruhi oleh
environmental, social, governance. Melalui pendekatan kuantitatif dengan teknik
purposive sampling, penelitian ini memilih 18 perusahaan sebagai sampel dari
populasi 44 perusahaan yang tergabung dalam indeks ESG Leader 2021-2023.
Berdasarkan penelitian faktor social dan governance berpengaruh positif
signifikan  terhadap nilai  perusahaan, sedangkan faktor environmental
berpengaruh negatif signifikan terhadap nilai perusahaan. Untuk meningkatkan
kepercayaan pemangku kepentingan, perusahaan yang memasukkan elemen-
elemen ESG dapat memberikan laporan keberlanjutan secara akurat dan

diverifikasi kebenarannya.

Kata Kunci : Environmental, Social, Governance, Nilai Perusahaan.

XV



CHAPTER 1

INTRODUCTION
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1.1 Background
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In today's modern era, society faces many environmental and social
challenges such as environmental degradation, decreased implementation of
social values and corporate law violations. The main environmental problem
currently being faced by society globally is global warming. Global
warming refers to a phenomenon in which the atmosphere, oceans, and land
experience an increase in temperature (Hilwa & Sihar, 2021). According to
BMKG (2021), global warming occurs due to greenhouse gas emissions,
where these emissions are mainly triggered by human activities. Greenhouse
gas emissions include carbon dioxide (CO>), nitrogen dioxide (NOy

methane (CH.), and freon (CFC).

Figure 1. 1 Greenhouse Gas Emission Conditions in 2004-2021

- R WV a

o T

'

A
W}\AM

Lt & Tolentng 0 600130 Hidetan G0 (101 b, AN Betimalang, dae M Les por tade s J004 031
Data source: BMKG, 2021

<
=
N
=
=)
=
s
©
wid
o
o
=
©
T
©

repository.unisma.ac.id



UNISMA 2

Based on the graph, from 2004 to 2021, greenhouse gases showed an

increase in emissions every year, both at the global and national levels. The
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highest greenhouse gas emissions were in 2020-2021. The increase in CO2

concentration in Indonesia is lower than the global average. According to
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the Ministry of Environment and Forestry (2018), Indonesia continues to
strive to reduce the occurrence of global warming which will have an impact
on human life in the future. The existence of the global warming
phenomenon also makes people push the demand to create more
environmentally and socially responsible business practices.

Global warming has increased public awareness of the importance of
preserving the environment and increased efficiency towards social
responsibility. This is evident through various community social movements
such as, Bike to work, Coin a Change, plastic bag diet and so on. With the
existence of social awareness in the community, in addition to affecting
their daily lives, it can also affect the way they invest. Investors who
initially only considered the aspect of financial returns when investing now

they also consider how a company's responsibility towards environmental.

Figure 1. 2 Average Hourly Wages of Workers by Gender in 2015-2023
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Based on the graph, from 2015 to 2023 it provides information that’s
men,s wages are always higher than women’s. This gap occurs due to

employment discrimination, devaluation of woman’s work, and other things,
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even though women complete the same level of education as man but are
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still paid less (Economic Policy Institute in the Rahmatillah article, 2024).
With this salary gap, companies are expected to be able consider their
responsibilities towards social aspects, because this aspects is also a concern

in the eyes of investors.

Figure 1. 3 Number Corruption Cases in the Indonesia by Sector in 2023

e Sektor “Iamlnh -l-:-_-m;...p
R a7 D

108

10%

L)

i
i\
29
24

[
1
|
3
)
1
1

0

1

3 1+
Fidule dibkcetnhivni

Data source: Databoks, 2024

According to this figure, it will be see that corruption cases by sector in
Indonesia reached 791 cases. The high number of corruption cases is a form
of company failure in its governance. With this high level of cases, investors
are increasingly considering how companies are responsible for aspects of
their governance.

According on the data presented previously, it can be concluded that

investors now not only consider financial aspects but also pay attention to
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the company's responsibility towards environmental, social and governance
aspects.

