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Purpose of the study: This study aims to analyze the effect of carbon emission
disclosure and the environmental performance ratings of the corporate
environmental performance rating program on firm value, both partially and
simultaneously, in companies listed on the Indonesia Stock Exchange for the
period 2022-2024.

Methodology: This study employs a quantitative causal-comparative approach
using secondary data from corporate and regulatory disclosures. Carbon
emission disclosure is treated as a form of corporate social accountability,
reflecting firms’ responses to environmental expectations. Firm value is
measured using Tobin’s Q, while environmental performance is represented by
the environmental performance ratings, which function as a public policy
instrument implemented by the Indonesian government. Statistical analysis is
used to examine how public regulation shapes market responses to corporate
environmental accountability.

Main Findings: The results indicate that carbon emission disclosure does not
have a significant effect on firm value. The environmental performance have a
negative and significant effect on firm value. Simultaneously, carbon emission
disclosure and the environmental performance ratings do not have a significant
effect on firm value, indicating that environmental information is not yet a major
consideration for investors.

Novelty/Originality of this study: This study offers novelty by re-examining
the effect of carbon emission disclosure and the environmental performance
ratings on firm value using the most recent data from the 2022—-2024 period. It
assesses whether environmental aspects have been utilized by investors as
signals in firm valuation and provides empirical contributions to environmental
accounting literature and the formulation of sustainable business policies.

This is an open access article under the CC BY license

Corresponding Author:
Linda Dwi Puspita Sari,

Department of Accounting, Faculty of Economics and Business, Tunas Pembangunan University, JI. Walanda
Maramis No. 31, Cengklik, Surakarta, Central Java 57135, Indonesia
Email: lindadwipuspitasari6 18@gmail.com

1. INTRODUCTION

Climate change driven by increasing carbon emissions represents not only an environmental problem but
also a global social issue with far-reaching implications for societal welfare, economic stability, and
intergenerational equity [1]-[3]. The impacts of climate change are reflected in the rising frequency of
environmental disasters, the deterioration of urban air quality, and mounting pressures on economic and social
systems, particularly in developing countries that remain highly dependent on fossil fuel based industrial and
energy sectors [4]-[7]. In this context, climate change cannot be understood merely as a technical or ecological
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concern, but rather as a challenge of social governance that requires the active involvement of multiple actors,
including governments, corporations, and society at large.

As major contributors to carbon emissions, corporations especially those operating in industrial and
energy-intensive sectors occupy a strategic position as influential social actors in climate change mitigation efforts
[8]-[10]. Corporate operational activities not only affect economic performance but also generate social and
environmental consequences that are borne by the wider public. Consequently, the state intervenes through various
environmental governance instruments as mechanisms of social control to ensure corporate accountability for the
ecological impacts they produce [11]-[13]. In Indonesia, policy instruments such as the corporate environmental
performance rating program, carbon taxation, and the establishment of the Indonesian Exchange Carbon reflect
the government’s efforts to steer corporate behavior toward more sustainable and socially responsible business
practices [14]-[16].

Within the framework of environmental governance, corporate transparency and social accountability
constitute key elements in balancing economic, environmental, and social interests [17], [18]. Carbon emission
disclosure serves not merely as a technical reporting mechanism, but also as a form of social communication that
enables the public, investors, and other stakeholders to assess corporate commitment to sustainability [19], [12].
Consistent with signaling theory, environmental information disclosed by firms can be interpreted as socio-
economic signals that shape perceptions, trust, and market responses toward corporate behavior and long-term
prospects [20].

Although prior studies have extensively examined the relationship between carbon emission disclosure,
environmental performance ratings, and firm value, the findings remain mixed [14], [21]-[26]. Some studies report
that environmental disclosure and the environmental performance ratings exert a positive influence on firm value
[12], [27], while others document weak or insignificant effects [9], [21]. Moreover, much of the existing literature
continues to frame this issue predominantly within accounting or financial perspectives, without explicitly
situating it within the broader context of environmental governance, corporate social accountability, and the role
of the state as a regulator particularly in developing countries such as Indonesia.

