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ABSTRACT

Introduction: sustainability is increasingly becoming a major concern in global investment, especially in the
energy sector, which faces intense pressure from stakeholders to improve transparency and accountability.
Environmental, Social, and Governance (ESG) has emerged as a strategic indicator that goes beyond
traditional financial performance in assessing a company’s long-term risk and attractiveness.

Objective: this study aims to analyse the effect of ESG performance on sustainable investment decisions in
Indonesian energy companies, considering financial variables as control factors.

Method: this study uses a quantitative approach with logistic regression analysis on 155 observations of
energy companies during the period 2019-2023. The main independent variable is the ESG score, while the
control variables include Return on Assets (ROA), Return on Equity (ROE), Debt to Equity Ratio (DER), and
company size.

Results: the results show that ESG has a positive and significant effect on sustainable investment, as indicated
by a high odds ratio value. DER was found to have a significant negative effect, while ROA, ROE, and company
size had no significant effect on investment decisions.

Conclusions: these findings confirm that ESG performance is a more decisive strategic factor than traditional
financial indicators in attracting long-term investment in the energy sector. This study contributes to the
ESG literature in emerging markets and suggests strengthening ESG reporting and green investment policies
in Indonesia.

Keywords: Sustainability; ESG; Return on Assets; Return on Equity; Debt to Equity Ratio; Company Size.
RESUMEN

Introduccion: la sostenibilidad se esta convirtiendo cada vez mas en una preocupacion importante en las
inversiones globales, especialmente en el sector energético, que se enfrenta a una intensa presion por parte
de las partes interesadas para mejorar la transparencia y la rendicion de cuentas. Los criterios ambientales,
sociales y de gobernanza (ESG) se han convertido en un indicador estratégico que va mas alla del rendimiento
financiero tradicional a la hora de evaluar el riesgo y el atractivo a largo plazo de una empresa.

Objetivo: el objetivo de este estudio es analizar el efecto del rendimiento ESG en las decisiones de inversion
sostenible de las empresas energéticas indonesias, teniendo en cuenta las variables financieras como factores
de control.

Método: este estudio utiliza un enfoque cuantitativo con analisis de regresion logistica sobre 155 observaciones
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de empresas energéticas durante el periodo 2019-2023. La principal variable independiente es la puntuacion
ESG, mientras que las variables de control incluyen el rendimiento de los activos (ROA), el rendimiento del
capital (ROE), el ratio de deuda sobre capital (DER) y el tamafno de la empresa.

Resultados: los resultados muestran que el ESG tiene un efecto positivo y significativo en la inversion
sostenible, como lo indica un alto valor de la razéon de probabilidades. Se encontré que el DER tiene un
efecto negativo significativo, mientras que el ROA, el ROE y el tamano de la empresa no tuvieron un efecto
significativo en las decisiones de inversion.

Conclusiones: estos resultados confirman que el rendimiento ESG es un factor estratégico mas decisivo
que los indicadores financieros tradicionales a la hora de atraer inversiones a largo plazo en el sector
energético. Este estudio contribuye a la literatura sobre ESG en los mercados emergentes y sugiere reforzar
la informacion ESG y las politicas de inversion ecolégica en Indonesia.

Palabras clave: Sostenibilidad; ESG; Rendimiento de los Activos; Rendimiento del Capital; Ratio Deuda/
Capital; Tamano de la Empresa.

INTRODUCTION

Environmental, social, and governance (ESG) issues have become a major focus in global business dynamics, ™
especially in the energy sector, which is at the forefront of the transition to sustainable development.®
Increased investor awareness of sustainability has encouraged ESG to play a role not only as a risk management
tool but also as a long-term value creation strategy.® Various studies show mixed results: in Indonesia, ESG
disclosure has been shown to increase company value, although company size can weaken this relationship®;
at the global level, the impact of ESG on stock volatility differs between developed and developing countries®
; while in broader domestic markets, the social dimension is the most decisive factor in influencing market
capitalization while attracting investors who are increasingly concerned about carbon emissions, social impact,
and corporate reputation. Investors no longer only consider financial aspects, but also assess how companies
manage risks and opportunities related to ESG issues.®?

