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Abstract

This research studies the impact of Corporate Social Responsibility (CSR), environment performance,
and good governance on financial performance, as measured by Return on Assets (ROA) as well as
Price to Book Value (PBV), with managerial strategy as the moderator. Applying SEM-PLS to the
dataset from quoted companies in Indonesia and Malaysia (2020-2024), we find that all three ESG
parameters significantly contribute to both ROA as well as PBV. Managerial strategy, as represented
by employee training, however, is found to not significantly moderate CSR or environment
performance to financial performance. Only the effect of good governance is moderately influenced
by managerial strategy. This identifies a new finding that internal strategy may selectively work
according to the ESG parameter. Theoretically, the research contributes to Stakeholder Theory,
Legitimacy Theory, as well as the Resource-Based View by applying human capital as a strategic
resource. Practically, applying the study identifies that enhancing the quality of governance as well
as employee abilities is important to advance ESG performance as well as long-term value in
emerging economies.

Keywords: Corporate Social Responsibility; Environmental Performance; Good Governance;
Financial Performance; Managerial Strategy; ESG; Emerging Markets

1. Introduction

Global climate change presents urgent challenges that affect various aspects of life, including the
business sector, which is increasingly pushed to adopt sustainability principles. This growing
awareness also influences corporate and accounting practices, as sustainable accounting offers a
framework for reporting that supports climate change mitigation. Delays in implementing such
practices may harm businesses, the public, and the environment (Dasinapa, 2024; Wahyuni et al.,
2024).

In Indonesia, the risks of climate change are amplified by its complex geography and
demographics. The government and the Financial Services Authority (OJK) have actively promoted
the adoption of ESG (Environmental, Social, and Governance) principles to strengthen industrial
resilience and economic sustainability (Bosi et al., 2022).

Corporate Social Responsibility (CSR) and ESG-related disclosures are increasingly demanded
by stakeholders who expect not only financial transparency but also environmental and social
accountability. Sustainable accounting is seen not only as compliance but also as a way to enhance
corporate reputation and attract investors (Wahyuni et al., 2024). High-quality ESG reporting, aligned
with standards such as GRI and SASB, has been associated with improved firm reputation and
stakeholder trust (Dasinapa, 2024).

In Indonesia, CSR has become a legal obligation under the Company Law and OJK regulation.
While studies confirm its positive effect on market value and reputation, findings on its direct impact
on financial performance remain mixed (Cahyaningati et al., 2022). Similarly, environmental
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performance such as energy efficiency and waste management can boost investor confidence, though
effects vary across sectors (Gidage et al., 2025).

Good governance, encompassing transparency and accountability, strengthens stakeholder trust
and long-term firm stability (Bosi et al., 2022; Bridoux & Stoelhorst, 2022). ROA and PBV are widely
used to measure financial performance, capturing operational efficiency and market perception,
respectively. However, past findings on ESG’s influence on ROA and PBV are inconsistent (Dasinapa,
2024; Triyani & Siswanti, 2024; Zou, 2024).

Despite extensive literature, few studies in Indonesia simultaneously assess CSR, environmental
performance, and governance in relation to both ROA and PBV. Even fewer incorporate managerial
strategy such as employee training as a moderating factor (Bosi et al., 2022). Managerial strategy
reflects internal efforts to support ESG adoption. Training programs can enhance employee capacity
to execute CSR, improve environmental practices, and ensure good governance (Piao et al., 2022). As
part of the ESG social pillar, employee training also signals the firm’s commitment to human capital
development (Chew & Chan, 2008; Koster et al., 2011; Voegtlin & Greenwood, 2016).

This study aims to examine the direct impact of CSR, environmental performance, and
governance on ROA and PBV, while also analyzing the moderating role of managerial strategy. The
findings are expected to offer practical insights for companies and investors evaluating ESG
implementation and inform human capital oriented strategies (Mulchandani et al., 2022).

Theoretically, the research is grounded in Stakeholder Theory and the Resource-Based View
(RBV), which highlight firms’ broader responsibilities and the strategic value of human capital,
respectively (Nwafor et al., 2020). By integrating ESG and managerial strategy in an emerging market
context, this study enriches the ESG literature and provides actionable guidance for sustainable
corporate performance and policy formulation (Annesi et al., 2025).

