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financial companies listed on the Indonesia Stock Exchange (IDX) Submitted: 10-01-2026
that have ESG scores provided by Morningstar Sustainalytics. This Revised: 15-03-2026
study employs panel regression analysis on a sample of 58 non- Accepted: 30-03-2026
financial companies listed on the Indonesia Stock Exchange from Published: 15-04-2026
2021 to 2024. The results indicate that ESG performance has a
statistically significant negative effect on corporate financial JEL Classification:
performance. These findings suggest that companies with higher G32; M14: G34
ESG scores, as measured by the Sustainalytics risk-based

. . . Keyword:
framework, are associated with greater perceptions of ESG- Environmental Social and Governance
related risks, and therefore lower financial performance. (ESG); ’ ’
Furthermore, Sharia compliance does not moderate the Financial Performance;
relationship between ESG and financial performance. These Sharia Compliance;
results imply that although ESG practices and Sharia principles Indonesian Stock Exchange

share ethical and sustainability-oriented foundations, they do not
operate synergistically in enhancing firm financial performance
within the Indonesian capital market context. The findings
contribute to the ESG and Islamic finance literature by highlighting
the importance of ESG measurement approaches and market
context. The study also offers insights for investors, regulators,
and corporate managers regarding the interpretation of ESG
scores and the role of Sharia compliance in investment decision-
making.

1. INTRODUCTION

The primary way to build and maintain a company's reputation is by improving its
performance. Company performance serves as a key indicator of a company's development
and competitiveness. Performance is crucial to stakeholders, including investors, creditors,
and the government, who rely on it to assess risks and potential returns (Awa et al., 2024).
A company's financial performance also serves as a reference in formulating strategies to
address increasingly fierce competition (Zhang & Lucey, 2022).

For investors, analyzing financial performance is crucial to assessing whether their
investment returns are expected to be achieved. Before deciding to invest, investors need

10


https://ejournal.upi.edu/index.php/image

to ensure that the company's financial performance can meet their expectations while
minimizing potential risks (Fadrul et al., 2021; Wang & Wang, 2017). A company's stock
price is also an important indicator for investors in assessing the company's financial
performance and prospects.

Furthermore, long-term stakeholder expectations for transparency in the use of funds,
both financial and non-financial, put pressure on companies to present informative and
reliable reports (Crous et al, 2022; Hadro et al, 2022). This non-financial disclosure
encompasses the company's responsibility to stakeholders to invest in economic and social
sectors, as well as its commitment to sustainable corporate governance, known as
Environmental, Social, and Governance (ESG) (Aluchna et al,, 2023). ESG implementation
encompasses integrating sustainable development goals into business strategies,
operations, and corporate social responsibility (Erin et al., 2022).

ESG serves as a benchmark for companies to demonstrate non-financial accountability
in environmental sustainability, social welfare, and corporate governance, ultimately
supporting the achievement of goals such as reducing carbon emissions and advancing a
green economy (Khan, 2022). ESG reporting promotes transparency and accountability
regarding a company's role in these initiatives, with frameworks like the Global Reporting
Initiative (GRI) or the Sustainability Accounting Standards Board (SASB) ensuring the
reports are both relevant and quantifiable (United Nations Department of Global
Communications, 2023). Through the adoption of ESG practices, companies can enhance
their reputation with stakeholders and improve issuer performance (Gomez-Trujillo et al.,
2020).

Several studies have shown that ESG performance has a positive impact on corporate
profitability by increasing operational efficiency and reducing environmental risks
(Galeazzo et al., 2024; Rosamartina et al.,, 2022). However, some studies have found no
significant relationship between ESG implementation and corporate performance,
particularly in the short term (Ramos et al,, 2022; Tyan et al,, 2024). In fact, some studies
indicate that participation in ESG activities can be a waste of resources, resulting in lower
corporate performance (Barko et al,, 2022; Sheehan et al., 2023).

The inconsistency in these research findings underscores the need for further
investigation into the dynamics between ESG implementation and corporate performance.
According to Baron & Kenny (1986), moderating variables become important when
empirical findings show a weak or inconsistent relationship. Several recent studies, such as
those by Lee & Isa (2023), Adomako & Tran, (2022), and Téth et al,, (2021) examined the
potential moderating effects of variables on the relationship between ESG report and
corporate financial performance.

The selection of Sharia compliance as a moderating variable in this study was based on
research by (S. Lee & Isa, 2025), which demonstrated increasing interest in ESG studies
linked to Sharia compliance. The findings are consistent with those of Idris, et al,, (2022),
who empirically suggested broadening the ESG criteria to incorporate halal principles, such
as businesses being free from tobacco, alcohol, and gambling, which are already addressed
by Sharia compliance. However, while Sharia compliance includes some ESG ethical
guidelines, it is considered inadequate to cover all the ESG criteria necessary for sustainable
corporate governance (Jaiyeoba et al., 2025).

The Indonesian capital market, which has experienced rapid development over the past
decade, has become an important context for examining ESG performance and Sharia
compliance in the context of discussing financial performance and sustainability reporting
(Al Adawiyah et al., 2025; Modjo et al., 2025). Furthermore, as a country with the largest
Muslim population in the world, Sharia-compliant investment principles play a central role
in corporate governance and investor expectations (Hati et al, 2023). This unique
combination of emerging-market dynamics and the significant influence of Sharia creates
an opportunity to examine how ESG practices and Sharia compliance interact to shape
corporate financial performance. Therefore, the research focuses on Indonesian companies
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to examine the interaction between ESG and Sharia compliance in the context of emerging-
market capital markets.

