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This study seeks to evaluate the role of ESG as a moderating
variable concerning the relationship between financial ratios
and firm value, which is assessed using Tobin's Q. The analysis
focuses on companies listed in the 2025 Morningstar
Sustainalytics ranking. The independent variables include key
financial ratios liquidity, profitability, and leverage extracted
from firms' 2024 financial statements. ESG risk ratings are
employed as the moderating variable, while Tobin's Q serves as
the dependent variable. The findings indicate that profitability
has a positive and significant impact on firm value, whereas
liquidity and leverage exhibit no statistically meaningful effects.

Furthermore, the results show that ESG risk does not moderate
the relationships between liquidity or leverage and firm value.
However, ESG risk is found to weaken the positive relationship
between profitability and firm value, with significance at the
10% level. Overall, the results align with signaling theory,
suggesting that the strength of financial signals can diminish
when unfavourable non-financial signals, such as high ESG risk,
are present.

@O0

INTRODUCTION

The primary challenge The modern economic framework lies in Integrating
environmental considerations with social and economic priorities, while simultaneously
promoting Strengthening economic growth and development to guarantee equitable and long-
term progress for all stakeholder (Van Niekerk, 2024). As issues related for the advancement of
sustainable development intensify across environmental, social, and financial dimensions,
countries and international institutions have implemented sustainability-oriented action plans
such as ESG to formulate a cohesive and long-lasting societal development framework (Li et al.,
2021). Global rating agencies likewise advocate Capacity-building initiatives are required to
strengthen institutional readiness for the adoption of Environmental, Social, and Governance
(ESG) practices. Companies are creating distinct ESG scores that vary in their evaluations. This
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may result in varying ratings for the same firm from various sources. A research proposed
employing Al-generated ESG to mitigate these disparities (Billio et al., 2021; Hughes et al., 2021).
A multitude of investigations has demonstrated that differences in ESG assessments by various
rating agencies lead to differences in companies' ESG ratings, preventing ESG ratings from being
treated as a "black box." The COVID-19 pandemic has also generated momentum for
harmonization of non-financial reporting standards, specifically sustainability assessment
standards, and policies that promote transparency in ESG processes (Adams & Abhayawansa,
2022; Dimson, 2020; Horn & Oehler, 2024; Sun et al., 2025).

The existing limitations of ESG ratings do not diminish the significance of various
investigations in China that utilize ESG ratings as an independent variable. Research indicates
that ESG ratings foster proactive green innovation and enhance green development, whereas
modifications in ESG ratings have a substantial negative correlation with price efficiency in the
capital market (Ruan et al., 2025; Tan & Zhu, 2022). Other research indicate that the impact of
ESG ratings is more pronounced in major corporations compared to small enterprises.
Organizations that prioritize strong ESG performance guarantee financial returns through
enhanced value and profitability, and ESG initiatives have a non-negative correlation with
corporate financial success (Aydogmus et al., 2022; Chen et al., 2023; Xie et al., 2019). Research
on firms in Central and Eastern Europe indicates that ESG ratings are significant not just for
investors but also for the company themselves (Lee & Isa, 2020; Wong et al., 2021). Research on
firms in Central and Eastern Europe indicates that ESG ratings are significant not just for
investors but also for the company themselves (Zumente & Lace, 2021). A study of 139
manufacturing firms in emerging Asian countries revealed that ESG substantially lowered cash
flow volatility (Dualolo, 2023). A study involving 39 airlines globally revealed that engagement in
environmental and social initiatives was favorably and substantially correlated with optimal
financial efficiency (Abdi et al., 2022).

The ESG risk rating provided by Morningstar is an internationally utilized ESG
assessment. Morningstar's ESG rating is a comprehensive evaluation of substantial ESG risks
pertinent to a given sector and the management of those risks. Morningstar Sustainalytics
employs a clear framework that classifies hazards into five severity categories, offering a
definitive assessment of risk (Sustainalytics, 2025). On December 14, 2020, the IDX and
Morningstar Sustainalytics partnered to assess the ESG risk ratings of Indonesian firms included
in the IDX ESG Leaders Index, including 30 issuers listed on the IDX (Kurniawan, 2021). Numerous
research in Indonesia have examined the impact of ESG risk assessments on corporate value,
with diverse outcomes. Certain studies indicated that the ESG risk rating exerted no substantial
impact on company value, while others reported a detrimental effect on company value, and
some found that ESG risk positively influenced company risk but adversely affected company
performance (Istikomah et al.,, 2023; Utami & Sebrina, 2024; Yudhanto & Simamora, 2023). A
similar study in India revealed that ESG risk ratings and its components did not significantly
affect corporate performance (Shobhwani & Lodha, 2023).

A study on food and beverage firms listed on the IDX revealed that leverage and
profitability significantly enhance company value (Prasetya Margono & Gantino, 2021). Research
utilizing carbon emission disclosure as a moderating variable revealed that liquidity exerts a
positive and substantial influence on company value, whereas profitability demonstrates a
positive although minor effect on firm value. Carbon emission disclosure influences profitability,
but not liquidity (Hapsoro & Falih, 2020). A further research indicated that leverage, when
regulated by carbon emission disclosure, does not exert a direct beneficial influence on company
value and instead has a negative impact (Hanifah & Gunaningrat, 2022). Research indicates that
profitability and leverage significantly influence business value, however liquidity does not have
a notable impact on firm value (Markonah et al., 2020). A separate research identified
profitability as a mediating variable, with liquidity as the independent variable, revealing that
profitability considerably mediates the link between liquidity and capital structure and business
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value. Profitability exerts a positive and considerable influence on business value, but liquidity
has a negative and significant effect (Paramitha, 2020). Previous research has found inconsistent
results regarding liquidity, profitability, and leverage ratios.