2. Literature Review

Sustainable accounting has evolved into a strategic approach that integrates sustainability
principles into corporate accounting practices. It extends beyond traditional financial reporting by
incorporating environmental, social, and governance (ESG) factors into decision-making and
disclosure processes. The ESG framework provides a multidimensional basis for evaluating a firm'’s
long-term sustainability. Its environmental pillar reflects the company’s responsibility for managing
its impact on nature, including efforts to reduce carbon emissions, enhance energy efficiency, and
conserve resources. The social pillar emphasizes worker protection, community engagement, and
employee well-being, while the governance pillar focuses on internal structure, transparency, and
accountability mechanisms. In Indonesia, the importance of ESG has been reinforced through
regulatory initiatives, such as POJK No. 51/2017 and the IDX’s reporting guidelines, which encourage
sustainability reporting (Ahmad et al., 2024; Shaikh, 2021).

Financial performance remains a key metric for assessing the outcomes of ESG initiatives. Price
to Book Value (PBV) represents the market's valuation relative to a firm’s book value and captures
external perceptions of future growth. Return on Assets (ROA) reflects internal operational efficiency.
Used together, these indicators offer a comprehensive view of financial performance from both
market and managerial perspectives (Ikhsan et al., 2022; Tripopsakul & Puriwat, 2022). In this context,
ESG activities are increasingly viewed not only as ethical imperatives but also as strategic levers for
enhancing firm value and profitability.

In terms of Corporate Social Responsibility (CSR), studies have consistently shown that
transparent and consistent CSR implementation can enhance public perception, employee morale,
and consumer trust. These outcomes often lead to improved financial performance and long-term
competitive advantage (Amaliyah et al., 2023; Pulino et al., 2022). In Indonesia, CSR is not only
voluntary but legally mandated, further embedding social contribution as part of business
responsibility. Empirical studies in the region suggest that companies committed to CSR tend to
outperform those that treat it as mere compliance, positioning CSR as a strategic investment rather
than a cost centre.
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Environmental performance also plays a critical role in financial outcomes. Firms that
implement environmentally friendly practices such as waste minimization, energy conservation, and
adoption of clean technologies enjoy reputational benefits and cost efficiencies, which can lead to
improved access to capital and investor trust (Sharma et al., 2022). However, the degree of impact
may vary across industries and regions due to differences in regulatory enforcement and
environmental awareness(Holderegger & Duarte, 2024).

Governance has become a foundational pillar of business sustainability. It is associated with
ethical decision-making, transparent operations, and reduced agency costs. Effective governance
frameworks enhance long-term stakeholder trust and reduce risk exposure. Research confirms that
firms with strong governance structures are more likely to achieve consistent financial performance
and attract investment (Zhang, 2024). In emerging markets like Indonesia, where institutional
maturity varies, the governance pillar is particularly critical.

Despite growing interest, literature assessing all three ESG pillars in an integrated framework
remains limited. Most studies examine ESG dimensions in isolation, often overlooking the dynamic
interplay among them. Furthermore, few studies have explored how internal factors, particularly
managerial strategies such as employee training and strategic alignment, may moderate the ESG-
performance relationship (Amaral et al., 2023; Jinior et al., 2024). These internal capabilities may
influence the success of ESG adoption by embedding sustainability into daily operations.

Given these gaps, future research must adopt a more holistic perspective that incorporates
contextual and organizational dimensions. In the case of Indonesia, where institutional structures
and ESG maturity differ from developed economies, integrating ESG with strategic human capital
development offers a promising avenue for improving both sustainability and performance
outcomes.

3. Hypotheses Development

The increasing adoption of sustainable accounting principles under the ESG (Environmental,
Social, and Governance) framework reflects the shifting paradigms in corporate accountability and
strategic performance. ESG pillars offer an integrated lens through which firms manage
environmental responsibilities, engage ethically with stakeholders, and implement transparent
governance practices (Ahmad et al., 2023; Shaikh, 2021). Regulatory initiatives in Indonesia, such as
POJK No. 51/2017, further emphasize this shift by mandating ESG disclosures, reinforcing the
relevance of ESG as both a regulatory and strategic imperative. In line with this direction, this study
posits that the integration of ESG practices with effective managerial strategy can yield
improvements in market valuation (PBV) and profitability (ROA).

Corporate Social Responsibility (CSR) plays a pivotal role in enhancing firm legitimacy and
stakeholder trust. Grounded in Stakeholder Theory and Legitimacy Theory, CSR is seen not only as
ethical compliance but as a mechanism to build long-term reputational capital (Velte, 2023; Zou,
2024). Prior studies have shown mixed results—some affirm CSR’s positive influence on firm value
(Valentine, 2024), while others indicate inconsistencies across sectors and regulatory contexts
(Oktaviani & Dwi, 2023; Yusra, 2022). In Indonesia, mandatory CSR regulations have elevated
disclosure standards, with evidence suggesting financial improvements for compliant firms. Based
on this, the study proposes:

H1: CSR positively influences PBV.
H4: CSR positively influences ROA.