This study becomes increasingly relevant and urgent in light of the strengthening national climate policy
framework and the growing market sensitivity to sustainability issues in recent years. Indonesia’s commitment to
achieving the Sustainable Development Goals particularly Sustainable Development Goals 12 (Responsible
Consumption and Production) and Sustainable Development Goals 13 (Climate Action), as well as national
development priorities articulated in the Asta Cita agenda, which emphasizes the transition toward a green and
low carbon economy, its Net Zero Emissions 2060 target, and the reinforcement of policy instruments such as
carbon taxation and carbon trading through Indonesian Exchange Carbon signal significant shifts in the country’s
environmental governance landscape [3], [28]-[33]. By employing recent data from the 2022-2024 period, this
study offers empirical novelty by capturing market responses during the early stages of more stringent
environmental policy implementation, while simultaneously extending the analytical perspective through the
application of signaling theory within the context of environmental governance in a developing economy [20].

Based on the foregoing discussion, this study aims to analyze the effect of carbon emission disclosure and
the environmental performance ratings on firm value among companies listed on the Indonesian Stock Exchange.
This research is expected not only to contribute empirical evidence to the literature on sustainable accounting and
finance, but also to enrich social science discourse on environmental governance, corporate social accountability,
and the effectiveness of public policy in promoting sustainable business practices. Therefore, the research problem
in this study is

H1: Carbon emission disclosure has a positive and significant effect on firm value

H2: The environmental performance ratings has a positive and significant effect on firm value

H3: Carbon emission disclosure and the environmental performance ratings simultaneously have a positive
and significant effect on firm value

2. RESEARCH METHOD
2.1. Type and Research Design

This study employs a quantitative approach with a causal-comparative research design to examine the
effect of carbon emission disclosure and environmental performance ratings, on firm value. A quantitative
approach is adopted because it enables objective hypothesis testing using numerical data and statistical analysis,
allowing the relationships between variables to be systematically identified and measured [34], [35]. The causal-
comparative design is applied because this study investigates cause and effect relationships based on existing
conditions without manipulating the independent variables. Carbon emission disclosure and the environmental
performance ratings represent publicly available information that has already occurred, making an experimental
approach impractical. This design is consistent with prior empirical studies examining the relationship between
environmental disclosure, environmental performance, and firm value in capital market research [1], [2], [26], [8],
[12], [27], [36]. Explaining research chronological, including research design, research procedure (in the form of
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algorithms, Pseudocode or other), how to test and data acquisition [1]-[3]. The description of the course of research
should be supported references, so the explanation can be accepted scientifically [2], [4].

2.2. Research Subject and Sample

The population of this study consisted of companies listed on the Indonesia Stock Exchange during the
2022-2024 period. Companies from various industrial sectors were selected based on the consideration that these
sectors have a relatively high potential for carbon emissions and are therefore relevant for analysis in the context
of carbon emission disclosure and environmental performance assessment [19], [27]. Furthermore, the inclusion
of companies participating in the environmental ratings reflects the role of government based environmental rating
systems in evaluating corporate environmental performance in Indonesia [13], [37].

The sampling technique applied in this study was purposive sampling, which allows researchers to select
samples based on specific criteria relevant to the research objectives [35]. The criteria included companies that
consistently participated in the corporate environmental performance rating program, published complete annual
and sustainability reports, and provided complete data for all research variables during the observation period [9],
[13]. Based on these criteria, the final sample consisted of 17 companies observed over three years, resulting in a
total of 51 firm-year observations.

2.3. Data Type, Research Instrument and Data Collection Techniques

This study utilized secondary data obtained from publicly available sources. Data on carbon emission
disclosure were collected from companies annual reports and sustainability reports. the environmental
performance ratings were obtained from official publications of the Ministry of Environment and Forestry of the
Republic of Indonesia, while financial data required to calculate firm value were sourced from the official website
of the Indonesia Stock Exchange [11], [18], [23]. The use of secondary data is appropriate because all variables
examined in this study are documented and published in official records [38].