Although attention to ESG in investment decision-making is increasing globally, most empirical research still
focuses on the context of developed countries and multinational companies."? Studies on the impact of ESG on
sustainable investment in emerging markets, particularly in the energy sector of Indonesia, are still limited. This
creates a significant knowledge gap in the sustainability literature." Lopez-De-silanes et al."® emphasizes that
the ESG literature is primarily geographically biased, with most empirical evidence originating from countries
with established ESG regulatory frameworks. The study underscores the need for further research in emerging
markets to identify local characteristics and institutional barriers that may affect the effectiveness of ESG on
sustainable performance and investment.

In addition, Syarkani et al.(® show the strongest impact on firm value compared to environmental and social
factors. However, implementation faces substantial obstacles including weak regulatory enforcement, limited
monitoring capacities, and inconsistent reporting frameworks."3 ESG policies risk becoming “greenwashing”
tools driven by international pressure rather than genuine sustainability impact.¥ Investor confidence depends
heavily on transparency, standardization, and third-party audits,"™> while stronger regulatory frameworks
correlate with better corporate adherence.®

The study by @ also underlines that ESG implementation in emerging economies still faces significant
challenges, such as a lack of consistent data, non-uniform reporting frameworks, and uneven investor awareness.
This makes it difficult for investors to make optimal ESG-based decisions and points out the importance of
research that focuses on ESG reporting standards and ESG’s relationship with investment stability in the local
context.

Although ESG is increasingly becoming a global concern in investment decision-making, empirical studies
evaluating the impact of ESG performance on sustainable investment in Indonesia are still very limited,
especially in the energy sector, which is characterized by complex risks and challenges. Most previous studies
have focused on developed countries or multinational companies, thus failing to reflect the context of emerging
markets such as Indonesia, which has different policy dynamics, regulations, and ESG awareness. "

This gap highlights the need for studies that specifically focus on Indonesia’s energy sector to understand
how ESG performance affects investor interest and the obstacles companies face in implementing sustainability
practices. Thus, this study aims to analyze the impact of ESG performance on sustainable investment in energy
companies in Indonesia and identify the most dominant ESG dimensions in attracting investor interest. This
study uses quantitative ESG data and investment trends to provide an empirical basis for analysis.

In this study, Stakeholder Theory is the main theoretical framework in understanding how companies
consider the interests of various interested parties (stakeholders) in decision making, including in sustainability
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practices and ESG (Environmental, Social, and Governance) performance. In the context of sustainability-
based investment, stakeholder theory suggests that companies that actively manage ESG issues will be viewed
more favorably by investors, as they demonstrate social responsibility and good governance, which ultimately
reduces long-term risk and increases firm value."®1%202) This is particularly relevant in emerging markets that
face institutional challenges and high social and environmental risks. In the context of ESG (Environmental,
Social, and Governance), this theory explains that good ESG performance can increase investor and public
confidence, thus encouraging sustainable investment.

In the context of the global transition towards more sustainable business practices, Environmental, Social,
and Governance (ESG) has become an important indicator in evaluating the long-term integrity of a company,
including in the energy sector, which is at high risk of environmental and social issues.? Good ESG performance
reflects a company’s commitment to comprehensive sustainability principles' and is believed to increase
investor confidence, strengthen corporate reputation, and reduce exposure to non-financial risks. Based on
the findings,® there is a significant positive relationship between ESG scores and financial performance, such
as ROA and ROE, in the energy and utilities sector, which strengthens the attractiveness of companies to
sustainability-oriented investors.?» From the above description:

H1: ESG performance has a positive and significant effect on sustainable investment in energy companies in
Indonesia.

In addition, in developing countries, ESG does not always have a direct effect on profitability (ROA/ROE),
but ESG still has a significant influence on the company’s market value and long-term investment decisions.
@ In this case, sustainable investment is influenced not only by ESG, but also by the financial condition of
the firm, including profitability (ROA, ROE), capital structure (Debt-to-Equity Ratio), and firm size, which can
serve as control variables. As noted by Xu@®, large firms with high social reputation are more valued by the
market, even when industry profitability is controlled, which suggests that firm size amplifies the effect of
ESG on investment decisions. Thus, while high ESG performance in energy firms will increase the probability of
sustainable investment, this effect may be affected by financial conditions and firm characteristics. Therefore,
it is important to examine the relationship between ESG and sustainable investment by considering ROA,
ROE, DER, and Firm Size as control variables to more accurately isolate the influence of ESG and explain the
dynamics of sustainable investment in Indonesia’s emerging energy sector.