Environmental Performance, representing a firm's ecological efficiency, has emerged as a key
predictor of financial sustainability. Anchored in the Natural Resource-Based View, firms that
manage environmental risks through emission control, energy efficiency, and sustainable waste
management tend to develop competitive advantages (Raja Ahmad et al., 2023). Empirical research
across manufacturing and industrial sectors in Indonesia confirms that firms with strong
environmental practices experience improved financial outcomes (Marginingsih & Suparno, 2024).
Accordingly, the following hypotheses are advanced:
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H2: Environmental performance positively influences PBV.
H5: Environmental performance positively influences ROA.

Good Governance is essential in reducing agency costs and ensuring operational transparency.
Agency Theory posits that effective governance mitigates information asymmetry and enhances
shareholder trust (Gunawan et al., 2024; Juliana et al., 2024). Studies have consistently linked sound
governance practices to stronger financial metrics in both PBV and ROA (Darsono et al., 2022; Nazam
& Rojuaniah, 2024). In Indonesia’s context, governance reforms have proven instrumental in
attracting investor confidence and improving financial integrity (Li, 2024). Consequently, we
hypothesize:

H3: Good governance positively influences PBV.
Hé6: Good governance positively influences ROA.

In addition to the direct effects of ESG, this study also explores the moderating role of managerial
strategy, specifically through employee training and internal sustainability integration. Drawing on
the Resource-Based View (RBV) and Contingency Theory, managerial strategy is seen as a dynamic
capability that enhances the effectiveness of ESG implementation (Secioputri & Putro, 2025; Wang et
al.,, 2025). Training employees to understand and operationalize ESG principles transforms these
practices from symbolic gestures into measurable value drivers. Studies suggest that such internal
alignment can amplify the positive effects of CSR, environmental practices, and governance on
financial performance (Annisa Trimur Fadila & Ida Bagus Ketut Bayangkara, 2025; Meena, 2023).
Accordingly, the following interaction hypotheses are developed:

H7: Managerial strategy moderates the relationship between CSR and PBV.

HS8: Managerial strategy moderates the relationship between Environmental Performance and PBV.
H9: Managerial strategy moderates the relationship between Good Governance and PBV.

H10: Managerial strategy moderates the relationship between CSR and ROA.

H11: Managerial strategy moderates the relationship between Environmental Performance and ROA.
H12: Managerial strategy moderates the relationship between Good Governance and ROA.

In conclusion, this study integrates ESG constructs with firm performance through the lens of
strategic human capital development. The hypothesized model not only addresses gaps in the
existing literature—especially in emerging markets—but also seeks to offer a nuanced understanding
of how internal strategies such as employee training serve as critical enablers for ESG effectiveness.
This comprehensive model bridges theoretical insights with practical implications, contributing to a
more grounded and actionable roadmap for sustainable corporate performance in Indonesia (Natalia
& Tetiana, 2025; Zhao, 2024; Zhu & Newman, 2023).

3. Method

3.1. Research Design

This study adopts a quantitative explanatory approach using Structural Equation Modelling
Partial Least Squares (SEM-PLS) to examine the effect of corporate sustainability practices
particularly Environmental, Social, and Governance (ESG), Corporate Social Responsibility (CSR),
and corporate governance quality—on firm financial performance. SEM-PLS is appropriate for
analysing complex causal relationships, especially when the model contains both reflective and
formative constructs, and when predictive accuracy and exploratory model validation are
emphasized. Furthermore, this approach accommodates data that may not fully meet multivariate
normality assumptions, which is common in sustainability-related datasets.

3.2. Data Sources and Sampling

The population in this study includes publicly listed companies on the Indonesia Stock Exchange
(IDX) between 2018 and 2022. A purposive sampling technique was applied based on the following
inclusion criteria:
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e The company published annual financial statements and sustainability reports for at least 3
consecutive years.

e ESG score data were available from external databases (e.g., Refinitiv, Bloomberg ESG, MSCI
Ratings).

e Governance indicators were disclosed (e.g., board structure, committee activities).

Data were collected from:

e ESG performance: Refinitiv ESG, Bloomberg ESG Disclosure Score, MSCI ESG Ratings.

¢ Financial indicators (PBV and ROA): Audited financial statements and IDX reports.

e (SR and governance data: Extracted manually through content analysis of sustainability reports
aligned with GRI standards and POJK No. 51/POJK.03/2017.

3.3. Variable Measurement and Operationalization

All constructs are grounded in the literature and measured using standardized or theory-
informed indicators, as follows table 1:

Table 3. 1 Summary of variables and measurement.