Environmental, Social, and Governance (ESG) is standard for
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companies on carrying out investment practices. Every company is required
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to carry out policies that still consider environmental, social and quality
governance aspects (Noviarianti, 2020). In this condition, companies that
successfully implement best practices for the environment and social
directly make the company contribute to minimizing carbon emissions and
pollution (Imron & Taswiyah, 2022). The products or services produced by
these companies also tend to be more environmentally friendly. This is in
line with Indonesia's ongoing efforts to tackle global warming, which in turn

can influence the decisions of today's investors who consider ESG.

Figure 1. 4 Managed Fund Value of ESG Mutual Funds in Indonesia 2014-2021
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Practices that pay attention to ESG aspects in various companies have
become a trend among investors, making the growth of environmentally
friendly investments increase every times. The condition can be see on
previously presented figure regarding value from managed funds sourced

from ESG mutual funds. The graph indicates that ESG investments are

<
=
N
=
=)
=
s
©
wid
o
o
=
©
T
©




REPOSITORY

University of Islam Malang

<
=
N
=
=)
=
s
©
wid
o
o
=
©
T
©

increasing from year to year even though in 2021 there was a decline. ESG
is because of the higher level public awareness of environmental and social
issues. Businesses that have modern thinking will realize that the
implementation of ESG practices in the company is increasingly important
in every operational activity carried out (Prudential Indonesia, 2023).

The Indonesia Stock Exchange (IDX) has also taken various actions to
support the implementation of Environmental, Social, and Governance
(ESG) practices in each company so that they are carried out properly. One
of the actions taken by the IDX is to launch the IDX ESG Leader Index or
ESG Leader Index in 2020 (CNBC Indonesia, 2020). The index contains
shares of companies that have the best Environmental, Social, and
Governance (ESG) ratings. The existence of this index is a form of IDX
appreciation for companies that have a high commitment to ESG
implementation. Companies that are members of this index generally have a
good reputation and public trust, so that in the end they have the opportunity
to increase company value.

According to Yulianto (2020), investors perception of a company is
known as its firm value. Firm value is a reflection of how investors
evaluated the companies performance and future prospects based on a
number of factors, including the current trend of using ESG principles. The
application of ESG principles in the firm is the right strategy, because in this
addition for improving the companies good image, it is will also have a

positive impact on the firm’s value in the eyes of investors (Delvina &
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Hidayah, 2023). According to Melinda & Wardani (2020), there is a
favorable correlation between companies value and ESG.

A deeper understanding of the application of ESG principles that
contribute of the value company also needs for be considered each aspect
separately. Environmental, social and governance aspects has different roles
but the three aspects complement each other to shape investors' view of the
firm.

Previous research that examines the effect for ESG on the firm value
provides mixed founds. Based to Christy & Sofie (2023), show the
environmental and social disclosure does not have a positive significantly
affect on the company value, while Governance have positive significantly
affect. Melinda & Wardhani (2020), show the ESG have a positive
relationship. Furthermore, in research conducted by Hariyanto & Ghozali
(2024), it states that the social disclosure score have positive significantly
value on the company value, while the environmental disclosure scores and
governance disclosure scores has not affect on the firm value.

The diversity of results in previous studies has encouraged
researchers want to research with title " The Effect of Environmental,
Social, and Governance on Firm Value (Case Study on Companies
Listed in the ESG Leader Index for the 2021-2023 Period)", which
tests whether Environmental, Social, and Governance have an impact on
the firm value, especially for companies listed in the ESG Leader index

for the 2021-2023 period. By conducting this research, it is hoped that it



can provide new knowledge about the impact of environmental, social,

and governance on the firm value, whether it supports or contradicts
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previous research. The study raises population is all company’s included

on the ESG Leader index to the period 2021-2023, because according to
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Adityawati (2021), which states that the ESG assessment conducted by
Sustainalytics shows an increase from 2021 in the movement and growth
of the ESG Leader index, Thus, its hopefully that this study findings will
be more patient and provide new knowledge, especially on the importance
of ESG for a firm to affect value.

1.2 Problem Formulation

According on background description that have a submitted, the
researcher concludes several problem of formulations as guidelines for the
next stage of preparation. The problem of formulations in this research are
as follows:
1. Does Environmental affect firm value in companies listed on the
ESG Leader index for the 2021-2023 period?