H2: the positive effect of ESG performance on sustainable investment remains significant after controlling
for Return on Assets (ROA).

Environmental, Social, and Governance (ESG) performance has become a key focus in investment decisions,
particularly in the context of long-term sustainability. ESG reflects a company’s commitment to managing
environmental impacts, maintaining social responsibility, and implementing good corporate governance. Based
on stakeholder theory, companies that consider the interests of various stakeholders through ESG practices will
gain greater legitimacy in the eyes of investors. This is reinforced by signaling theory, which states that ESG
performance serves as a positive signal to investors that the company is able to manage non-financial risks and
demonstrate a commitment to sustainability.

Empirical research indicates that ESG performance has a substantial impact on investment decisions, even
after accounting for traditional financial metrics such as Return on Equity (ROE). Study Fatemi contributes
positively to firm value independently of ROE.?® Another study by Gillan et al.™® also concluded that ESG
factors are increasingly used by investors separately from conventional accounting indicators. In the context
of emerging markets, ESG is becoming increasingly important due to high institutional uncertainty and socio-
environmental risks. Therefore, while ROE is an important indicator in assessing corporate profitability, ESG
performance is still believed to have its own influence on sustainability-based investment decisions. Based on
the theoretical basis and empirical findings, the hypotheses proposed in this study are:

H3: the positive effect of ESG performance on sustainable investment remains significant after controlling
for Return on Equity (ROE).

Environmental, Social, and Governance (ESG) performance has evolved into a key indicator in assessing
corporate sustainability and attracting investor attention, especially in the context of sustainable investment.
ESG refers to a company’s practices in managing environmental impacts, prioritizing social welfare, and
applying transparent and ethical governance principles. From the perspective of stakeholder theory, companies
that consistently implement ESG principles will gain trust and legitimacy from various stakeholders.

Meanwhile, the Debt-to-Equity Ratio (DER) is an indicator that reflects a company’s capital structure and
the level of leverage or dependence on debt. Investors often use DER as a consideration of financial risk in the
investment decision-making process. However, some studies show that although DER plays a role in assessing
financial risk, ESG performance still has its own appeal for sustainability-oriented investors. Regarding capital
structure, debt financing enhances ESG performance across all dimensions, while equity financing shows no
significant effect.? ESG performance is positively associated with book leverage, suggesting firms increase
debt capital through sustainable practices.® ESG scores significantly reduce debt costs, with the most indebted
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companies and those with highest agency costs benefiting most from ESG performance.? However, trade-offs
exist between ESG performance and investment patterns, with positive correlations for capital investments
but negative relationships with environmental investments.®® By referring to these theories and empirical
findings, it can be concluded that ESG performance has an independent influence on sustainable investment,
even though the company has a certain level of leverage. Therefore, the hypothesis proposed in this study is:

H4: the positive effect of ESG performance on sustainable investment remains significant after controlling
for Debt to Equity Ratio (DER).

One important factor that investors also consider is firm size, which is typically measured by total assets or
revenue. Firm size is often associated with the ability to access resources, manage risk, and deal with pressure
from the public or regulators. Larger firms often have more resources to invest in ESG initiatives, benefiting
from economies of scale and greater stakeholder scrutiny.®" However, ESG data may exhibit size bias, with
larger firms tending to receive higher ESG scores, which can affect portfolio management decisions.®? In the
banking sector, the relationship between firm size and ESG risk is non-linear, following a U-shaped pattern,
suggesting both benefits and diseconomies of scale in ESG risk management.®? Firm size also moderates the
impact of ESG disclosure on firm value and financial performance, particularly in industries like airlines®® and
agriculture.® Overall, ESG performance is positively associated with firm value and profitability,®® though the
relationship can be non-linear and influenced by ownership structure and disclosure practices.® Measurement
challenges and data discrepancies remain important considerations.®” Based on the theory and empirical
evidence, it can be concluded that although firm size may influence ESG strategy and exposure, the influence
of ESG on sustainable investment remains independently significant. Therefore, the hypothesis formulated in
this study is:

H5: the positive effect of ESG performance on sustainable investment remains significant after controlling
for Firm Size.