Variable category Variable Name Measurement
Dependent variable Price to Book Value (PBV) Stock Price / Book Value per Share
Return on Assets (ROA) Net income/Total sales
Independent variable CSR GRI-based index
Environmental Performance Thomson Reuters score for environmental
disclosure
Governance Thomson Reuters score for governance
disclosure
Moderating role Managerial strategy Training employee disclosure

3.4. Model Specification

The theoretical model assumes that ESG, CSR, Environmental Performance, and governance
quality each influence financial performance, either directly or indirectly. Based on this framework,
the model includes:

Main Structural Equation:

PBV =31.CSR + 32.EP + 3.GOV + €

ROA = 1.CSR + 2.EP + 3.GOV + ¢

Optional Mediation/Moderation Paths:

e Mediation: ESG—CSR—GFP
e Moderation: FP=31 ESG+32 - GOV+{3 - (ESGxGOV)+e

3.5. SEM-PLS Estimation Procedure

Analysis was performed using SmartPLS 4, following a two-step evaluation:
a) Measurement Model Evaluation
e Reflective constructs: Assessed for reliability using Cronbach’s Alpha, Composite Reliability, and
Average Variance Extracted (AVE). Discriminant validity was evaluated via HTMT ratio.
o Formative constructs (CSR): Assessed for multicollinearity (VIF) and the significance of indicator
weights.
b) Structural Model Evaluation
e Estimation of path coefficients using bootstrapping (5000 subsamples).
e Evaluation of R?, Q? (predictive relevance), and f? (effect size).
e Testing of indirect (mediated) and moderated effects if modeled.
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e Assessment of model fit through SRMR and NFI indices (as additional reference).
To prevent common method bias (CMB), the study employed Harman'’s single-factor test and
full collinearity VIF checks (threshold < 3.3).

3.6. Ethical Considerations and Data Transparency

Although this study utilizes secondary data, ethical standards were strictly observed. All data
sources are publicly accessible or obtained via licensed academic subscriptions. There was no
collection of personally identifiable information. The full dataset, SmartPLS project file, and coding
book are available on the project’s GitHub repository (to be linked post-review) for the sake of
reproducibility and transparency.

4. Result and Discussion
4.1. Result

Descriptive Statistics and Univariate Analysis

Descriptive statistical analysis was conducted to provide a general overview of the distribution
and central tendency of the variables used in the study, namely: Corporate Social Responsibility
(CSR), Environmental Performance, Good Governance, Managerial Strategy, Price to Book Value
(PBV), and Return on Assets (ROA). Table 4.1 presents the descriptive statistics for each variable,
including minimum, maximum, mean, and standard deviation.

Table 4. 1. Descriptive Statistics of Variables.

Variable Minimum Maximum Mean Std. Deviation
CSR 50,5210 58,6960 54,7879 2,3487
Environmental Performance 23,7050 94,6200 63,8326 14,8076
Good Governance 5,0260 97,5820 62,2722 22,5532
Managerial Strategy 23,2960 97,2860 69,4038 15,5601
PBV 0,1910 58,4630 3,7424 8,6202
ROA -0,1380 0,8500 0,0662 0,0891

Descriptive Statistics: Mean and Standard

Deviation
80.00 69.40
63.83 62.27
60.00 5479
40.00
22.55
20.00 14.81 15.56 po2
2.35 l I . 3.7 g 007000
0.00 — -
CSR EP GoV MS PBV ROA

B Mean B Std. Deviation

Figure 4. 1. Descriptive Statistics: Mean and Standard Deviation.
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The following figure presents a visual comparison of the mean and standard deviation of each
variable to highlight the dispersion and centrality. From the graph, Managerial Strategy appears to
have the highest average, while ROA exhibits the lowest, indicating limited profitability in the sample
during the observed period.

4.2. Measurement Model Evaluation (Outer Model)

In Structural Equation Modeling—Partial Least Squares (SEM-PLS), assessing the measurement
model is a critical step to ensure that the latent constructs are measured accurately through their
observed indicators. This study utilizes reflective indicators for constructs such as CSR,
Environmental Performance, Good Governance, Managerial Strategy, PBV, and ROA, where the
primary criteria for validity include outer loading values and significance levels.

As shown in Table 4.2 and the accompanying loading diagram (Gambar 4.1), all indicator
loadings exceed the minimum threshold of 0.70, indicating strong indicator reliability. This suggests
that each observed variable has a strong correlation with its respective latent construct, and hence,
meets the requirements for convergent validity.

Moreover, no indicators exhibited loading values below 0.40, thus no item deletion was
necessary. In alignment with Hair et al., (2020), loadings between 0.40-0.70 are retained if AVE and
Composite Reliability remain acceptable. In this model, all criteria are satisfactorily met

4.3. Multicollinearity Assessment (VIF Test)

To ensure there is no multicollinearity among predictor constructs in the structural model, a
Variance Inflation Factor (VIF) analysis was conducted. According to Kock (2015), a VIF value below
3.3 is considered acceptable, and below 5.0 is still tolerable.