The purpose of this study is to examine the effect of ESG Score on corporate financial
performance by considering the moderating role of Sharia compliance. By using a signaling
theory approach, this research is expected to provide a significant contribution to corporate
governance practices oriented towards sustainability and Sharia principles, as well as
deepen understanding of the interaction between ESG performance score and Sharia
compliance in influencing corporate financial performance.

1.1. Literature Review
The Impact of Environmental, Social, and Governance (ESG) Performance on
Corporate Financial Performance.

In the context of modern corporate management, attention to environmental, social,
and governance (ESG) practices is increasingly important in assessing corporate
performance (Singh & Rahman, 2021). Various previous studies have examined the
relationship between ESG and corporate financial performance, showing mixed results,
with both positive and negative effects, strongly influenced by the institutional context,
market characteristics, and the ESG measurement methods used.

Numerous studies have shown that ESG implementation and rating can improve
corporate financial performance. Corporate social responsibility activities are positively
associated with firm value, as reflected in market indicators such as Tobin's Q, which
captures investors' appreciation of a company's sustainability commitment (Liu & Song,
2023).. Research by Junius, et al, (2020) corroborates these findings, stating that ESG
practices can strengthen a company's image and reputation, thus improving financial
performance. Cheng et al., (2023) similarly found that ESG practices positively contribute
to corporate performance in Germany, suggesting that ESG can be a strategic tool in
corporate value creation.

However, other studies have shown that ESG practices do not always have a positive
impact on financial performance. Ren & Lin, (2024) found a negative relationship between
ESG activities and profitability indicators such as ROA and ROE, indicating that ESG
implementation can incur costs that impact financial performance. Sahut (2015) also
suggested that investing in ESG activities may depress a company's financial performance,
particularly when the company perceives ESG as an additional source of costs that are not
offset by tangible economic benefits. These differing findings suggest that the impact of ESG
on financial performance is contextual and influenced by market characteristics and
investor perceptions.

In summary, although the academic community remains divided on how and to what
extent ESG affects company performance, most studies agree that ESG scores have a positive
impact on company performance. While fulfilling corporate social responsibility does come
at a cost, when these investments begin to show results, companies can benefit through
energy savings and emission reductions, enhanced reputation, greater investor appeal,
increased employee loyalty, policy support, and increased work efficiency, both tangible
and intangible. These benefits ultimately offset the costs incurred, realize the scale effect of
the investment, and subsequently improve company performance. Therefore, this study
proposes the following hypothesis:

Hi: Environmental, social, and governance (ESG) score has a positive impact on financial
performance.

The ESG Score on Financial Performance Moderated by Sharia Compliance.

Sharia compliance ensures that a company's activities do not involve behavior
prohibited by Islamic law and ensures that revenue is generated in accordance with Sharia
principles. Operationally, the Sharia framework also emphasizes accountability and social
justice in all aspects of operations and financial reporting (Idris et al, 2022). These
principles not only enhance social legitimacy but also strengthen shareholder confidence in
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the company's resource accumulation and allocation processes. Sharia-compliant
companies receive a trust premium from investors specifically seeking ethical investments,
thereby increasing stock liquidity and company valuation (Jaiyeoba et al., 2025).

According to Lee & Isa, (2023), Sharia-compliant companies are expected to
demonstrate strong management practices, including active involvement in environmental,
social, and governance activities. Based on stakeholder theory, implementing ESG practices
increases value by strengthening stakeholder relationships and enhancing transparency.
Sharia principles also emphasize transparency towards stakeholders. Therefore, the
combination of ESG implementation and Sharia compliance is expected to improve further
a company's financial performance (S. Lee & Isa, 2025).

The convergence of Sharia principles and ESG dimensions, particularly in governance
and social justice, creates a synergistic effect. Research by Lee & Isa (2023) shows that
companies that combine Sharia compliance with high ESG performance achieve superior
financial performance. Sharia compliance provides a solid ethical foundation, while ESG
practices translate into measurable operational actions (Ahmed et al., 2025; Karudin et al.,
2025). Therefore, Sharia compliance acts as a positive moderator in the relationship
between ESG score and corporate financial performance.

H»: Sharia compliance strengthens the impact of ESG Score on financial performance.

Conceptual Framework

The conceptual framework for the hypothesized relationship in this study is grounded
in theoretical foundations and empirical evidence relevant to the influence of ESG
implementation on corporate financial performance, with Sharia compliance as a
moderating variable. The relationship between Environmental, Social, and Governance
(ESG) implementation and disclosure and corporate financial performance has been widely
supported by both theoretical and empirical literature, which shows that ESG practices play
a role in improving operational efficiency, reducing risk, and strengthening a company's
reputation among investors, stakeholders, and consumers (Lee etal., 2022; Ren & Lin, 2024;
Singh & Rahman, 2021). These findings indicate that ESG value is a strategic instrument
with the potential to create economic value for companies.

In the context of this study, this relationship is not only direct but is also influenced by
the characteristics of value-based corporate governance, particularly Sharia compliance.
Sharia compliance is believed to strengthen the quality and credibility of ESG scores because
Sharia principles emphasize transparency, accountability, and prohibit speculative and
unethical activities. Therefore, ESG implementation by Sharia-compliant companies are
expected to send a stronger signal to the market about the company's commitment to
sustainability and long-term risk management, ultimately impacting its financial
performance (Jaiyeoba et al., 2025; S. Lee & Isa, 2025).