METHOD

This research is a quantitative analytical observational study that aims to examine the effect of Environmental,
Social, and Governance (ESG) performance on sustainable investment in energy companies in Indonesia. The
research is non-experimental and uses a cross-sectional approach with observation of secondary company data
without intervention. The research population includes all energy companies listed on the Indonesia Stock
Exchange (IDX) for the period 2019-2023. The sample was selected using purposive sampling, namely companies
that had complete ESG data and financial reports for the research period. After a screening process to eliminate
incomplete or inconsistent data, 155 company data were included in the final analysis.

The ESG Score variable is a composite score that reflects the company’s performance in environmental,
social, and governance aspects. This score is obtained from an agency Refinitiv and is used in the form of
continuous data.®® Sustainable investment is measured by a dummy variable, which is worth 1 if the company
continues to invest in projects that support sustainability, and 0 if not.®® For the control variable Return on
Assets is the ratio of net income to total assets which shows the efficiency of using the company’s assets. Return
on Equity measures net income to total equity, reflecting the effectiveness of managing own capital Debt to
Equity Ratio is the ratio of total debt to equity, illustrating the company’s financing structure and level of
leverage.“) Meanwhile, Firm Size is measured by the natural logarithm of total assets (ln total assets), as an
indicator of the scale and capacity of the company.“) Details of the operational definitions and measurement
of variables are provided in table 1.

Table 1. Operational Definitions and Measurement of Variables

No Variable Operational Definition Measurement

1 Sustainable Investment Investments that consider aspects of corporate Dummy variable (coded as 1 if the
(SIV) sustainability, including environmental, social, company receives or is listed as
and governance (ESG) performance, as wellas a  recipient of sustainable/green
capital allocation directed to companies with investment or issues green instruments
sustainable business practices. such as green bonds; 0 otherwise).

2 Environmental, Social, A score that reflects the company’s
and Governance (ESG- sustainability performance in environmental, ESG-SCORE = E+S+G /3
SCORE) social, and governance aspects.

3 Profitability (ROA/ROE) The ability of a company to generate profits ROA = Net Profit/Total Assets
from assets and equity. ROE = Net Profit/Total Equity

4  Leverage (DER) The level of debt utilization in a company’s DER = Total liability / Total Equity
capital structure to fund its assets.

5 Firm Size (FZ) Large and small based on total assets. FZ = Ln (Total Assets)
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Data processing and analysis were performed using Stata software version 16. The main analysis technique
used was logistic regression because the dependent variable, sustainable investment, is binary. To ensure
the accuracy of the model, all variables were carefully checked for completeness and consistency before
analysis. The analysis examined the relationship between ESG-SCORE performance (independent variable) and
sustainable investment (dependent variable), while controlling for ROA, ROE, DER, and Firm Size. The data
processing was carried out systematically, ensuring data validity through cross-checking between sources,
including Refinitiv for ESGSCORE data and company annual reports for financial and investment information.
The model built in this study is mathematically formulated as follows:

SIV = By + B, (ESG-SCORE) + B,(ROA) + B5(ROE) + B,(DER) + Bs(FZ) + €

Where Sustainable Investment (SIV) is the dependent variable that indicates the company’s involvement
in sustainability-oriented projects or expenditures, ESG-SCORE is the main independent variable that reflects
the quality and sustainability score of the company based on environmental, social, and governance factors.
Meanwhile, ROA (Return on Assets) and ROE (Return on Equity) are used as profitability indicators, DER (Debt
to Equity Ratio) as an indicator of capital structure, and Firm Size is calculated from the natural logarithm of
total assets as a proxy for firm size - all four are used as control variables to isolate the direct influence of ESG
on sustainable investment decisions.

This study uses public secondary data and does not involve direct interaction with human participants.
Research ethics standards are met by maintaining the confidentiality of company information and using data
in accordance with publication guidelines, as well as upholding academic integrity and transparency in every
stage of analysis and reporting.

RESULTS
Descriptive statistics

The following table presents descriptive statistics of the variables used in this study, including the
mean, standard deviation, minimum, and maximum values. These statistics provide a summary of the main
characteristics of each variable and form the basis for further analysis.