According to the prior research, there has been no study that employs liquidity,
profitability, and leverage as independent variables, with a company's ESG risk rating acting as a
moderating variable and firm value as the dependent variable. This research presents a novel
model that integrates internal financial performance indicators of a company with external
sustainability factors, utilizing ESG risk ratings as a moderating mechanism. This approach has
not been extensively documented in prior research, which typically focuses on the impact of ESG
risk ratings. The impact of ESG on a company's value is assessed directly, without accounting for
the dynamic interactions between ESG factors and the company's financial characteristics. This
study contributes both conceptually and empirically by presenting a novel perspective on the
role of ESG in moderating the relationship between corporate financial structure and firm value,
pertinent to sustainable governance practices and the growing preferences of ESG-oriented
investors.

LITERATURE REVIEW

Signaling Theory

Signaling theory was initially formulated to describe how signals function within the labor
market, emphasizing timing as both an indicator and a screening tool. As research advanced, the
theory was broadened and applied to various other markets, including capital markets. The labor
and stock markets share several fundamental characteristics: (1) information asymmetry exists
between sellers and buyers; (2) buyers typically possess less knowledge about the product than
sellers; (3) during transactions, sellers issue signals that influence how buyers respond; and (4)
the signals communicated are partly shaped by sellers' expectations of buyers' reactions.
Empirical studies have confirmed the relevance of signaling theory in stock markets, showing
that greater ownership participation in financing conveys stronger positive signals regarding firm
quality, thereby enhancing market valuation (Levy & Lazarovich-Porat, 1995; Spence, 1974, 1978,
2002).

The theory also sheds light on interactions between two parties individuals or
organizations who rely on different communication channels. The sender must decide whether
information should be communicated and determine the appropriate form of the signal, while
the receiver must interpret and evaluate the message (Connelly et al., 2011). An effective
signaling environment requires careful management of negative signals, prioritization of key
signals, and meaningful feedback to strengthen the communication process (Taj, 2016). The
theory acknowledges that information asymmetry is inherent and unavoidable. Evidence from
stock market research shows that investors respond to credible insider signals positively or
negatively depending on the content, helping to reduce information gaps. Moreover, receivers
tend to react more strongly to negative signals (Yasar et al., 2020). Additional findings in capital
market studies also indicate that dividend announcements can serve as signals because they
convey relevant information that supports investors' decision-making processes
(Puspitaningtyas, 2019).

Liquidity Ratio

The liquidity ratio indicates a company's capacity to meet its short-term obligations by
using its current assets, including cash, receivables, and inventories. Empirical studies conducted
in Indonesia have produced mixed results regarding how liquidity influences firm value.
Research that included carbon emission disclosure as a moderating variable revealed that such
disclosure does not alter the link between liquidity and firm value; however, liquidity itself
demonstrated a positive and significant effect (Hapsoro & Falih, 2020). Another investigation
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focusing on Indonesian manufacturing firms concluded that liquidity had no impact on firm
value (Adiputra & Hermawan, 2020). Further evidence from studies exploring dividend yield
where liquidity served as a mediating variable showed that liquidity had a negative and
significant effect on firm value, and dividend yield did not mediate the relationship (Putri &
Wiksuana, 2021). A separate study indicated that the liquidity ratio does not influence business
value (Markonah et al., 2020). A separate study indicated that liquidity had a negative, albeit
minor, influence on business value (Paramitha, 2020). A separate study indicated that the
liquidity ratio significantly influences business value (JIHADI et al., 2021). This study contends that
liquidity should positively affect firm value because it reflects the company’s ability to satisfy
short-term financial obligations without hindering operational activities. Additionally, the market
generally interprets higher liquidity as a sign of financial robustness, which can lead to increased
market valuation. Based on this rationale, the proposed hypothesis is stated as follows:

H1: The liquidity ratio has a significant and positive effect on firm value.

Profitability Ratio

The profitability ratio reflects how efficiently a firm utilizes its resources or capital to
generate earnings. Numerous studies in Indonesia have examined the impact of profitability on
firm value, producing a range of conclusions. Some studies have found that profitability ratios
positively affect firm value (Bon & Hartoko, 2022; Prasetya Margono & Gantino, 2021). Other
research reports that although profitability ratios contribute positively, their influence is not
statistically significant; these studies also show that carbon disclosure does not serve as an
effective mediating variable, while capital structure may mediate the relationship between
profitability and firm value (Hapsoro & Falih, 2020; Nurwulandari, 2021). Investigations
employing dividend policy as a mediating variable present mixed results, with several indicating
that profitability has a strong and positive effect on firm value (Putri & Wiksuana, 2021).
Additional studies that did not incorporate moderating or mediating variables found that
profitability ratios consistently exert a positive and significant influence on firm value (Aprilyani
et al.,, 2021; Markonah et al., 2020; Saputri & Bahri, 2021). Research comparing different
profitability metrics such as NPM, ROA, ROE, and GPM concluded that ROA is the most influential
factor in determining firm value (Jonnius & Setya Marsudi, 2021). Another study identified
profitability as a mediating variable, demonstrating its role in bridging capital structure and
liquidity with firm value, and confirming that the profitability ratio has a strong and significant
impact on corporate value (Paramitha, 2020). Overall, the majority of previous research suggests
that profitability ratios play a crucial and positive role in shaping firm value. This study similarly
posits that profitability exerts a significant positive effect on company value. Profitability ratios
reflect the firm’s ability to generate earnings from operational activities, and higher profit levels
are generally interpreted as indicators of strong performance, which ultimately enhances firm
value. Therefore, the hypothesis of this study is stated as follows:
H2: The profitability ratio has a positive and significant effect on company value.