As summarized in Table 4.3, all VIF values are comfortably below the critical threshold,
confirming that multicollinearity is not a concern in this model. This strengthens the robustness of
the model and the trustworthiness of the path coefficient estimations.

Table 4. 3 - Multicollinearity Test (VIF).

Variable VIF
CSR (X1) -> PBV (Y1) 1.019
CSR (X1) > ROA (Y2) 1.019
Environmental Performance (X2) -> PBV (Y1) 1.366
Environmental Performance (X2) -> ROA (Y2) 1.366
Good Governance (X3) ->PBV (Y1) 1.282
Good Governance (X3) -> ROA (Y2) 1.282
MS x CSR (X1) -> PBV (Y1) 1.476
MS x CSR (X1) -> ROA (Y2) 1.476
MS x Environmental Performance (X2) -> PBV (Y1) 1.238
MS x Environmental Performance (X2)-> ROA (Y2) 1.238
MS x Good Governance (X3) -> PBV (Y1) 1.070
MS x Good Governance (X3) -> ROA (Y2) 1.070

4.4. Structural Model Evaluation (Inner Model)

After ensuring the quality of measurement through the measurement model (outer model), the
next stage is to test the structural model (inner model). The purpose of this test is to find out the
strength of relationships between latent constructs and test hypotheses in the research model. The
test was carried out using the bootstrapping technique of 5000 subsamples in SmartPLS.

Table 4.4 presents the results of path estimation (path coefficients), t-statistical values, and p-
values used to test hypothesis significance.

Results of Significance Test and Hypothesis Interpretation
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Based on the test results, several key findings were obtained as follows:

1. CSR (X1) had a significant positive influence on PBV (Y1), with a coefficient of 0.115, t-statistic of
2.154 (>1.96), and p-value of 0.016 (<0.05). This suggests that a company's involvement in social
responsibility has an impact on market perception, and the value of a company's books.

2. Environmental Performance (X2) also had a significant effect on PBV, with a coefficient of 0.229,
t-statistic of 3.462, and p-value of 0.000. This reinforces the argument that the market rewards
companies that demonstrate a commitment to energy efficiency, waste management, and
emissions reduction.

3. Good Governance (X3) was significant for PBV, with a coefficient of 0.101, t-statistics of 1.813,
and p-value of 0.035. Good governance creates trust and increases the company's credibility in
the eyes of investors.

4. In terms of operational performance, CSR (X1), Environmental Performance (X2), and Good
Governance (X3) also had a significant effect on ROA (Y2), which showed a p-value below 0.05
and a t-statistic, respectively above 1.96. It confirms that sustainability is not just an image but is
closely linked to the efficiency of asset use.

Moderation Test by Managerial Strategy

To test whether the Managerial Strategy (M) plays a moderator role, a test was carried out on
the interaction between M and each variable independent of PBV and ROA.

The results show:

e Managerial strategies are not significant in moderating the CSR relationship — PBV and ROA.

e Itis also not significant in moderating the Environmental Performance — PBV and ROA.

e However, managerial strategies significantly moderate the relationship between Good
Governance — PBV (p = 0.021) and Good Governance — ROA (p = 0.007).

This means that the quality of a company's internal strategy strengthens the relationship
between good governance practices and improved financial performance. This shows the importance
of alignment between governance structures and effective managerial strategies.

Table 4. 4 - Hypothesis Testing Results (Bootstrapping).

Original
Path sample o P values
©) statistics

CSR (X1) ->PBV (Y1) 0,115 2,154 0,016
Environmental Performance (X2) -> PBV (Y1) 0,229 3,462 0,000
Good Governance (X3) ->PBV (Y1) 0,101 1,813 0,035
CSR (X1) -> ROA (Y2) 0,091 1,865 0,031
Environmental Performance (X2) -> ROA (Y2) 0,242 3,813 0,000
Good Governance (X3) -> ROA (Y2) 0,144 2,597 0,005
Managerial Strategy (M) x CSR (X1) ->PBV (Y1) 0,029 0,374 0,205
Managerial Strategy (M) x Environmental Performance (X2) -> PBV (Y1) -0,018 0,176 0,278
Managerial Strategy (M) x Good Governance (X3) -> PBV (Y1) -0,105 2,041 0.021
Managerial Strategy (M) x CSR (X1) -> ROA (Y2) -0,019 0,269 0,242
Managerial Strategy (M) x Environmental Performance (X2) -> ROA
2) 0,047 0,484 0,169
Managerial Strategy (M) x Good Governance (X3) -> ROA (Y2) -0,126 2,469 0.007