Table 2. Descriptive statistics

Variable Obs Mean Std. dev. Min Max
SIV 155 0,1806452 0,385971 0 1
ESG-SCORE 155 0,3566513 0,196787 0 0,7921
ROA 155 0,0649819 0,3235065  -3,54 0,6163
ROE 155 0,0917729 0,7422696 -7,5584 1,3742
DER 155  1,56585 3,454596  -7,5443 29,1428
FZ 155  29,36942 1,88328 22,0809 32,7646

The number of observations (Obs) for each variable is 155, which means that all variables have complete
data on the 155 companies or entities studied. The sustainability investment variable has an average value of
0,1806 and a standard deviation of 0,3860. The minimum and maximum values are 0 and 1, respectively, which
indicates that only about 18 % of the sample is worth 1, while the rest is worth 0. The ESG-Score variable shows
the company’s Environmental, Social, and Governance score. The average ESG score is 0,3567 with a standard
deviation of 0,1968, and a minimum value of 0 and a maximum of 0,7921. This indicates that the ESG score
among companies in the sample is quite varied, although in general it is still in the lower middle range from a
scale of 0 to 1.

The Return on Assets variable has an average of 0,06498, meaning that, in general, companies only generate
a return of around 6,5 % on their total assets. However, the standard deviation is quite significant at 0,3235,
with a minimum value of -3,54 and a maximum of 0,6163, indicating a very high variation in the efficiency
of asset utilization among companies, even those with significant large losses (negative ROA). The Return on
Equity variable has an average of 0,0918 or about 9,2 % return on equity. However, the minimum value is very
low at -7,5584, while the maximum is 1,3742, and the standard deviation is 0,7423. This significantates a large
disparity in profitability between companies, with some companies experiencing extreme losses relative to
their capital. The Debt-to-Equity Ratio variable has a mean value of 1,5659 and a standard deviation of 3,4550,
with a minimum value of -7,5443 and a maximum value of 29,1428. In general, very high DER values indicate
that some companies have a highly risky capital structure, with debt significantly exceeding equity. Finally, the
firm size variable indicates the size of the company, which is calculated as the natural logarithm of total assets.
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The mean is 29,37 with a standard deviation of 1,883, and a range of values from 22,08 to 32,76. This indicates
that the companies in the sample are in the medium to extensive size range, with less extreme variations in
size.

Goodnes Of Fit Test

The following table presents the Pearson Goodness-of-Fit test results for the logistic regression model used
in this study. This test assesses whether the model adequately fits the observed data. The data used in this
analysis were obtained from Refinitiv Eikon for ESG scores and annual financial reports of energy companies
listed on the Indonesia Stock Exchange (BEI) for the control variables and sustainable investment information.

Table 3. Goodnes Of Fit Test
Number of observations 155

Number of covariate patterns 155
Pearson chi2(149) 120,78
Prob > chi2 0,9565

Based on table 3, the Prob > chi2 value is 0,9565, which is greater than the conventional threshold of 0,05.
This indicates that there is no significant difference between the observed and predicted values, suggesting
that the logistic regression model adequately fits the data. In other words, the model is appropriate for
estimating the relationship between ESG performance and sustainable investment in energy companies, and
the predictions derived from this model can be considered reliable for further analysis.

Logistic Regression Test

The following table presents the results of the logistic regression analysis used to examine the effect of
ESG performance on sustainable investment in energy companies. The table includes regression coefficients,
standard errors, and significance levels, providing insights into the strength and direction of the relationships
between the independent and dependent variables.

Table 4. Logistic Regression Test

SIV 0Odds Ratio Std. Err. z P>|z| 95 % Confidence Interval
ESG-SCORE 280,9616 468,4477 3,38 0,001 10,70132 7376,606
ROA 0,0071028 0,0339554 -1,03 0,301 6,06e-07 83,29862
ROE 9,814798 23,203 0,97 0,334 0,0954047 1009,701
DER 0,577325 0,1611181 -1,97 0,049 0,3340948 0,9976335
FZ 1,06797 0,1997627 0,35 0,725 0,740189 1,540903
_cons 0,0053464 0,0274565 -1,02 0,308 2,27e-07 125,7317

Statistik model:

Number of observations = 155
LR chi2(5) = 30,92

Prob > chi2 = 0,0000

Pseudo R2 = 0,2111

Area under ROC curve = 0,8268

Based on table 4, the analysis will describe the effect of the ESG-SCORE variable and the control variables,
namely ROA, ROE, DER & FZ on the SIV variable (Sustainable Investment) and explain how much influence the
variables included in the independent model have on the variables included in the dependent model, where
the variables included in the independent model are declared to have a significant influence on the variables
included in the dependent model if they have a prob value of less than 0,05 (<0,05).