Leverage Ratio

The leverage ratio measures the extent to which a company relies on debt both short-
term and long-term to finance its operations and fulfill its financial obligations. Empirical studies
in Indonesia provide mixed evidence regarding its influence on firm value. Research conducted
on food and beverage manufacturing firms shows that leverage has a positive and significant
effect on firm value (Aprilyani et al., 2021; Markonah et al., 2020; Saputri & Bahri, 2021).
However, studies involving broader manufacturing sectors report more varied findings: in some
cases, leverage does not directly affect firm value, yet it shows a negative influence when
moderated by carbon emission disclosure (Hanifah & Gunaningrat, 2022). Another study
indicates that leverage positively and significantly affects firm value, with dividend policy acting
as an intervening variable that indirectly contributes to increasing firm value (Damayanti &
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Sucipto, 2022). Similar conclusions are found in research encompassing all manufacturing
industries and firms listed on the LQ45 index, which demonstrate that leverage contributes
positively and significantly to corporate value (Bon & Hartoko, 2022; JIHADI et al., 2021).
Conversely, study focusing on the real estate and property sector reveal that leverage does not
significantly influence firm value (Saputri & Bahri, 2021). Despite these differences, the majority
of previous research suggests that leverage tends to have a favorable and meaningful impact on
firm value.The leverage ratio reflects the level of debt used by a firm to finance its assets. While
debt can offer benefits such as tax shields and increased financial flexibility it can also impose
costs in the form of interest expenses. Higher interest burdens may increase financial risk,
potentially reducing firm value if not managed effectively. Based on these considerations, the
hypothesis proposed in this study is:

H3: The leverage ratio has a positive and significant effect on corporate value.

Influence ESG as a moderating variable

Existing literature demonstrates that the moderating effect of ESG produces mixed
results, varying according to firm characteristics, time periods, and the specific performance
metrics examined. For instance, a study involving 70 oil and gas companies from 2010 to 2018
found that ESG-related controversies significantly moderated the relationship between ESG
dimensions and corporate financial risk, although no significant link emerged between ESG
performance and systematic risk (Shakil, 2021). In contrast, research examining 3,261 firms
across 21 developed economies revealed that strong ESG ratings moderated the relationship
between corporate controversies and market-to-book ratios, but the resulting effect was
negative and statistically insignificant (Keidann Soschinski et al., 2024). Additional findings
indicate that when tax burdens rise, the positive association between ESG performance and firm
value diminishes; within this setting, ESG ratings act as a moderating variable exerting a negative
and significant influence on the relationship between tax avoidance and firm value (Elamer et al.,
2024). Other evidence suggests that strong ESG performance may enhance a board’s capacity to
minimize corporate risk (Nurrizkiana et al., 2024). Collectively, these studies highlight that ESG's
moderating effect remains inconsistent across domains such as financial risk, market valuation,
and tax-related behavior, underscoring the need for further analysis especially within Indonesia’s
corporate setting. The present study concentrates on key financial indicators liquidity,
profitability, and leverage which are widely recognized as determinants of firm value. The
objective is to assess whether ESG functions as a moderating variable that shapes the
relationship between these financial ratios and firm value.Drawing on signaling theory, financial
ratios such as liquidity, leverage, and profitability can be viewed as signals that companies use to
communicate performance information to investors. ESG performance may serve as an
additional credibility signal that either strengthens or diminishes the informational value of
these financial indicators. For example, strong liquidity may be interpreted more positively when
accompanied by strong ESG practices; similarly, high leverage may be perceived as less risky
when supported by transparent and responsible ESG governance. Profitability also gains
credibility when it is generated through sustainable operations rather than short-term,
unsustainable practices.

Based on this theoretical perspective, the study formulates the following hypotheses:

H4: ESG risk is expected to moderate the strength of the relationships between financial
indicators and firm value.
H5: ESG risk is assumed to influence the link between liquidity and firm value by either
reinforcing or attenuating this relationship depending on a firm’'s ESG exposure.
H6: ESG risk is anticipated to alter the relationship between profitability and firm value by
shaping investor assessments of earnings performance in different sustainability contexts.
H7: ESG risk is expected to affect how leverage relates to firm value, influencing investors’
evaluations of debt-related risks in light of sustainability vulnerabilities.

Ekombis Review: Jurnal IlImiah Ekonomi dan Bisnis, Vol. 14 No. 3 July 2026 page: 4035 - 4052 | 4039


https://jurnal.unived.ac.id/index.php/er/index

ISSN: 2338-8412 e-ISSN : 2716-4411

METHODS

This research adopts a quantitative approach and relies primarily on secondary data. The
study population encompasses all firms listed on the Indonesia Stock Exchange (IDX), while the
sample consists of 85 companies that are included in the Morningstar Sustainalytics ESG Risk
Rating and are publicly listed on IDX.com. Financial statement information for the 2024 fiscal
year was retrieved from the respective firms’ official websites, and the ESG risk assessments and
company profiles were sourced from the 2025 Morningstar Sustainalytics dataset. Additional
supporting literature was collected from reputable academic databases, including Google
Scholar and ScienceDirect.