Table 1. Data Type, Research Instrument and Data Collection Techniques

Variable Data Type Measurement/Instrument Data Source Collec.t ton
Technique
Carbon Emission Disclosure 1ndex. bas.ecll on Company annual & .
. Secondary annual and sustainability T Documentation
Disclosure sustainability reports
reports
Environmental Corporate Environmental Mln'lstry of
. Environment and .
Performance Secondary  Performance Rating Program Documentation
) Forestry offical
Ratings score .
publication
. . I i k .
Firm Value Secondary Tobin’s Q ndonesia Stoc Documentation

Exchange website

2.4. Variable Measurement
2.4.1. Carbon Emission Disclosure

Carbon emission disclosure refers to the extent to which a company transparently reports information
related to greenhouse gas emissions resulting from its operational activities. In this study, carbon emission
disclosure was measured using a disclosure index based on the Global Reporting Initiative 305 standards, which
provide comprehensive guidelines for reporting emissions-related information [39]. The indicators used in this
study include direct emissions (Scope 1), indirect emissions from energy consumption (Scope 2), other indirect
emissions (Scope 3), greenhouse gas emission intensity, emission reduction initiatives, ozone-depleting substances
emissions, and other significant air emissions such as nitrogen oxides and sulfur oxides. These indicators are
widely applied in prior studies to assess the completeness of corporate carbon emission disclosure [19], [40]. Each
disclosure indicator is assessed by assigning a score of 1 if the information is disclosed in the company’s annual
report or sustainability report, and a score of 0 if it is not disclosed. The carbon emission disclosure index is then
calculated by dividing the total number of disclosed indicators by the total number of applicable indicators. The
index ranges from 0 to 1, where values closer to 1 indicate a higher level of carbon emission disclosure [19].

2.4.2. The Environmental Performance Ratings

The environmental performance ratings is a government environmental performance evaluation program
implemented by the Ministry of Environment and Forestry to assess corporate compliance and beyond-compliance
environmental practices [18], [23]. The environmental performance ratings were converted into numerical scores
to facilitate quantitative analysis, where gold was scored as 5, green as 4, blue as 3, red as 2, and black as 1. This
conversion method has been widely applied in previous empirical studies examining environmental performance
and firm value [21].
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2.4.3. Firm Value

Firm value reflects market perceptions of a company’s performance and future prospects, which are
commonly represented by stock market indicators [27], [41]. In this study, firm value was measured using Tobin’s
Q, which is calculated as follows:

Market Value of Equity + Book Value of Liabilities

Tobin' =
obin’s Q Book Value of Total Assets

Tobin’s Q was selected because it provides a comprehensive measure of firm value by incorporating both
market-based and accounting-based information, thereby offering a more holistic assessment of firm performance.

2.5. Data Analysis Technique

Data analysis was conducted using Statistical Package for the Social Sciences (SPSS). The analysis
procedures included descriptive statistical analysis to summarize the characteristics of the data, classical
assumption tests to ensure the validity of the regression model, and multiple linear regression analysis to examine
the effect of carbon emission disclosure and environmental performance ratings on firm value [41]. Hypothesis
testing was performed using t-tests to assess partial effects and F-tests to examine simultaneous effects, with a
significance level of 5 percent.

2.6. Research Procedure

Carbon Emission Disclosure
(X1)

\K
Firm Value

Y}

Environmental
Performance Ratings |
(X2) !

B it

Figure 1. Research Data

This study was conducted through a systematic research procedure to test the partial effects of carbon
emission disclosure (X1) and environmental performance ratings (X2) on firm value (Y), as well as their
simultaneous effect on firm value. The procedure began with determining the population and selecting samples of
companies listed on the Indonesia Stock Exchange that participated in the corporate environmental performance
rating program during the 2022-2024 period. Secondary data were collected from annual reports, sustainability
reports, the environmental performance ratings publications, and the official Indonesian Carbon Exchange website.
Carbon emission disclosure was measured using a disclosure index, the environmental performance ratings were
converted into numerical scores, and firm value was measured using Tobin’s Q. The collected data were analyzed
using descriptive statistics, classical assumption tests, and multiple linear regression analysis with Statistical
Package for the Social Sciences software to examine both partial and simultaneous relationships among variables,
as illustrated in the research flowchart.

3.  RESULTS AND DISCUSSION
This section presents the results of data processing and empirical testing conducted to address the research
objectives. The presentation of results aims to provide a comprehensive empirical overview of the characteristics
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of the research data and to ensure that all statistical assumptions required for regression analysis are satisfied.
Accordingly, all analytical procedures were carried out systematically and sequentially to confirm the suitability
an d reliability of the research model [35].