Based on this relationship, this study develops a conceptual framework that illustrates
the influence of ESG Score on corporate financial performance, with Sharia compliance as a
moderating variable influencing the strength of this relationship. This conceptual
framework is presented to explain the hypothesized causal relationships and serves as the
basis for empirical testing using appropriate statistical approaches.
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Figure 1. Conceptual Framework
Source: Development by Researchers (2025)

2. METHODS

The sample in this study consisted of 58 listed non-financial companies with
Environmental, Social, and Governance (ESG) scores available on IDX. The sample was
selected purposively, based on the following criteria: non-financial companies that
consistently published ESG scores and had complete financial data throughout the
observation period. The study period spanned four years, from 2021 to 2024, enabling a
more comprehensive analysis of the dynamics of ESG implementation and disclosure, and
their implications for corporate financial performance.

ESG data was obtained from ESG score of IDX Listed Companies by Morningstar
Sustainalytics, a recognized and credible provider widely used in academic research and
capital market practice, as it provides standardized, comparable ESG indicators across
companies. Meanwhile, financial performance data and control variables were obtained
from the companies' annual financial reports. To examine the effects of ESG Score on
corporate financial performance and the moderating role of Sharia compliance, this study
employed panel data regression analysis. Control variables included liquidity, leverage,
capital expenditure, and firm size to minimize potential bias and isolate the influence of ESG
on financial performance.

The panel dataset was analyzed using an estimation approach appropriate to its
characteristics, with diagnostic tests used to determine the best model, including both fixed
and random-effects models. This approach was chosen to obtain efficient, consistent
estimates of the relationship between ESG scores, Sharia compliance, and corporate
financial performance during the study period.

2.1. Description of Research Variables
a. Dependent Variable: Financial Performance

In general, financial performance can be measured through various indicators such as
Return on Assets (ROA), Return on Equity (ROE), Tobin's Q, and logarithmic stock returns
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(Shan, 2019; Zhang & Lucey, 2022). In this study, company financial performance was
measured using Tobin's Q. Tobin's Q was chosen as a proxy because it better reflects the
market's assessment of company value, including investor expectations for the company's
long-term growth prospects and performance. This ratio is calculated as the company's
market value divided by the book value or replacement value of its assets.
b. Moderating Variable: Sharia Compliance

The moderating variable in this study is Sharia compliance, measured using a dummy
variable. Sharia compliance is assigned a value of 1 if the company is included in the
Indonesian Sharia Stock Index (ISSI) in a given observation year, and 0 if it is not. The use
of the ISSI as a basis for measuring Sharia compliance is based on the selection criteria
applied in the index, which include the type of business activity, financial structure, and
compliance with Sharia principles established by the relevant authorities (Rusmita et al.,
2023).
c. Independent Variable: ESG Score

This study measures ESG (Environmental, Social, and Governance) implementation
using an ESG score, which serves as an indicator of a company's reputation for sustainable
practices in these areas. The Indonesia Stock Exchange partnered with Morningstar
Sustainalytics to conduct the ESG assessment. Sustainalytics evaluates ESG risks using a
risk-decomposition approach, identifying companies involved in incidents that could harm
stakeholders, the environment, or the company's operations. A higher ESG score indicates
a greater environmental and social impact, while a lower ESG score reflects stronger ESG
risk management by the company (Bisri et al., 2025).
d. Control Variables: Liquidity, Leverage, Capital Expenditure, and Firm Size

This study uses several control variables to isolate the influence of ESG and Sharia
compliance on corporate financial performance including liquidity, leverage, capital
expenditure, and firm size (S. Lee & Isa, 2025). Liquidity, measured by the ratio of current
assets to short-term liabilities, reflects a company's ability to meet short-term obligations,
which can influence perceived risk and firm value. Leverage, measured by the ratio of total
debt to total assets, is included as a control variable because a company's funding structure
influences financial stability and performance. Capital expenditure, measured by the Net
Increase in fixed assets plus depreciation expense, captures the intensity of a company's
investment in fixed assets, reflecting its growth strategy and potential for future value
creation. Firm size is included because larger companies generally have greater resources
to implement ESG practices. Firm size in this study is measured using the natural logarithm
of total assets.

2.2. Model specification
H1: The Impact of ESG Reporting on Financial Performance.

The first model was designed to test the direct effect of ESG Score on corporate financial
performance, controlling for liquidity, leverage, capital expenditures, and firm size.

FPyy = ag + a1 ESGR; + a,L1Q + azLEV; + a,CAPEXjt + asFSit + €jt i (D
H2: Sharia compliance strengthens the relationship between ESG reporting on
financial performance.

The second model was developed by adding Sharia compliance and the interaction
term between ESG Score and Sharia compliance to test whether Sharia compliance
strengthens the relationship between ESG implementation and corporate financial
performance.