The ESG-SCORE variable has a prob value of 0,001 (<0,05), it can be concluded that the ESG-SCORE variable
has a significant effect on the SIV (Sustainable Investment) variable, with an Odds Ratio value of 280,9616,
meaning that each one unit increase in the ESG-SCORE value will increase the probability of Sustainable
Investment by 280 times, assuming other factors are constant. The ROA variable has a prob value of 0,301
(>0,05), it can be concluded that the ROA variable has no significant effect on the SIV (Sustainable Investment)
variable. The ROE variable has a prob value of 0,334 (>0,05), it can be concluded that the ROE variable has no
significant effect on the SIV (Sustainable Investment) variable.

The DER variable has a prob value of 0,049 (<0,05), it can be concluded that the DER variable has a
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significant adverse effect on the SIV (Sustainable Investment) variable, with an Odds Ratio value of 0,577,
meaning that every one unit increase in DER will reduce the possibility of Sustainable Investment by 42,3 %
(<1). The FZ variable has a prob value of 0,725 (>0,05), so it can be concluded that the FIRMSIZE variable has
no significant effect on the SIV (Sustainable Investment) variable. Furthermore, the LR chi2 (5) value of 30,92
with a prob value of 0,0000 (<0,05) concludes that the overall model is significant or FIT. The Pseudo R2 value
of 0,2111 indicates that the contribution of the influence of the ESGSCORE variable and the control variables,
namely ROA, ROE, DER & FZ to the sustainable investment variable is 21,11 %.

Roc Test

The results of the Receiver Operating Characteristic (ROC) test are presented in table 5 and picture 1, which
is used to evaluate the predictive accuracy of the logistic regression model. The ROC test assesses the model’s
ability to accurately distinguish between companies that invest sustainably and those that do not, thereby
providing an overall measure of the model’s suitability.

Table 5. Roc Test
Number of observations 155
Area under ROC curve 0,8268

0.50 0.75 1.00
1 1 1

Sensitivity

0.25
1

0.00
1

0.00 0.25 0.50 0.75 1.00
1 - specificity
Area under ROC curve = 0.8268

Figure 1. Results of the ROC analysis

Based on table 5 and figure 1, the Area Under the Curve (AUC) is 0,8268, indicating that the logistic
regression model demonstrates good discriminative ability in distinguishing between companies that continue
sustainable investment and those that do not. Specifically, the model is able to correctly predict the outcome
in approximately 82,68 % of cases, suggesting that the model provides a reliable basis for further analysis of the
relationship between ESG performance and sustainable investment in energy companies.

DISCUSSION
ESG Performance has a Positive and Significant Effect on Sustainable Investment

The results of this study show that Environmental, Social, and Governance (ESG) performance has a highly
significant influence on sustainable investment decisions, with an odds ratio of 280 times. This means that
companies with higher ESG scores are 280 times more likely to get sustainability-oriented investments than
companies with low ESG scores. This finding is exciting and confirms the paradigm shift of modern investors
who now no longer only pursue short-term profitability, but also consider the environmental and social integrity
of the Company.“? This provides a strong signal that investors are now more selective and focused on non-
financial risk management, especially those related to environmental and governance aspects. Research by Al
Frijat confirms that strong ESG integration contributes to lower risk perception by investors, thereby increasing
market confidence in the company.“® The logistic model used in this study also proved to be quite robust, with
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an Area Under Curve (AUC) value of 82,68 %, indicating that the model has excellent classification accuracy in
distinguishing companies that continue or do not continue sustainable investment.“ The strategic implication
of these findings is the need for energy companies in Indonesia to not only improve profitability, but also
systemically strengthen sustainability practices. These practices may include energy efficiency, environmental
protection, and transparent and inclusive governance. This is in line with advice from ) which emphasizes
that sustainability reputation has a material impact on investor preferences in the energy and utilities
sector. In addition, companies with strong ESG practices also tend to have higher resilience to economic and
regulatory shocks. Meanwhile, for regulators such as OJK and the Ministry of Energy and Mineral Resources,
this result is a strong impetus to accelerate the standardization of ESG reporting, including developing a
green taxonomy and a data-based ESG verification system. Nasta states that regulatory support in the form of
fiscal incentives, mandatory disclosure policies, and access to green financing can strengthen the sustainable
investment ecosystem.“) Thus, these results not only contribute to the academic literature but also provide
a solid foundation for policymakers in promoting the transition to a low-carbon economy and long-term value-
oriented capital markets.