The independent variables include the liquidity ratio, represented by the current ratio;
the leverage ratio, represented by the debt-to-asset ratio; and profitability, represented by
return on assets (ROA). In the banking sector,current ratioThe ratio does not fully reflect banking
liquidity due to the different asset-liability structures. However, this ratio is still used to calculate
banking sector liquidity to ensure consistency with other sectors in this multisectoral study. In
this study, specifically for Islamic banking issuers, we define total analytical liabilities as liabilities
+ temporary syirkah funds (Khalid & Ashraf, 2013; Shah et al., 2021). Khalid and Ashraf (2013)
showed that profit sharing investment account (PSIA) has the characteristics of low-risk leverage,
and according to Shah et.al. (2021),unrestricted PSIA economically behaves similarly to liabilities
used by banks to expand assets. Based on these two studies, temporary syirkah funds are
treated as part of liabilities to maintain a balanced funding structure between between Islamic
banks and conventional banks. The moderating variable in this study is the ESG rating, measured
using the Morningstar Sustainalytics ESG Risk Rating. The dependent variable is firm value,
proxied by Tobin’s Q. The operational definitions of each variable are as follows:

1. Tobin's Q represents the ratio between a firm's market value and the replacement cost of its
assets. A value below 1 suggests that the firm is undervalued, while a value above 1 indicates
overvaluation. Tobin’s Q is calculated as the firm’s total market value divided by total assets
(Arhinful & Radmehr, 2023; Dey et al., 2018).

2. Current ratio is a ratio whose calculation is in the form ofassetsmoothly divided by debt
(Suroso et al., 2021).

3. Debt-to-Asset Ratio indicates the proportion of a firm’'s assets financed through debt. It is
obtained by dividing total debt by total assets (Bon & Hartoko, 2022).

4. Return on Assets (ROA) evaluates how efficiently management utilizes corporate assets to
generate profits. A low ROA implies inefficient use of assets, whereas a high ROA signals
effective asset utilization. ROA is computed by dividing net income by total assets (Arhinful &
Radmehr, 2023; Bon & Hartoko, 2022).

5. ESG risk rating is a rating that provides a signal to investors regarding the extent to which
their investments, whether single assets or portfolios, are exposed to ESG risks that are not
adequately managed by the company (Doman et al., 2025).

The regression formula for this study is:

Information:
Tobin's Q;; = Bg + B1CR,;; + BoROA,;; + B3 DAR,, + B, Risiko ESG;y + BsCR,. » Risiko ES5G;,

+ BsROA,;, + Risiko ESG;y + B-DAR;, = Risiko ESG;y + £;5

Tobin's qjt =Tobin's q value of company i at time t
CRit = current ratio company i at time t

DAR;; = debt to asset ratio company i at time t
ROA = return on asset ratio company i at time t
ESG Riskit = ESG risk of company i at time t

Eit = residue (error term)
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RESULTS

The descriptive statistics in this study summarize the characteristics of the research
variables, which include the Current Ratio, Debt-to-Asset Ratio, Return on Assets, ESG scores, and
Tobin’s Q. All variables contain a complete set of observations with no missing data, indicating
that the dataset is appropriate for subsequent analyses, including regression testing. Table 1
presents the descriptive statistical results for each variable employed in this study.

Tabel 1 Descriptive Statistics

Current Debt to Asset Return on Nilai Risiko Tobin's
Ratio Ratio Asset Ratio ESG Q
Valid 85 85 85 85 85
Missing 0 0 0 0 0
Mean 2.315 0.436 0.062 28.61 1.553
Std.
. 2.432 0.225 0.062 9.633 1.347
Deviation
Minimum 0.207 0.044 -0.119 7.110 0.252
Maximum 17.38 0.890 0.297 54.02 7.608

Source: Data processed by researchers. 2025

From the results summarized in Table 1, the average current ratio is 2.315 with a
standard deviation of 2.432, indicating notable variability in the firms' capacity to meet short-
term liabilities. The relatively high mean suggests that many companies maintain current asset
levels substantially above their current obligations; however, the considerable spread around
the mean highlights inconsistent liquidity positions across the sample. This variation is further
illustrated by the minimum current ratio of 0.207 and a maximum of 17.38, showing pronounced
differences in liquidity strength among firms. Such disparities can be attributed to sector-specific
characteristics. For example, banks commonly report low current ratios because their liabilities
dominated by short-term third-party funds typically exceed current assets. Hence, within the
banking sector, a low current ratio reflects the nature of the industry rather than financial
distress.

The mean debt-to-asset ratio is 0.436, with a standard deviation of 0.225, indicating that
about 43.6% of the average firm's assets are financed through debt. The minimum and
maximum values, 0.044 and 0.890 respectively, show substantial differences in capital
structures, largely influenced by industry-based financing patterns. Banks, in particular, tend to
exhibit higher debt-to-asset ratios than firms in other sectors because their operations rely
heavily on debt-based funding including deposits, third-party funds, and other liabilities leading
to a larger share of assets financed through debt compared to non-financial companies.

Return on assets (ROA) averages 0.062, also with a standard deviation of 0.062, reflecting
considerable variation in the profitability of the firms studied. The lowest ROA of -0.119 indicates
that some companies incurred losses, which may signal operational inefficiency, cost-related
pressures, or ineffective use of assets. Conversely, the highest ROA of 0.297 suggests strong
profit-generation capabilities, often associated with efficient asset utilization, effective
managerial decisions, and well-implemented business strategies.

The ESG risk score has a mean of 28.61, placing most firms within the medium-risk
classification. A standard deviation of 9.633 reveals substantial differences in firms' exposure to
environmental, social, and governance risks. The wide range from 7.11 to 54.02 indicates that
some firms display strong sustainability practices, characterized by robust governance, sound
environmental management, and stable stakeholder relations, while others face higher ESG-
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related vulnerabilities such as regulatory non-compliance, governance shortcomings, or social-
related risks.