4.5. Coefficient of Determination (R?) and Predictive Relevance (Q?)

Table 4. 5. Coefficient of Determination (R?).
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Dependent Variable R-square
PBV (Y1) 0,076
ROA (Y2) 0,085

o The R? value for PBV is 0.109, meaning that the model explains 10.9% of PBV variations, the
remaining 89.1% is influenced by other variables outside of this model.
e The R? value for ROA is 0.123, meaning that 12.3% of ROA variations are explained by CSR,
environment, and governance.
Although this R? is relatively low, it is common in models involving complex managerial and
social variables and reinforces the argument for the need for additional variables in future models.
Since the value of Q? > 0, all independent constructs have predictive relevance to the dependent
variables, even if the levels are still low to moderate.

4.6. Model Fit (SRMR)

Dependent Variable Q

PBV (Y1) 0,061

ROA (Y2) 0,078

Table 4. 7. Goodness of Fit (SRMR).

Fit Index Value
SRMR 0,061

The Standardized Root Mean Square Residual (SRMR) value of 0.069 < 0.08, indicates that this
model as a whole has a good fit, as per the standards of Hair et al. (2019). This means that the
difference between observed and predicted covariance is low, and the model can be said to be able
to adequately represent the data.

4.1. Discussion

The results of the study show that Corporate Social Responsibility (CSR) has a significant
positive effect on company value as measured through Price to Book Value (PBV). These findings
confirm that companies that are active and transparent in disclosing CSR activities are more valued
by the market because they are considered to have a long-term commitment to their stakeholders and
the social environment. This is in line with Stakeholder Theory, which states that companies are not
only accountable to shareholders, but also to wider stakeholders (Freeman, 1984). In addition,
Legitimacy Theory explains that CSR functions as a company's mechanism to gain social legitimacy
(Hamidu et al., 2015), which is then reflected in market valuation. Studies by (Hadiwibowo &
Purwanti, 2024) also confirm that structured CSR practices can increase investor confidence and
positive market perception of companies.

Nevertheless, the influence of CSR on PBV can vary depending on the geographical and industry
context. In Indonesia and Malaysia, CSR implementation is influenced by regulatory strength, social
awareness, and different stakeholder pressures. In sectors with low ESG awareness, the influence of
CSR on PBV may not be very significant. This is in line with the findings of Thanetsunthorn &
Wouthisatian, (2025), who show that the effectiveness of CSR as a positive signal depends on the level
of market expectations and institutional structure. Therefore, CSR should not be seen solely as a
regulatory burden, but rather as a strategic investment in building a reputation and increasing the
company's long-term value in the eyes of investors.

This study shows that Environmental Performance (EF) has a significant positive effect on Price
to Book Value (PBV). These findings reinforce the argument that a company's good environmental
performance, such as emissions management, waste, and energy efficiency, can boost market
confidence. Investors are increasingly paying attention to the aspect of environmental sustainability
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as an indicator of the company's long-term responsibility. This is in line with Stakeholder Theory and
Legitimacy Theory, which explain that companies that show commitment to environmental issues
gain stronger social support and market legitimacy (Sharma et al., 2022; Yunarsih et al., 2023).
Previous research by (Helmina et al., 2024) also confirmed that companies with high EF tend to be
more appreciated by investors through an increase in market value.

However, EF's influence on PBV is highly dependent on the industry context and the presence
of supportive regulations. In developing countries such as Indonesia and Malaysia, although
regulations related to sustainability reporting are starting to develop, their implementation is not
evenly distributed across sectors. Companies that are proactive towards environmental issues have
the opportunity to create value differentiation in the market. Therefore, EF implementation is not
only a form of compliance, but can be used as a strategic tool to create sustainable added value
(Mausuly & Prasetyowati, 2022; Onyeka & Orajekwe, 2024). Thus, companies that want to increase
PBV in the long term should make environmental issues an integral part of their business strategy.

The results of the study show that Good Governance (GG) has a significant positive influence
on PBV. Good corporate governance, including transparency, accountability, and effective oversight
can increase investor confidence and create a strong perception of stability. This is in line with Agency
Theory, which states that governance practices reduce conflicts between management and owners,
as well as reduce agency costs (Jensen et al., 1976). In addition, Stakeholder Theory also underlines
that fair governance creates strong relationships with all stakeholders, which ultimately increases the
company's value. Research by Harmaen et al., (2022) and Trisnaningsih & Rahmasari, (2022)
reinforces these findings, by showing that GG is an important factor in investment decisions.