FPy = ayg + a;ESGR;; + a,SCiy + a3ESGR; * SCyy + a4 L1Q; + asLEV; + agCAPEX; +

A7 F Sit i ceereeieee et et ettt ettt e e e e e en s s en s s e e e e e (2)

Where a, is a constant, while a; to as are regression coefficients indicating the influence
of each independent variable, moderating variable, interaction variable, and control
variable on a company's financial performance, Firm Performance (FP) is a company's
financial performance as measured by Tobin's Q. ESGR is the ESG implementation score by
Morningstar Sustainalytics. SC is Sharia compliance, measured by a dummy variable equal
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to 1ifthe company is included in the Indonesian Sharia Stock Index (ISSI) in the observation
year and 0 otherwise.

ESGR*SC represents the interaction variable between the ESG Score and Sharia
compliance. LIQ is a liquidity variable of the company, calculated using the current ratio.
LEV reflects the company's leverage level, measured as the ratio of total debt to total assets.
CAPEX, or capital expenditure, is determined by the change in fixed assets plus depreciation
expenses within a year. FS (firm size) is measured using the natural logarithm of total assets.

3. RESULT AND DISCUSSION

3.1. Results
Descriptive Statistics

Tablel presents descriptive statistics of the study variables. Financial performance
(FP), measured by Tobin’s Q, has an average value of 1.87, indicating that, on average, the
market values firms above their book value, with considerable variability across firms (SD
= 2.01). ESG Reporting (ESGR) records a mean score of 28.27, suggesting a moderate level
of ESG score among sample firms, with noticeable dispersion (SD = 9.81). Sharia compliance
(SC) has a high mean of 0.88, indicating that most firms in the sample are classified as
Sharia-compliant. Liquidity (LIQ) averages 2.04, reflecting generally adequate short-term
solvency, while leverage (LEV) average 0.23, with limited variability (SD = 0.177). Capital
expenditure (CAPEX) shows a large variation with a mean value of around 2,230,000 and a
relatively high standard deviation (4,440,000). Firm Size, in log form, averages 29.551 with
a substantial range (20.672-29.334).

Table 1. Descriptive Statistics

Variables Mean Std. Dev Min Max Observation
FP 1.87 2.01 0.54 18.24 N=232
ESGR 28.27 9.81 7.11 54.02 N=232
SC 0.88 0.31 0 1 N=232
LIQ 2.04 1.46 0.25 10.08 N=232
LEV 0.23 0.177 0.0002 0.78 N=232
CAPEX 2,230,000 4,440,000 5,823,000 36,220,000 N=232
FS 29.551 27.024 20.672 29.344 N=232

This table presents the descriptive statistics consisting of 232 firm-year observations
Source: Data Processed (2025)

Multicollinearity Test

Table 2 reports the variance inflation factor (VIF) values, The results of the
multicollinearity test indicate that all independent variables in the research model have
variance inflation factor (VIF) values below the commonly used critical limit of 10.

Table 2. Variance Inflation Factor

Variables VIF 1/VIF
ESGR 1.286 0.778
SC 1.078 0.928
LIQ 1.022 0.978
LEV 1.014 0.986
CAPEX 4.341 0.230
FS 1.034 0.967
Mean VIF 1.629

Source: Data Processed (2025)
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The average VIF value of 1.629 indicates that overall, there are no serious
multicollinearity issues in the regression model. The variables ESGR, Sharia compliance,
liquidity, leverage, and company size each exhibit relatively low VIF values, reflecting a
weak correlation between the independent variables. Although the capital expenditure
(CAPEX) variable has a relatively higher VIF value than the other variables, at 4.341, this
value is still within acceptable limits. Thus, the regression model used is free from
multicollinearity issues, allowing for reliable interpretation of the regression coefficient
estimates and not distorted by strong linear relationships between the independent
variables.

Regression Analysis

Table 3 presents the regression estimation results used to test the effect of ESG
reporting on financial performance, while Table 4 presents the moderated regression
results after including the moderating variable of Sharia compliance. The regression test
results for Model 1 show that the ESGR variable has a coefficient of -0.324 with a t-value of
-3.740 and a p-value of 0.010, indicating a negative and significant effect on financial
performance. The liquidity variable (LIQ) has a coefficient of -0.074 with a p-value of 0.223,
thus being insignificant. The leverage variable (LEV) shows a positive coefficient of 0.981
with a t-value of 2.640 and a p-value of 0.040, indicating significance. Meanwhile, CAPEX
has a coefficient of 0.032 with a p-value of 0.158, and firm size (FS) has a coefficient of -
0.017 with a p-value of 0.124, neither of which is statistically significant.

In Model 2, the regression results show that ESGR has a coefficient of -0.0341 with a t-
value of 1.984 and a p-value of 0.034, thus remaining significant. The Sharia Compliance
(SC) variable has a coefficient of 0.284 with a p-value of 0.742, indicating insignificance. The
ESG*SC interaction variable has a coefficient of -0.004 with a t-value of -0.755 and a p-value
of 0.433, thus insignificant. The LIQ, LEV, CAPEX, and FS variables each have p-values of
0.236, 0.155,0.153, and 0.136, respectively, indicating that all of these control variables are
statistically insignificant in Model 2.