Tobin’s Q has an average value of 1.553, suggesting that, overall, the market prices these
firms above the book value of their assets, reflecting investor optimism regarding future growth
and value creation. The standard deviation of 1.347 points to significant differences in market
valuation across firms. A minimum Tobin's Q of 0.252 implies that certain companies are viewed
as undervalued potentially due to weak financial performance, elevated risk, or unconvincing
financial and non-financial signals. In contrast, the maximum value of 7.608 indicates very strong
market confidence, likely linked to competitive advantages, promising growth prospects, or
expectations of superior profitability.

The correlation matrix (Table 2) provides an initial assessment of the linear relationships
among the study variables, including the current ratio, debt-to-asset ratio, return on assets, ESG
risk scores, and Tobin's Q.

Tabel 2 Correlation

Current Debt to Return on Nilai Tobin's
Ratio Asset Ratio Asset Ratio Risiko ESG Q

Current Ratio 1.000 -0.610 0.088 -0.054 0.006
Debt to Asset -0.610 1.000 -0.288 -0.144 -0.030
Ratio
Return on 0.088 -0.288 1.000 0.161 0.282
Asset Ratio
Nilai Risiko -0.054 -0.144 0.161 1.000 -0.015
ESG
Tobin's Q 0.006 20.030 0.282 20.015 1.000

Source: Data processed by researchers, 2025

Based on table 2, it was found that the relationship between variables was at a low to
moderate level, indicating that there was no indication of high correlation that could potentially
cause multicollinearity problems in the regression model.

The Current Ratio shows a moderate negative correlation with the Debt-to-Asset Ratio (-
0.610), suggesting that companies with higher liquidity tend to have a lower proportion of debt,
and vice versa. This correlation remains within acceptable limits and does not raise concerns
regarding multicollinearity. The Current Ratio exhibits very low correlations with Return on
Assets (0.088), ESG risk (-0.054), and Tobin’s Q (0.006), indicating that liquidity does not have a
strong linear relationship with profitability, sustainability risk, or firm value. The Debt-to-Asset
Ratio has low correlations with Return on Assets (-0.288), ESG risk (-0.144), and Tobin's Q (-0.030).
The negative correlation with profitability suggests that companies with higher leverage tend to
have lower asset returns; however, the relatively low values indicate that this relationship is not
strongly linear. Return on Assets (ROA) shows low correlations with ESG risk (0.161) and Tobin's
Q (0.282), indicating that more profitable companies tend to have higher market valuations,
though the relationship is not strongly linear. ROA also exhibits weak correlations with the
Current Ratio (0.088) and Debt-to-Asset Ratio (-0.288), suggesting that profitability does not move
linearly with liquidity or leverage.

ESG risk demonstrates low correlations with all financial variables: Current Ratio (-0.054),
Debt-to-Asset Ratio (-0.144), ROA (0.161), and Tobin’s Q (-0.015). These low values indicate that
ESG risk operates as an independent variable, not linearly associated with liquidity, capital
structure, profitability, or firm value. This finding is reasonable, as ESG risk is a non-financial
factor that does not necessarily align with short-term financial performance. Tobin's Q, as the
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dependent variable, exhibits very low correlations with most independent variables: Current
Ratio (0.006), Debt-to-Asset Ratio (-0.030), ESG risk (-0.015), and a low correlation with ROA
(0.282). These results suggest that variations in firm value are not explained by simple linear
relationships, thus necessitating regression analysis to examine the partial effects of each
independent variable on the dependent variable.

Table 3 presents the summary results of the regression models used to explain
variations in firm value (Tobin's Q) based on financial variables and ESG risk Model MO is a basic
model without predictor variables. Model M1is a model that includes predictor variables,
including interactions between financial variables as independent variables with ESG risk as a
moderating variable.

Tabel 3 Model Summary - Tobin's Q

Model R R? Adjusted R? RMSE
Mo 0.000 0.000 0.000 1.347
My 0.381 0.145 0.068 1.301

Note. M; includes Current Ratio, Debt to Asset Ratio, Return On Asset Ratio, Nilai Risiko ESG,
Current Ratio*Nilai Risiko ESG, Debt to Asset Ratio*Nilai Risiko ESG, Return on Asset Ratio*Nilai
Risiko ESG

Based on the model summary presented in Table 3, the R value of 0.381 indicates a
moderate level of association between the independent variables and firm value. The R2 value of
0.145 suggests that liquidity, leverage, profitability, ESG risk, and the interaction terms
collectively account for 14.5% of the variation in Tobin's Q. Meanwhile, the Adjusted R? value of
0.068 reflects that, after adjusting for the number of predictors in the model, approximately 6.8%
of the variation in firm value is explained. The RMSE (Root Mean Square Error) for the baseline
model (MO0) is 1.347, which decreases to 1.301 in Model M1. This reduction indicates that the
model incorporating financial variables and ESG risk as well as their interaction terms provides
improved predictive accuracy compared to the baseline model without predictors.

Overall, although the coefficient of determination is relatively modest, such results are
common in financial research where Tobin's Q is used as the dependent variable. The model
summary demonstrates that financial indicators and ESG risk still contribute meaningfully to
explaining differences in firm value.Table 4 presents the ANOVA results for Model M1, which
assess whether the independent variables (current ratio, debt-to-asset ratio, and return on
assets), the moderating variable (ESG risk), and the interaction terms (current ratio x ESG risk,
debt-to-asset ratio x ESG risk, and return on assets x ESG risk) jointly exert a significant influence
on Tobin's Q.