2. Does Social affect firm value in companies listed on the ESG
Leader index for the 2021-2023 period?

3. Does Governance affect firm value in companies listed on the ESG

Leader index for the 2021-2023 period?
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1.3 Research Objectives and Benefits

1.3.1 Research Objectives
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Based on the background and problem formulation above, the
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objectives of this study are as follows:

1. Knowing the impact of environmental on the firm value in
company’s included on ESG Leader index for the 2021-2023
period.

2. Knowing the impact of social on the firm value in company’s
included on ESG Leader index for the 2021-2023 period.

3. Knowing the impact of governance on the firm value in company’s

included on ESG Leader index for the 2021-2023 period.

1.3.2 Research Benefits

The research has theoretical and practical benefits. Practical
benefits are benefits that can be applied directly in practical life in the
field, while theoretical benefits are benefits that can add or develop

academic knowledge or can be used as a reference for further research.

1. Practical Benefits

a. For the firms
The results of this study are expected to provide input and
information for companies in managing and implementing

Environmental, Social, and Governance (ESG) practices in their
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business practices, in order to build a sustainable and
responsible firm profile in the long term.

b. For investors

REPOSITORY

This research can be used as a medium to assist investors in
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understanding the relationship between good Environmental,
Social and Governance (ESG) practices and firm performance.
Thus, investors can decide to invest in an informative and
sustainable manner.

c. For the government
The government can use the research results as a basis for
formulating regulations that support Environmental, Social, and
Governance (ESG) practices. Because with the right regulations,
it will encourage companies to always implement sustainable
and responsible business practices.

d. For the community
With this research, people can use the research results as literacy
related to the importance of Environmental, Social, and
Governance (ESG) practices in a firm for the environment and
social community at large.

2. Theoretical Benefits
For further research, the results of this study are expected to be used
for input or references related to research that deepens

understanding related to stakeholder theory and signaling theory,
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especially on the influence of Environmental, Social, and
Governance (ESG) on firm value. This research can also be used as

literacy in related courses such as good corporate governance,

REPOSITORY

financial management and business ethic.
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CHAPTER V
CONCLUSIONS AND SUGGESTIONS

5.1 Conclusion

The study objectives for provide empirical data on affect
environmental, social, and governance on the firm value. Companies listed
on the ESG Leader index consecutively in 2021-2023 were sampled in this
study.

Based on the results of research that has been carried out with various
series of processes starting from the data collection process, the data
processing process, the data analysis process, and the process of interpreting
the founds of analysis related to environmental, social, and governance on
firm value. Then the following conclusions can be drawn:

1. Environmental have significantly negative affect on the value of
firms included in ESG Leader index in the current period, namely
2021-2023. This shows that an increase or decrease in
environmental aspects will affect the firm’s value.

2. Social have significantly positive affect on the value of firms
included in ESG Leader index in the current period, namely 2021-
2023. This shows that an increase or decrease in social aspects will
affect the firm’s value.

3. Governance have significantly positive affect on the value of firms
included in ESG Leader index in the current period, namely 2021-
2023. This shows that an increase or decrease in the governance

aspect will affect the firm’s value.

72
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5.2 Limitations
The research certainly have a limitations then is far from perfect, the

following are the limitations that exist in this study:

1. The sample used only focuses on companies that are consecutively
listed in the ESG Leader index in the 2021-2023 period. This
limitation occurs because this index only contains 30 companies
each period and these 30 companies are not always listed in the
ESG Leader index consecutively. So it can be concluded that the
sample used is still small.

2. The observation period is still short, namely for 3 years (2021-
2023), so it does not yet reflect the situation in the long term.

3. The contribution of independent variables still low on explaining
dependent variable, which means that there are still variables
outside this study that are able to provide an explanation of the

dependent variable.

5.3 Suggestions
According on the research results that have a described, the suggestions

submitted from this research are as follows:

1. Based on the limitations of this study, future study is expected to
using wider number samples in study, increase the research period,

use other variables related to ESG and firm value. The addition
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aims to make the research conducted can provide broader
information.

Companies that have implemented environmental, social and
governance aspects in their sustainability reports, it is hoped that
the data presented regarding the application of ESG is accurate and
can be checked for accuracy. So that with the existence of accurate

and verifiable information, it will increase the trust of stakeholders.
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