Table 3. Regression Results on the Impact of ESG Score on Firm Performance

Model Variables Coefficients Std.Err. t-statistics p-value Sig
1 (Constant) 17.341 0.779 4.341 0.000 ok
ESGR -0.324 0.091 -3.740 0.010 ok
LIQ -0.074 0.018 1.422 0.223
LEV 0.981 0.034 2.640 0.040 x
CAPEX 0.032 0.018 1.410 0.158
FS -0.017 0.015 -1.141 0.124

¥ p<.01, ** p<.05, * p<.1
Source: Data Processed (2025)

Table 4. Moderated Regression Analysis (MRA) with the Interaction Variables

Model Variables Coefficients Std.Err. t-statistics p-value Sig
2 (Constant) 17.732 0.215 3.136 0.000 ok
ESGR -0.0341 0.000 1.984 0.034 ok
SC 0.284 0.015 0.344 0.742
ESG*SC -0.004 0.271 -0.755 0.433
LIQ -0.085 0.200 -1.186 0.236
LEV 0.098 0.012 1.424 0.155
CAPEX 0.032 0.015 1.432 0.153
FS -0.031 0.035 -1.220 0.136

** p<.01, ** p<.05, *p<.1
Source: Data Processed (2025)
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3.2. Discussion.
a. The Impact of ESG Scores on Company Financial Performance

The analysis found that the ESG score had a negative, significant effect on financial
performance. This finding indicates that, in the context of this study, ESG is perceived more
as arisk indicator than as a direct driver of corporate value creation. The Sustainalytics ESG
score conceptually represents a company's level of risk across environmental, social, and
governance factors, with lower scores indicating lower ESG risk and higher scores
indicating greater ESG risk (Eccles et al., 2014). Therefore, the negative relationship found
suggests that companies with more manageable ESG risks tend to achieve better market
valuations and demonstrate higher financial performance.

This finding aligns with the literature suggesting that ESG activities and management
can entail costs that affect a company's financial performance. Companies with high ESG
scores generally face more complex environmental, social, and governance management
demands, including regulatory compliance and reporting costs, as well as investments in
internal control and governance systems (Choi et al.,, 2024; To6th et al,, 2021). These cost
burdens can suppress a company's financial efficiency and flexibility, leading to a decline in
company value. Stakeholders perceive this condition as increased risks and non-financial
costs, negatively impacting financial performance (M. A. Khan, 2022; Sheehan et al., 2023).
Companies with higher ESG scores are perceived as having greater risk complexity, both
because of the characteristics of their business sectors and the breadth of ESG issues they
must manage. Conversely, companies with lower ESG scores are perceived as having lower
ESG risks and are therefore considered more stable and attractive from a financial
performance perspective (Brighi et al., 2025; Landi et al., 2022).

The negative impact of ESG scores on financial performance in this study reflects the
risk-oriented nature of the Sustainalytics assessment framework, which emphasizes a
company's exposure to environmental, social, and governance (ESG) risks rather than
simply the level of compliance or disclosure (Mandas et al.,, 2024). In emerging markets like
Indonesia, companies with higher ESG scores face additional regulatory and operational
costs associated with managing complex ESG obligations, which can temporarily reduce
profitability (Apergis et al., 2022; Odell & Alj, 2016). Furthermore, investors may interpret
higher ESG scores as an indicator of greater operational complexity and potential risk
exposure, rather than a direct financial benefit. This finding contrasts with analyses from
developed markets where ESG adoption is often associated with increased efficiency and
improved reputation, highlighting the importance of market context in interpreting the
relationship between ESG and financial performance. These insights show that while ESG
investing supports long-term sustainability goals, it can negatively impact short-term
financial performance, particularly in resource-constrained environments or in less mature
ESG frameworks.

Furthermore, this study's results confirm that ESG's influence on financial performance
depends significantly on the measurement approach used. Unlike ESG indices that
emphasize compliance levels or disclosure quality, risk-based ESG scores, such as those
from Sustainalytics, emphasize a company's potential vulnerability to ESG issues (Chaudhry
et al,, 2023; U. Khan & Liu, 2023). Therefore, the negative relationship found in this study
reflects that the higher a company's inherent ESG risk, the lower the market's assessment
of its financial performance.

b. Sharia compliance in moderating the relationship between ESG Score on financial
performance

The study's results indicate that Sharia compliance does not moderate the relationship
between ESG and corporate financial performance. The insignificant interaction coefficient
between ESG and Sharia compliance indicates that a company's status as a Sharia-compliant
entity neither strengthens nor weakens ESG's influence on financial performance. Although
ESG and Sharia compliance both stem from ethical principles, sustainability, and social
responsibility, they do not operate in a synergistic manner to influence corporate financial
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performance. In other words, implementing ESG in Sharia-compliant companies does not
provide a higher level of financial added value than in non-Sharia-compliant companies.
This finding aligns with previous research that suggests Sharia compliance does not always
have a significant impact on financial performance or firm value (Alam et al, 2022;
Boulanouar et al., 2024).

Furthermore, the lack of support for the moderating role of Sharia compliance may be
due to the homogeneity of company characteristics, with the majority of companies
included in the Sustainalytics ESG score analysis being members of a Sharia index. When the
majority of companies in the sample have met minimum Sharia compliance standards, the
variation in information captured by the market is limited. This condition means Sharia
compliance has little effect on the relationship between ESG and financial performance.

The analysis shows that Sharia compliance does not significantly moderate the
relationship between ESG scores and financial performance. This finding reflects several
factors related to measurement and sample characteristics. First, Sharia compliance in this
study is measured using a binary indicator based on membership in the Indonesian Sharia
Stock Index (ISSI), which only captures whether a company meets minimum Sharia
standards, without distinguishing the intensity or quality of compliance (Jaiyeoba et al.,
2025; Jihadi et al., 2021). Second, the high prevalence of Sharia-compliant companies in the
sample creates limited variability, reducing the ability to detect a moderating effect.