The findings also provide a strong empirical basis for companies to treat ESG as a strategic instrument, not
just a form of compliance or reporting. Companies that successfully internalize sustainability principles into
their main business strategies have a greater chance of gaining access to cheaper and more stable funding.
This is reinforced by “"), which shows that solid ESG performance is associated with reduced financing risks
and increased attractiveness of companies in the eyes of institutional investors, particularly in the energy and
infrastructure sectors.

Good ESG performance contributes significantly to sustainability-conscious investment decision-making.
Modern investors are increasingly prioritizing transparency, social responsibility and good corporate governance
as part of their investment strategy. The results of this study are in line with research results“® that high ESG
scores often go hand in hand with increased investment from funds that prioritize ESG principles, which also
contribute to the long-term viability of the company.

The AUC value of 0,8268 resulting from ROC testing also proves that the model used in this study has high
predictive accuracy. According to 9, predictive models that integrate ESG generally have better classification
performance than financial-based models alone. This explains why investors and financing institutions are
increasingly making ESG indicators an important component in investment feasibility analysis.

In the context of public policy, these results can be used as a reference by institutions such as OJK and
the Ministry of Energy and Mineral Resources to encourage the development of ESG reporting policies that
are mandatory, verified, and based on global standards such as GRI or SASB. In addition, fiscal policies that
incentivize companies with high ESG scores, such as tax incentives or access to green credit, can accelerate the
adoption of sustainable business practices in the energy sector. Loang shows that regulatory interventions that
favor ESG can create positive market signals and strengthen the green investment ecosystem.®?

Finally, it is important for corporate decision-makers to understand that sustainability is not just a moral
or reputational imperative, but also a source of competitive advantage that can increase a company’s
valuation. Studies by Jin in Corporate Governance conclude that companies that are active in ESG reporting
and demonstrate transparency in governance are more likely to be eyed by large institutional investors with
a long-term orientation.®® In this regard, Indonesian energy companies are strategically positioned to take a
leading role in the transition to a low-carbon and sustainable economy.

ESG Performance on Sustainable Investment Controlling for Profitability (ROA)

Logistic regression analysis shows that the influence of ESG remains significant after controlling for ROA,
while ROA itself is not significant for sustainable investment decisions (p = 0,301). These findings indicate that
investors not only assess companies based on short-term asset performance, but also consider environmental,
social, and governance aspects as a basis for decision making. This study aligns with previous literature, which
suggests that ESG performance contributes to increasing firm value and influencing the strategic behavior of
firms in the long run. According to ¢, more than 90 % of empirical studies show a positive relationship between
ESG practices and corporate financial performance, including ROA. Research by 2 in Malaysia also found that
ESG disclosure has a significant positive relationship with ROA, meaning that companies active in sustainability
practices generally show better profitability. However, the findings of this study did not reveal a significant
effect of ROA on sustainable investment (p-value = 0,301). This suggests that ESG has a direct influence on
sustainable investment decisions that is not solely mediated by financial performance such as ROA.

Furthermore, a study by 3 highlights that ESG not only reflects the company’s operational efficiency, but
also increases trust from investors and stakeholders, which in turn encourages responsible and sustainable
investment decisions. This is also supported by ©¥ which found that companies with good ESG tend to attract
long-term investors and avoid short-term risky investment practices, even though internal financial conditions
are not optimal. Thus, the findings of this study make an important contribution that ESG performance not
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only improves financial performance, but also directly drives sustainable investment decisions, even when
financial factors such as ROA are controlled. This suggests that companies are not only driven by profitability
alone, but also by long-term sustainability considerations represented by ESG practices. Therefore, ESG can
be considered an independent strategic variable that plays a crucial role in corporate sustainable investment
decision-making, in line with stakeholder theory.