Tabel 4 ANOVA

Model Sum of df Mean F p
Squares Square
M, Regression 2215 7 3.165 1.871 .086
Residual 130.25 77 1.691
Total 152.40 84

Note. M, includes Current Ratio, Debt to Asset Ratio, Return on Asset Ratio, Nilai Risiko ESG,
Current Ratio*Nilai Risiko ESG, Debt to Asset Ratio*Nilai Risiko ESG, Return on Asset Ratio*Nilai
Risiko ESG

Note. The intercept model is omitted, as no meaningful information can be shown.
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The ANOVA results in Table 4 show that the model yields an F-statistic of 1.871 with a
corresponding p-value of 0.086, indicating that the set of predictors Current Ratio, Debt-to-Asset
Ratio, Return on Assets, ESG risk, and their interaction terms collectively influence firm value at
the 10% significance level. Although the model does not meet the stricter 5% significance
threshold, this outcome remains relevant within financial research, particularly when Tobin’s Q is
used as the dependent variable. Firm value is inherently influenced by numerous external,
macro-level, and firm-specific factors that extend beyond the predictors included in the model.
Consequently, the ANOVA results suggest that the combined effects of financial metrics and ESG-
related factors contribute to explaining variations in company value.

Table 5 shows the results coefficients which shows the influence of each independent
variable (current ratio, debt to asset ratio, and return on asset ratio), moderating variables (ESG
risk value), and three interaction variables between the independent variables and the
moderating variables (current ratio*ESG risk score, debt to asset ratio*ESG risk score, and return
on asset ratio*ESG risk value) to company value (Tobin's q).

Tabel 5 Coefficients

Collinearity
Statistics
Mod Unstandardi Standa Standardiz Toleran
rd t p VIF
el zed ed ce
Error
M, (Intercep 1553 0.146 10.63 <.00
t) 1 1
M, (Intercep 1558 0150 10.41 <.00
t) 4 1
Current " 4 - 1.95
Ratio -4.959%10 0.081 8.954x10 0.006 .995 0.513 1
Debt to 1.92
Asset 0.295 0.875 0.049 0.338 737 0.519 .6
Ratio
Return 116
On Asset 7.022 2.459 0.324 2.855 .006 0.861 '1
Ratio
Nilai 127
Risiko -0.008 0.017 -0.058 .631 0.782 )
0.483 8
ESG
Current
Ratio*Nil - 2.18
ai Risiko -0.009 0.014 -0.099 0.639 .525 0.458 5
ESG
Debt to
Asset i 178
Ratio*Nil -0.083 0.098 -0.119 402 0.560 )
S 0.842 5
ai Risiko
ESG
Return
on Asset i 118
Ratio*Nil -0.432 0.226 -0.219 .060 0.842 )
S 1.909 8
ai Risiko
ESG
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Based on table 5 above, the regression formula is:

¥ = 1.558 — 0.000495X, + 7.022X, + 0.295X, — 0.008X, — 0.009X; — 0.432X, — 0.083X,

The constant term in the regression model is 1.558, indicating that when all independent
variables, the moderating variable, and their interaction terms are held at zero, the expected
value of Tobin’s Q is 1.558.

The coefficient for the Current Ratio (X1) is —0.000495, suggesting a slight negative
association with Tobin’s Q. This means that, on average, a one-unit increase in the Current Ratio
is associated with a 0.000495 decrease in firm value. Conversely, a decline in liquidity is
associated with a marginal increase in Tobin's Q

Return on Assets (ROA) (X2) exhibits a positive coefficient of 7.022, indicating a strong
direct relationship with Tobin's Q. A one-unit increase in ROA is predicted to raise Tobin's Q by
7.022, underscoring the central role of profitability in shaping market valuation.

The Debt-to-Asset Ratio (DAR) (X3) has a positive coefficient of 0.295, implying that higher
leverage corresponds to an increase in firm value. An additional unit of DAR is associated with a
0.295 rise in Tobin's Q, suggesting that within this sample the market interprets higher leverage
as a favorable signal, likely due to optimized capital structure or enhanced return on equity.

The ESG risk score (X4), with a coefficient of —0.008, demonstrates a negative relationship
with firm value. Each one-unit rise in ESG risk is predicted to reduce Tobin's Q by 0.008,
indicating that firms facing greater sustainability-related risks tend to be valued less positively by
investors.

The interaction between the Current Ratio and ESG risk (X5) carries a coefficient of
-0.009, showing that a one-unit increase in the CR x ESG term decreases Tobin’s Q by 0.009. This
implies that ESG risk reduces any potential positive contribution of liquidity to firm value.

The interaction between ROA and ESG risk (X6) also yields a negative coefficient (-0.432),
suggesting that higher ESG risk weakens the value-enhancing effect of profitability. A one-unit
increase in the ROA x ESG interaction term results in a 0.432 decline in Tobin's Q.

Similarly, the interaction between DAR and ESG risk (X7) has a coefficient of —-0.083. This
indicates that ESG risk mitigates the positive influence leverage typically exerts on firm value,
reducing Tobin's Q by 0.083 for every one-unit increase in the interaction term.

Collectively, these findings illustrate that while profitability is the most influential
financial driver of firm value, ESG risk generally exerts a dampening effect both directly and
through its moderating influence on key financial ratios.

Based on Table 5, Return on Assets is the only financial variable with a statistically
significant effect on Tobin's Q (B = 7.022, p = 0.006), emphasizing profitability as the strongest
signal in explaining firm value. Other financial variables, Current Ratio, Debt-to-Asset Ratio, and
ESG risk do not have statistically significant direct effects. The interaction between ROA and ESG
risk achieves significance at the 10% level (p = 0.060), providing evidence that ESG risk moderates
the profitability-firm value relationship by weakening the positive effect of ROA. All VIF values
are below 2.20, confirming that multicollinearity is not a concern in the regression model.