4. CONCLUSION

Based on the empirical analysis, this study concludes that ESG scores have a significant
negative impact on the financial performance of non-financial companies listed on the
Indonesia Stock Exchange. The negative impact suggests that companies with lower ESG
scores tend to perform better financially, indicating that lower ESG scores correspond to
lower ESG risk. Consequently, this study offers an alternative perspective to ESG literature
by highlighting the importance of understanding the context in which ESG scores are
assessed, particularly in emerging markets. Additionally, the study found that Sharia
compliance, as measured by membership in the Indonesian Sharia Stock Index, does not
moderate the relationship between ESG and financial performance.

The findings of this study provide several actionable implications for corporate
managers and policymakers. First, managers should be aware that ESG initiatives,
particularly when measured using a risk-based framework, can incur short-term costs and
operational complexity that do not directly improve financial performance. Therefore, it is
important to prioritize ESG activities that align with the company's core strategy and
resource capacity to maximize sustainability impact and economic value. Second, for Sharia-
compliant companies, membership in the ISSI alone may not yield additional financial
benefits from ESG adoption; managers should focus on integrating ESG practices into
operational and governance processes to enhance credibility and investor confidence. For
policymakers, the results of this study highlight the need to provide clearer guidelines and
incentives for ESG reporting and Sharia compliance, ensuring that the two frameworks
complement each other and support long-term market stability.

This study has several limitations that require consideration. First, the sample size is
limited to 58 non-financial companies with Morningstar Sustainalytics scores during the
2021-2024 period. Therefore, generalization of the study results to other sectors or longer
time periods should be approached with caution. Second, this study uses an aggregate ESG
score without separating the analysis into environmental, social, and governance pillars,
thus failing to capture the specific influence of each ESG dimension on financial
performance. Third, sharia compliance is measured using a dummy variable based on ISSI
membership, which is binary and does not fully reflect the level or quality of a company's
Sharia compliance in greater depth.
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Based on these limitations, future research is recommended to expand the sample size
by including the financial sector or conducting cross-country comparisons to gain a more
comprehensive understanding of the relationship between ESG, Sharia compliance, and
financial performance. Future research could also examine each ESG pillar separately to
identify which dimensions are most relevant in influencing a company's financial
performance. The insignificant moderating effect of sharia compliance may be due to
methodological limitations rather than the absence of an underlying relationship,
highlighting the need for alternative measures of Sharia compliance in future research.

5. REFERENCES

Adomako, S., & Tran, M. D. (2022). Environmental collaboration, responsible innovation,
and firm performance: The moderating role of stakeholder pressure. Business
Strategy and the Environment. https://doi.org/10.1002/bse.2977

Ahmed, W., Aman, A,, & Ansari, M. A. (2025). The contextual drivers of halal orientation
strategy and its influence on financial and market performance of halal food firms.
Journal of Islamic Accounting and Business Research. https://doi.org/10.1108/JIABR-
08-2023-0285

Al Adawiyah, R. A, Adirestuty, F., Irsyad, S. M., Chazanah, I. N., Mulyanij, Y. S., & Indrarini, R.
(2025). Sustainability reporting and Sharia compliance in Islamic financial
institutions: an empirical evaluation of emerging and developing countries. Journal of
Islamic Accounting and Business Research. https://doi.org/10.1108/JIABR-11-2023-
0402

Alam, Md. K., Rahman, M. M,, Runy, M. K., Adedeji, B. S., & Hassan, Md. F. (2022). The
influences of Shariah governance mechanisms on Islamic banks performance and
Shariah compliance quality. Asian Journal of Accounting Research, 7(1), 2-16.
https://doi.org/10.1108/AJAR-11-2020-0112

Aluchna, M., Roszkowska-Menkes, M., & Kaminski, B. (2023). From talk to action: the effects
of the non-financial reporting directive on ESG performance. Meditari Accountancy
Research, 31(7), 1-25. https://doi.org/10.1108/MEDAR-12-2021-1530

Apergis, N., Poufinas, T., & Antonopoulos, A. (2022). ESG scores and cost of debt. Energy
Economics, 112,106186. https://doi.org/10.1016/].ENEC0.2022.106186

Awa, H. 0., Etim, W., & Ogbonda, E. (2024). Stakeholders, stakeholder theory and Corporate
Social Responsibility (CSR). International Journal of Corporate Social Responsibility,
9(1), 11. https://doi.org/10.1186/s40991-024-00094-y

Barko, T., Cremers, M., & Renneboog, L. (2022). Shareholder Engagement on Environmental,
Social, and Governance Performance. Journal of Business Ethics, 180(2), 777-812.
https://doi.org/10.1007/s10551-021-04850-z

Baron, R. M., & Kenny, D. A. (1986). The moderator-mediator variable distinction in social
psychological research: Conceptual, strategic, and statistical considerations. Journal
of Personality and Social Psychology, 51(6), 1173.