However, the influence of GG on a company's value can also be limited by the company's
regulatory structure and culture. In Indonesia and Malaysia, the implementation of good governance
still faces challenges in terms of internal oversight and compliance with the code of conduct. In some
more tightly regulated sectors such as banking, the positive impact of GG on PBV is seen to be
stronger than other sectors that are less regulated. This emphasizes the need for public policies that
encourage improvement of governance practices, as well as strengthening the company's internal
capacity in implementing the principles of good governance (Beta & Kalalo, 2023; Yuli Soesetio, 2023).
In this context, GG is not only a formal compliance framework but is a strategic instrument for
creating long-term value and competitiveness.

The results show that CSR has a significant positive influence on Return on Assets (ROA),
indicating that corporate social responsibility practices not only impact reputation, but also increase
operational efficiency and profitability. These findings are consistent with Stakeholder Theory, which
states that meeting stakeholder expectations can strengthen social relationships and consumer
loyalty, thereby driving increased revenue. Previous research by Lestari et al.,, (2024); Wijaya &
Iryanto, (2024) also found that companies that consistently implement CSR tend to have better
financial performance.

Nonetheless, the effectiveness of CSR on ROA can vary depending on the sector and regulatory
context. In more heavily regulated sectors, CSR tends to be integrated into business strategies and
has a real impact on financial performance. In contrast, in the informal sector or those that do not yet
have high ESG awareness, CSR is often treated as an additional burden. Therefore, the integration of
CSR in operational strategies and the quality of their implementation are determining factors to the
extent to which CSR can convert social value into economic benefits (Ayamga et al., 2024; Hermawan
et al., 2023).

Environmental performance was also found to have a significant positive influence on ROA.
Companies that maintain energy efficiency, waste management, and carbon emissions, are generally
able to reduce operational costs and reduce legal and reputational risks. This reinforces the Agency
Theory, which states that good environmental performance creates an incentive for management to
act efficiently and responsibly. Research by Pramudiati et al., (2022) shows that sustainability
initiatives in environmental management are proven to increase competitiveness and long-term
profitability.
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However, as with CSR, the impact of environmental performance on ROA is greatly influenced
by the level of regulatory maturity and industry concern for sustainability. In traditional sectors that
are less exposed to regulatory pressures, environmental initiatives may not yet be fully monetized in
the form of direct benefits. In contrast, sectors such as energy or manufacturing that face high
regulatory pressures tend to be more motivated to tailor business strategies to environmental goals.
Therefore, the integration of environmental performance into the company's managerial system must
be adjusted to sector dynamics and market demands (Fauzi, 2022; Khanh et al., 2024).

The results of this study show that Environmental Performance (EP) has a positive and
significant effect on Return on Assets (ROA). These findings reinforce the argument that companies
that successfully manage environmental issues—such as energy efficiency, emissions control, and
waste management—not only achieve social legitimacy, but also increase long-term profitability. In
other words, good environmental sustainability practices are not solely philanthropic, but rather
operational efficiency strategies that contribute directly to increasing ROA. Previous studies have
also confirmed the same thing, where investment in environmentally friendly technology is able to
reduce operational costs while increasing competitiveness (Helmina et al., 2024; Pramudiati et al.,
2022).

Theoretically, these findings are in line with the Natural Resource-Based View (NRBV) which
states that natural resources and sustainable environmental management can be the basis for
competitive advantage. In addition, from the perspective of Stakeholder Theory, companies that pay
attention to environmental issues will gain higher trust from investors, customers, and the wider
community, which in turn improves reputation and revenue stability (Setiawati & Hidayat, 2023).
However, sectoral and regulatory variability can affect the magnitude of this impact. For example, in
the renewable energy sector, the effect tends to be stronger than traditional industries that still face
limitations in sustainability infrastructure (Fauzi, 2022). Therefore, the results of this study not only
confirm the importance of environmental performance in increasing ROA but also signal to
management that environmental investment is an essential part of business strategy to ensure
profitability and long-term sustainability.

The findings of the study show that Good Governance (GG) has a positive effect on Return on
Assets (ROA), which shows that good corporate governance contributes to the efficiency of asset
management and the achievement of profitability. Based on Agency Theory, the application of
governance principles such as transparency, accountability, and independence of the board of
directors can reduce agency costs and encourage more rational and efficient decision-making. The
study of Christy & Sufiyati, (2023) and Nurkhin et al., (2023) corroborates that good governance
mechanisms minimize conflicts of interest and improve internal control structures, which have a
direct impact on financial performance.

However, the success of the implementation of GG in increasing ROA is also greatly influenced
by institutional and organizational culture factors. In countries such as Indonesia and Malaysia, the
implementation of the GG principle often faces challenges such as weak external oversight, limited
human resource capacity, and inconsistencies in regulatory implementation. In this context, the role
of regulators is important to strengthen supervisory policies and encourage companies to make good
governance part of their long-term strategy. These findings confirm that good governance is not just
compliance with formalities but is an important foundation in improving the competitiveness and
sustainability of companies (Oshim & Igwe, 2024; Rizal & Amran, 2022).