Table 6 summarizes the collinearity diagnostics, which utilize eigenvalues, condition
indices, and variance proportions to evaluate whether any variables in the model display
problematic linear dependencies.
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Tabel 6. Collinearity Diagnostics
..].

Variance Proportions

Debt Return

Current to on
Condition Current D::t RE(t):m Nilai Ratio* Asset Asset
Model Dimension  Eigenvalue (Intercept) : Risiko Nilai Ratio* Ratio*
Index Ratio Asset Asset .. . o
Ratio Ratio ESG Risiko Nilai Nilai
ESG Risiko Risiko
ESG ESG
1 2.359 1.000 0.001 0.054 0.047 0.001 0.003 0.055 0.05 0.009
2 1.612 1.210 0.016 0.017 0.053 0.115 0.111 0.003 0.034 0.102
3 1.078 1.480 0.571 0.005 0.003 0.111 0.028 0.012 0.002 0.062
y 4 0.890 1.628 0.049 0.019 0.001 a.02 0.404 0.058 0.014 0.278
! 5 0.846 1.670 0177 0.019 0 0.511 Q.1 0.001 o 017
6 0.594 1.992 0.006 0.205 0.029 0.064 0.079 0.035 0.372 0.236
7 0.372 2.517 0.045 0.222 0.703 0.178 0 0.218 0.063 0.039
8 0.248 3.085 0.135 0.458 0.165 0 0.263 0.618 0.466 0.102

Note. The intercept model is omitted, as no meaningful information can be shown.

The results of the collinearity diagnostics indicate that the regression model does not
suffer from serious multicollinearity. All condition index values fall within the range of 1.000 to
3.085 well below the commonly accepted threshold of 15 that typically signals potential
multicollinearity issues. In dimension 7, the Debt-to-Asset Ratio (DAR) shows a variance
proportion of 0.703, while the interaction term CR x ESG has a variance proportion of 0.218.
Although the DAR variance proportion exceeds the 0.50 benchmark, it appears alongside a
relatively low condition index (2.517), meaning the coefficient remains stable and does not
indicate harmful multicollinearity.In dimension 8, the eigenvalue is the lowest in the matrix at
0.248, and the interaction terms Current Ratio x ESG risk and Debt-to-Asset Ratio x ESG risk
display relatively high variance proportions of 0.618 and 0.466, respectively. However, the
associated condition index of 3.085 is still well below the threshold of 15, suggesting no reason
for concern. Overall, the diagnostics for both dimensions 7 and 8 confirm that none of the
predictor variables or interaction terms exhibit problematic collinearity.

DISCUSSION

Liquidity Ratio Has A Significant And Positive Influence On Company Value

The regression results show a t-value of -0.006 with a p-value of 0.995. The extremely
small t-statistic, combined with a p-value far above the conventional 0.05 significance level,
indicates that the Current Ratio has no statistically significant effect on firm value. Although the
coefficient points in a slightly negative direction, the effect is not meaningful, leading to the
rejection of H1. These findings suggest that a firm's liquidity position its ability to cover short-
term liabilities does not materially shape investor perceptions regarding future performance or
growth potential. Investors do not appear to treat liquidity as a strong informational signal when
assessing firm value. Instead, factors such as profitability, operational efficiency, strategic
positioning, and competitive strength seem to carry greater weight in investment decision-
making. As a short-term financial indicator, liquidity does not substantially influence valuation
unless it signals the possibility of financial distress or impending default. The results of this study
contrast with earlier findings in the coal industry, where liquidity (measured by the Current Ratio)
was shown to have a positive impact on firm value (Tobin's Q) (Nuur & Komara, 2024). However,
the present findings align with research in the Indonesian property sector, which found that
liquidity, measured through the cash ratio, has no significant relationship with Tobin's Q.
Moreover, other studies have also reported a negative and insignificant link between liquidity
and firm value, , reinforcing the conclusion that liquidity is not a pivotal determinant of investors’
valuation assessments. (Petronila & Aprilianti, 2024;Zuhroh, 2019)
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Profitability Ratio Has A Positive And Significant Influence On Company Value

The regression results for Return on Assets (ROA) show a t-value of 2.855 with a p-value
of 0.006, demonstrating that ROA has a positive and statistically significant effect on Tobin's Q.
This outcome supports the acceptance of H2. Profitability serves as a powerful financial signal
that reflects managerial effectiveness, the firm’'s capacity to generate sustainable cash flows, and
its long-term growth prospects. These findings are in line with signaling theory, which posits that
strong and consistent profitability helps reduce information asymmetry by providing investors
with credible insights into firm performance. The significant positive effect observed in this study
corroborates previous empirical evidence indicating that profitability enhances firm value
(Zuhroh, 2019).

The Leverage Ratio Has A Positive And Significant Influence On Company Value.

The regression results show a t-value of 0.338 with a p-value of 0.737, indicating that the
debt-to-asset ratio has a positive but statistically insignificant effect on Tobin’s Q. Consequently,
H3 is rejected. This outcome suggests that higher leverage does not automatically translate into
higher firm value within the sample studied.From the perspective of capital structure theory,
leverage can generate both favorable and unfavorable effects. On one hand, the use of debt may
signal managerial confidence, offer tax advantages, and potentially enhance returns to
shareholders. On the other hand, excessive debt increases exposure to financial distress and
bankruptcy risk, which can undermine firm value. The insignificant coefficient observed in this
study implies that these competing influences likely offset each other, resulting in no clear
directional effect. Additionally, the lack of significance may reflect heterogeneity across
industries, variations in operational models, and differences in ownership structures among the
sample firms, all of which can weaken the aggregated impact of leverage on market valuation.
These findings diverge from previous research on firms listed on the Vietnam Stock Exchange,
where leverage was found to significantly and positively influence firm value through its
relationship with Tobin's Q. (Bui et al., 2023).