Bisri, H., Rahayu, S., & Safii, A. A. (2025). Green Reputation in Mediating Implementation of
Sustainable Development Goals (SDGs) On Company Financial Performance. JRAP
(Jurnal Riset Akuntansi Dan Perpajakan), 1(12), 57-66.
https://doi.org/10.35838/jrap.2025.006

Boulanouar, Z. Grassa, R, & Algahtani, F. (2024). The dynamic interplay of Shariah
compliance rank and financial performance: nonfinancial listed firms in Saudi Arabia
as a testing ground. Journal of Financial Reporting and Accounting.
https://doi.org/10.1108/JFRA-07-2023-0405

Brighi, P., Della Bina, A. C. F,, & Venturellj, V. (2025). Firm value and risk: how relevant are
ESG factors and ESG controversies? Journal of Financial Reporting and Accounting.
https://doi.org/10.1108/JFRA-12-2024-0953

20



Chaudhry, S. M,, Chen, X. H,, Ahmed, R, & Nasir, M. A. (2023). Risk modelling of ESG
(environmental, social, and governance), healthcare, and financial sectors. Risk
Analysis. https://doi.org/10.1111/risa.14195

Cheng, L. T.W., Sharma, P., & Broadstock, D. C. (2023). Interactive effects of brand reputation
and ESG on green bond issues: A sustainable development perspective. Business
Strategy and the Environment, 32(1), 570-586.
https://doi.org/https://doi.org/10.1002 /bse.3161

Choi, S. Y., Ryu, D, & You, W. (2024). ESG activities and financial stability: The case of Korean
financial firms. Borsa Istanbul Review, 24(5), 945-951.
https://doi.org/10.1016/].BIR.2024.05.007

Crous, C,, Battisti, E., & Leonidou, E. (2022). Non-financial reporting and company financial
performance: a systematic literature review and integrated framework. FuroMed
Journal of Business, 17(4), 652-676. https://doi.org/10.1108/EM]B-12-2020-0134

Eccles, R. G., [oannou, L., & Serafeim, G. (2014). The Impact of Corporate Sustainability on
Organizational Processes and Performance. Management Science, 60(11), 2835-2857.
http://www.jstor.org/stable/24550546

Erin, O. A, Bamigboye, O. A., & Oyewo, B. (2022). Sustainable development goals (SDG)
reporting: an analysis of disclosure. Journal of Accounting in Emerging Economies,
12(5), 761-789. https://doi.org/10.1108/JAEE-02-2020-0037

Fadrul, F., Budiyanto, B., & Asyik, N. F. (2021). The Effect of Ownership Structure and
Corporate Social Responsibility on Financial Performance and Firm Value in Mining
Sector Companies in Indonesian. International Journal of Economics Development
Research (IJEDR), 2(2), 92-109. https://doi.org/10.37385/ijedr.v2i2.278

Galeazzo, A., Miandar, T., & Carraro, M. (2024). SDGs in corporate responsibility reporting:
a longitudinal investigation of institutional determinants and financial performance.
Journal of Management and Governance, 28(1), 113-136.
https://doi.org/10.1007/s10997-023-09671-y

Gomez-Trujillo, A. M., Velez-Ocampo, ]., & Gonzalez-Perez, M. A. (2020). A literature review
on the causality between sustainability and corporate reputation. Management of
Environmental  Quality:  An  International  Journal, 31(2), 406-430.
https://doi.org/10.1108/MEQ-09-2019-0207

Hadro, D., Fijatkowska, J., Daszyr'lska-Zygad’fo, K., Zumente, I., & Mjakuskina, S. (2022). What
do stakeholders in the construction industry look for in non-financial disclosure and
what do they get? Meditari Accountancy Research, 30(3), 762-785.
https://doi.org/10.1108/MEDAR-11-2020-1093

Hati, S. R. H., Prasetyo, M. B., & Hendranastiti, N. D. (2023). Sharia vs non-sharia compliant:
which gives much higher financial-based brand equity to the companies listed in the
Indonesian stock market? Journal of Islamic Marketing, 14(9), 2167-2187.
https://doi.org/10.1108/]IMA-08-2021-0251

Idris, P. S. R. P. H,, Musa, S. F. P. D,, & Sumardi, W. H. H. (2022). Halal-Tayyiban and
Sustainable Development Goals: International Journal of Asian Business and
Information Management, 13(2). https://doi.org/10.4018/1JABIM.20220701.0A9

Jaiyeoba, H. B., Abdullah, M. A, & Khalid, A. A. (2025). The influence of integrated
sustainability practices on the sustainability of halal businesses. Journal of Islamic
Marketing, 16(11), 3320-3345. https://doi.org/10.1108/JIMA-06-2023-0172

Jihadi, M., Vilantika, E., Widagdo, B., Sholichah, F., & Bachtiar, Y. (2021). Islamic social
reporting on value of the firm: Evidence from Indonesia Sharia Stock Index. Cogent
Business & Management, 8(1). https://doi.org/10.1080/23311975.2021.1920116

Junius, D., Adisurjo, A, Rijanto, Y. A, & ... (2020). The impact of ESG performance to firm
performance and market value. Jurnal Aplikasi
http://www.jaa.unram.ac.id/index.php/jaa/article /view /84

Karudin, K. M., Shaharudin, M. R., & Zainoddin, A. I. (2025). Enhancing competitiveness and
sustainable performance of halal organizations through the incubator role of halal

21



logistics service providers. Cleaner Logistics and Supply Chain, 16, 100236.
https://doi.org/10.1016/].CLSCN.2025.100236

Khan, M. A. (2022). ESG disclosure and Firm performance: A bibliometric and meta analysis.
Research  in  International  Business  and  Finance, 61, 101668.
https://doi.org/10.1016/j.ribaf.2022.101668