The research findings show that managerial strategies do not significantly moderate the
relationship between CSR and a company's market value (PBV). This means that the interaction
between social responsibility practices and managerial approaches does not provide a meaningful
reinforcement of investor perception. These results are consistent with a study by Park & Byun, (2022)
which states that in the context of immature regulations such as in Indonesia, managerial strategies
have not played a sufficient role in encouraging the effectiveness of CSR to increase company value.
This is also in line with the Contingency Theory, that the effectiveness of a strategy depends on the
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compatibility between external context and organizational characteristics, which does not seem to be
optimally implemented in CSR management.

Meanwhile, managerial strategies also did not show a significant moderation role in the
relationship between environmental performance and PBV. This indicates that the strategy
implemented by management has not been able to raise environmental performance to a strong
signal for the market. Research by Daromes & Ng, (2023) and Lee & Hooy, (2024) also supports that
in the context of developing countries, external factors such as regulation and public awareness
determine market perception of environmental issues more than the company's internal strategy. It
is different from Good Governance, where it is found that managerial strategy functions as a significant
moderator. The interaction between good governance and managerial strategy has been proven to
strengthen its impact on PBV. This supports the Agency Theory that responsible management and a
good governance structure will build investor trust and increase the market valuation of the
company.

5. Conclusions

This study aims to systematically investigate the relationship between corporate sustainability
practices—represented by Corporate Social Responsibility (CSR), Environmental Performance (EF),
and Good Governance (GG) and corporate financial performance, through two main indicators,
namely Price to Book Value (PBV) as a representation of market value and Return on Assets (ROA)
as an indicator of internal profitability. Using the Structural Equation Modeling—Partial Least Squares
(SEM-PLS) approach, this study found that the three dimensions of ESG have a significant and
positive influence on financial performance, both in terms of market perception and in terms of
operational efficiency. These findings reinforce the position of sustainability as a strategic foundation
in modern business, which not only serves to fulfill ethical and social obligations, but also serves as
a key driver of long-term economic value creation.

From a theoretical point of view, these results are strongly intertwined with Stakeholder Theory,
which emphasizes the importance of symbiotic relationships between companies and all stakeholders
in building reputation and legitimacy. In addition, Legitimacy Theory has also received support,
especially in the context of how companies gain social acceptance through CSR practices and
sustainability reporting. Meanwhile, Agency Theory becomes relevant when good corporate
governance is able to reduce information asymmetry and increase managerial accountability. This
study also evaluated the role of managerial strategy as a moderation variable and found that its effect
was only significant in strengthening the relationship between good governance (GG) on market
value and company profitability. However, the influence of MS moderation on CSR and EF is not
significant, indicating that there are still challenges in translating managerial strategies into effective
strengthening of the social and environmental dimensions.

Thus, overall, this study confirms that the integration of ESG into a company's strategic
framework is not an optional option, but rather a prerequisite for maintaining the company's
competitiveness and value. However, the effectiveness of strengthening ESG through managerial
strategies is not uniform; Its success is largely determined by the institutional context, organizational
readiness, and human resource capabilities in internalizing sustainability values into daily business
decision-making. The study enriches the literature by providing empirical evidence from the context
of developing countries, as well as opening up space for further exploration of the conditions that
enable ESG to be a catalyst for overall business performance.

From a practical point of view, these results provide strategic guidance for managers,
policymakers, and company stakeholders. Companies need to be more active in integrating CSR,
environmental efficiency, and good governance practices into their core business strategies, not just
as complementary elements or symbolic efforts. These implications include the importance of
ongoing training for employees in understanding ESG values, increased transparency of
sustainability reporting, and the adoption of internal audit systems that support sustainability
accountability. On the other hand, the finding that managerial strategies do not consistently moderate
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the relationship between ESG and financial performance indicates the need for increased strategic
capacity within organizations, so that sustainability values do not just stop at the policy level but are
truly internalized in the decision-making process.

Policy implications are also important to emphasize. Regulators such as the Financial Services
Authority (OJK) and the Indonesia Stock Exchange (IDX) are expected to not only require
sustainability reporting but also encourage incentive systems for companies that apply ESG
principles substantially. The government needs to provide a policy framework that encourages data
disclosure, research repeatability, and ESG innovation at the corporate level. On the other hand,
institutional investors are expected to use ESG as a parameter in the risk assessment and investment
decision-making process. This will create a healthy ecosystem between market players, regulators,
and the public in realizing sustainable and inclusive economic development.
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