ESG Acts As A Moderating Variable That Influences The Strength Of The Relationship
Between Financial Ratios And Firm Value

The regression results show a t-value of -0.483 with a p-value of 0.631, indicating that
ESG risk has a negative but statistically insignificant direct effect on Tobin's Q. This means that
ESG risk does not independently influence firm value. The findings suggest that investors do not
immediately incorporate a firm’'s ESG risk level into their valuation decisions. As a result, H4 is
only partially supported: ESG risk serves as a moderating variable solely in the relationship
between profitability and firm value, while no moderating effect is observed in the relationships
between liquidity and firm value or between leverage and firm value. This outcome implies that
sustainability-related considerations do not alter investor evaluations of short-term liquidity
conditions or capital structure decisions.

ESG Moderates The Relationship Between Liquidity And Firm Value

The regression analysis generates a t-value of -0.639 with a p-value of 0.525,
demonstrating that ESG risk does not moderate the relationship between liquidity and firm
value. Thus, H5 is rejected. These results indicate that the market does not interpret ESG risk as
intensifying or diminishing the informational content of liquidity. Liquidity reflects a firm's short-
term financial capacity, whereas ESG risk captures long-term sustainability vulnerabilities. Since
these indicators operate on different temporal and informational dimensions, their interaction
does not produce a synergistic signal strong enough to influence investor assessments. Within
the framework of signaling theory, moderation fails to occur when combined signals do not
meaningfully shift expectations of future cash flows.
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ESG Moderates The Relationship Between Profitability And Firm Value

The regression results show a t-value of -1.909 with a p-value of 0.060, indicating a
marginally significant negative moderating effect of ESG risk on the profitability-firm value
relationship. Consequently, H6 is accepted. These findings reveal that higher ESG risk weakens
the positive impact of ROA on Tobin's Q. Although profitability remains a central driver of firm
value, its signaling power diminishes when a firm faces substantial ESG-related risks. Investors
may perceive high earnings from firms with elevated ESG risk as less sustainable, reflecting
concerns about future regulatory penalties, reputational fallout, litigation exposure, and
transition costs that could erode future profitability. Thus, elevated ESG risk tempers the
market’s enthusiasm for otherwise strong profitability signals.

ESG Moderates The Relationship Between Leverage And Firm Value

The regression results return a t-value of -0.842 and a p-value of 0.402, indicating that
ESG risk does not moderate the relationship between leverage (DAR) and firm value. Accordingly,
H7 is rejected. Several reasons may explain this finding. First, capital markets often distinguish
between the quality and purpose of debt factors not captured by the debt-to-asset ratio making
DAR an imprecise measure for determining whether debt is value-enhancing or risky. Second,
the influence of leverage on firm value is highly contingent upon industry characteristics,
macroeconomic conditions, and firm-specific strategies, reducing the likelihood that ESG risk acts
as a uniform moderating factor. Overall, the combined presence of high leverage and high ESG
risk does not appear to offer additional insight for investors, partly because leverage itself is an
ambiguous signal that can reflect both growth potential and financial vulnerability.

CONCLUSION

This study investigates how key financial ratios, such as, liquidity, profitability, and
leverage, affect firm value and evaluates whether ESG risk moderates these relationships. The
regression results provide several noteworthy insights. Profitability, reflected through ROA,
emerges as the only financial indicator with a positive and statistically significant impact on firm
value, highlighting profitability as the most influential financial signal recognized by investors.
Conversely, liquidity and leverage do not demonstrate significant effects, suggesting that short-
term financial capacity and capital structure decisions are not primary determinants of market
valuation within the sample. Additionally, ESG risk does not moderate the influence of liquidity or
leverage on firm value, indicating that sustainability-related risks do not meaningfully shape
investor interpretations of short-term solvency or debt levels. The only significant moderating
effect observed is between ESG risk and profitability, where elevated ESG risk dampens the
positive association between ROA and firm value.

Despite these findings, several limitations should be acknowledged. First, the study uses
a relatively small sample and is based on a single-year cross-section, which may limit
generalizability. Second, ESG risk is measured using an aggregated Sustainalytics score, without
differentiating among its environmental, social, and governance components. Third, the linear
regression approach assumes stable and linear relationships, potentially overlooking nonlinear,
dynamic, or asymmetric effects. Fourth, commonly used control variables, such as firm size,
growth opportunities, and macroeconomic conditions, were not included, which may affect the
explanatory power of the model. Fifth, industry-specific characteristics were not examined, even
though financial ratios and ESG performance often vary significantly across sectors. Sixth, Tobin's
Q was used as the sole proxy for firm value, despite its susceptibility to market fluctuations,
ownership structures, and short-term volatility. Finally, the analysis assumes contemporaneous
effects, whereas ESG risk may exert a delayed or cumulative influence on firm value over time.

In light of these limitations, several recommendations for future research are proposed.
First, expanding both the sample size and time horizon would enhance the robustness and
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generalizability of the results. Second, future studies should disaggregate ESG metrics to
separately examine environmental, social, and governance components. Third, including
additional control variables may improve model fit and reduce omitted-variable bias. Fourth,
researchers should consider adopting more advanced analytical techniques, such as panel data
analysis, structural equation modeling, or nonlinear models, to capture more complex
interactions. Fifth, conducting sector-specific analyses would help account for industry
heterogeneity. Sixth, employing alternative measures of firm value could strengthen the validity
of the findings. Lastly, exploring lagged effects of ESG indicators may provide insight into the
longer-term impact of sustainability risks on firm valuation.
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