ESG Performance on Sustainable Investment Controlling for Profitability (ROE)

Thelogistic regression results also show that the influence of ESG remains significant even when ROE is
controlled for, while ROE itself is not significant (p > 0,05). This confirms that sustainable investment decisions
are not only influenced by equity returns, but also by the quality of a company’s ESG as an independent strategic
factor. Stakeholder theory emphasizes that companies with high ESG gain leniency from regulatory authorities,
credibility in the eyes of investors, and reputational benefits. Studies by ¢ sharpen this opinion, stating
that improved governance and social responsibility increase firm value without sacrificing profitability. In your
model, the effect of ESG on IB remains significant despite the ROE variable, suggesting that ESG-oriented firms
are likely to make sustainable investment decisions even if the potential increase in ROE is not high.

Overall, these findings have important implications. First, ESG is not just a signal of financial performance,
but an independent strategic factor that drives sustainable investment. Second, corporate policies and leaders
should prioritize this aspect of sustainability as a core element of strategy, rather than just as a tool to increase
profitability (ROE).

ESG Performance on Sustainable Investment Controlling for Leverage (DER)

The influence of ESG remains significant even when the debt-to-equity ratio (DER) is controlled, while DER
itself has a significant negative effect (p = 0,049). This shows that highly leveraged companies tend to have
lower opportunities for sustainable investment, but ESG remains the main predictor.

The corporate debt structure is a crucial variable in ESG strategic models. A meta-study by ©" shows that
companies with high ESG often have lower leverage levels, as a good reputation facilitates access to external
capital at a smaller cost. Findings, on the other hand, show that companies with high leverage tend to have
a lower probability of sustainable investment, but still their ESG performance remains a significant predictor
variable. This indicates that ESG is not merely a proxy for debt risk, but also plays a strategic role that is
independent of investment choices.

The ESG approach is considered a risk framework that integrates environmental and social risks into corporate
management, allowing for more long-term-minded investment decisions. Practical and theoretical literature
suggests that capital structure and ESG influence such decisions simultaneously. This study corroborates that
ESG shapes risk mitigation strategies and reputation beyond the influence of debt structure alone.

ESG Performance on Sustainable Investment Controlling for Firm Size

The impact of ESG remains significant even when company size is controlled for, while company size itself
is not significant. This suggests that sustainable investment decisions are driven by the intrinsic value of ESG,
rather than company scale. The literature supports this finding,®» which found that firm size is significantly
positively associated with ESG scores. This is because large firms have the resources to report on ESG extensively,
although this poses a risk of size bias in ESG assessments. However, although firm size affects ESG scores, in
this model, firm size does not interfere with the strong effect of ESG on IB, suggesting that the effect of ESG on
sustainable investment is independent of the effect of firm size.

Furthermore, a systematic study by ©® reviewing 75 studies shows that although firm size and industry
factors can moderate the effect of ESG on firm value, the main impact of ESG on strategic decisions such as
investment remains strong. This aligns with regression findings—while size is not significant, the ESG score effect
still significantly contributes to sustainable investment. Theoretical approaches stakeholder theory are also
supportive. Large companies are often compelled to present high-quality ESG to meet stakeholder expectations,
but investment decisions are driven by the intrinsic value of ESG, such as reputation, risk management, and
strategic opportunities, rather than size.

CONCLUSIONS

This study emphasizes the importance of ESG performance and corporate factors in driving sustainable
investment decisions in Indonesia’s energy sector. The results show that ESG plays a significant strategic role
in determining sustainable investment, while traditional financial variables such as profitability, leverage, and
company size have varying roles. These findings have important implications for companies and regulators to
strengthen sustainability practices, increase transparency, and pay attention to non-financial risks as part of
their long-term business strategies.

Furthermore, this research opens opportunities for further studies, including the exploration of contextual
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variables such as ownership structure, industry type, and operational complexity, as well as the integration of
additional moderating or mediating factors such as governance quality and institutional ownership. Thus, these
findings not only contribute to the academic literature but also provide a basis for strategic decision-making
and public policy in promoting sustainability-oriented investment.

This study has several limitations. First, the data only comes from energy companies listed on the Indonesia
Stock Exchange, so generalizations to other sectors or international markets should be made with caution.
Second, the use of secondary ESG data may have limitations related to assessment methodologies and reporting
variations between companies. Third, this study uses a quantitative approach based on logistic regression, so
that the qualitative dynamics related to investment decisions and investor motivations are not fully covered.
Future research may consider cross-sector analysis, longer longitudinal data, or a mixed quantitative-qualitative
approach to explore ESG factors in greater depth.
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