Khan, U., & Liu, W. (2023). The link between green innovations, corporate performance, ESG
activities, and sharing economy. Environmental Science and Pollution Research,
30(32), 78763-78775. https://doi.org/10.1007/s11356-023-27722-7

Landi, G. C, Iandolo, F., Renzi, A, & Rey, A. (2022). Embedding sustainability in risk
management: The impact of environmental, social, and governance ratings on
corporate financial risk. Corporate Social Responsibility and Environmental
Management, 29(4), 1096-1107. https://doi.org/10.1002/csr.2256

Lee, M. T, Raschke, R. L., & Krishen, A. S. (2022). Signaling green! firm ESG signals in an
interconnected environment that promote brand valuation. Journal of Business
Research, 138, 1-11. https://doi.org/10.1016/j.jbusres.2021.08.061

Lee, S., & Isa, M. (2023). Environmental, social and governance (ESG) practices and financial
performance of shariah compliant companies in Malaysia. Journal of Islamic
Accounting and Business Research, 14(2), 295-314. https://doi.org/10.1108/]IABR-
06-2020-0183

Lee, S., & Isa, M. M. (2025). ESG and financial performance: moderating role of industry
sensitivity and Shariah compliance. Review of Managerial Science.
https://doi.org/10.1007/s11846-025-00954-2

Liu, L., & Song, G. (2023). Green finance and the synergy of ESGGI performance of Chinese
companies: Does green concern matter? PLOS ONE, 18(12), e0295706.
https://doi.org/10.1371/journal.pone.0295706

Mandas, M., Lahmar, O., Piras, L., & De Lisa, R. (2024). ESG reputational risk and market
valuation: Evidence from the European banking industry. Research in International
Business and Finance, 69, 102286. https://doi.org/10.1016/j.ribaf.2024.102286

Modjo, M. 1., Hutagaol-Martowidjojo, Y., & Victoria, M. (2025). Shaping performance in
downturns: the role of ESG and Shariah compliance in Indonesia. Cogent Business &
Management, 12(1). https://doi.org/10.1080/23311975.2025.2537798

Odell, J., & Alj, U. (2016). ESG Investing in Emerging and Frontier Markets. Journal of Applied
Corporate Finance, 28(2), 96-101. https://doi.org/10.1111/jacf.12181

Ramos, D. L., Chen, S., Rabeeu, A., & Abdul Rahim, A. B. (2022). Does SDG Coverage Influence
Firm Performance? Sustainability, 14(9). https://doi.org/10.3390/su14094870

Ren, C, & Lin, X. (2024). The impact of performance feedback on corporate ESG
performance: Mediating role of environmental strategy. PLOS ONE, 19(3), e0298471.
https://doi.org/10.1371/journal.pone.0298471

Rosamartina, S., Giustina, S., & Angeloantonio, R. (2022). Digital reputation and firm
performance: The moderating role of firm orientation towards sustainable
development goals (SDGs). Journal of Business
https://www.sciencedirect.com/science/article/pii/S0148296322006294

Rusmita, S. A., Zulaikha, S., Mazlan, N. S., Mohd Dalj, N. R. S. Bin, Cahyono, E. F., & Ramadhani,
I. (2023). The impact of technical efficiency on firms’ value: The case of the halal food
and beverage industry in selected countries. PLOS ONE, 18(11), e0286629.
https://doi.org/10.1371/journal.pone.0286629

Shan, Y. G. (2019). Managerial ownership, board independence and firm performance.
Accounting Research Journal, 32(2),203-220. https://doi.org/10.1108/AR]-09-2017-
0149

Sheehan, N. T., Vaidyanathan, G., Fox, K. A.,, & Klassen, M. (2023). Making the invisible,
visible: Overcoming barriers to ESG performance with an ESG mindset. Business
Horizons, 66(2), 265-276. https://doi.org/10.1016/].BUSHOR.2022.07.003

22



Singh, A. P, & Rahman, Z. (2021). Integrating corporate sustainability and sustainable
development goals: towards a multi-stakeholder framework. Cogent Business
&Management. https://doi.org/10.1080/23311975.2021.1985686

Téth, B., Lippai-Makra, E., Szladek, D., & Kiss, G. D. (2021). The Contribution of ESG
Information to the Financial Stability of European Banks. Pénziigyi Szemle = Public
Finance Quarterly, 66(3), 429-450. https://doi.org/10.35551/PFQ_2021_3_7

Tyan, |, Liu, S.-C, Lin, C. Y.-Y., & Chang, T.-Y. (2024). Unlocking the Connection between
Corporate Social Responsibility Strategy and Firm Performance: Unveiling Mediating
and Moderating Effects. Journal of Business Ethics. https://doi.org/10.1007/s10551-
024-05758-0

United Nations Department Of Global Communications. (2023). Sustainable Development
Goals (Guidelines For The Use Of The SDG Logo Including The Colour Wheel And 17
Icons). https://www.un.org/sustainabledevelopment/news/communications-
material/

Wang, W.-C., & Wang, W.-C. (2017). An Exploration of the Relationship between Financial
Decision-Making and Operational Performance in the Panel Industry. Finance &
Management Strategy, 12(2), 123-144.

Zhang, D., & Lucey, B. M. (2022). Sustainable behaviors and firm performance: The role of
financial constraints’ alleviation. Economic  Analysis and Policy.
https://www.sciencedirect.com/science/article/pii/S0313592622000224

23