The empirical analysis comprises descriptive statistical analysis, classical assumption testing, multiple
linear regression analysis, and hypothesis testing. Descriptive statistics are employed to summarize the
characteristics of the research variables. Classical assumption tests are conducted to ensure that the regression
model satisfies the assumptions of normality, absence of multicollinearity, and heteroskedasticity. Furthermore,
multiple linear regression analysis and hypothesis testing are performed to examine the effects of carbon emission
disclosure and environmental performance, as measured by the environmental performance ratings, on firm value
[35].

3.1. Descriptive Statistical Analysis

Descriptive statistical analysis is conducted to provide an overview of the characteristics of the research
variables, including minimum values, maximum values, means, and standard deviations. Descriptive statistics
summarize the fundamental characteristics of the variables examined in this study. Specifically, they report the
minimum, maximum, mean, and standard deviation values to illustrate the central tendency and dispersion of
carbon emission disclosure, environmental performance ratings, and firm value. This preliminary analysis provides
an overview of the data distribution and ensures a better understanding of the dataset before conducting regression
analysis.

Tabel 2. Descriptive Statistical Test Results
N Minimum Maximum Mean Std. Deviation

Firm Value 50 -.46 1.06 134 309
Carbon Emission Disclosure 50 .57 1.00 .882 .150
Environmental Performance Ratings 50 3.00 5.00 4.040 .807
Valid N (Listwise) 50

Source: Data processed using SPSS Version 25

Based on the descriptive statistics, the study uses 50 valid observations after excluding one outlier from
the initial 51 observations to improve data consistency. The carbon emission disclosure variable shows a minimum
value 0of 0.57 and a maximum value of 1.00, with a mean of 0.882 and a standard deviation of 0.150. These results
indicate that, on average, sample companies have disclosed carbon emission information at a relatively high and
consistent level.

The environmental performance ratings variable ranges from 3.00 to 5.00, with a mean value of 4.040
and a standard deviation of 0.807. This suggests that most sample companies demonstrate good environmental
performance, although there are variations in environmental ratings across firms. Meanwhile, firm value, which
has been transformed into natural logarithmic form, shows a minimum value of —0.46 and a maximum value of
1.06, with a mean of 0.134 and a standard deviation of 0.309. This indicates considerable variation in firm value
among the sampled companies. Overall, the descriptive statistics indicate that the data are well distributed and
suitable for further regression analysis.

From a social perspective, the relatively high average level of carbon emission disclosure indicates that
firms have attempted to present themselves as environmentally responsible entities. This effort reflects an intention
to build social legitimacy through environmental transparency. However, the substantial variation in firm value
suggests that the market has not uniformly interpreted environmental disclosure as a basis for investor trust.

3.2. Classical Assumption Test Results

The normality test is conducted to assess whether the regression residuals are normally distributed using
the One-Sample Kolmogorov—Smirnov test on unstandardized residuals. The test results show an Asymp. Sig. (2-
tailed) value of 0.050, which is equal to the significance threshold of 0.05. This result indicates that the residuals
are normally distributed. Therefore, the normality assumption is satisfied, and the regression model is appropriate
for further analysis.

The multicollinearity test is performed using Tolerance and Variance Inflation Factor (VIF) values to
examine potential correlations among independent variables. The results show that both carbon emission
disclosure and the environmental performance ratings have Tolerance values of 0.840 and VIF values of 1.190.
Since all Tolerance values exceed 0.10 and all VIF values are below 10, it can be concluded that there is no
multicollinearity among the independent variables. Thus, the regression model satisfies the multicollinearity
assumption.

The heteroskedasticity test is conducted using the Glejser method by regressing absolute residuals on the
independent variables. The results show significance values of 0.054 for carbon emission disclosure and 0.625 for
the environmental performance ratings. Because all significance values exceed 0.05, it can be concluded that the
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regression model does not exhibit heteroskedasticity. The residual variance is constant, and the homoskedasticity
assumption is fulfilled.

3.3. Hypothesis Testing

Multiple linear regression analysis is a statistical method used to examine the relationship between one
dependent variable and two or more independent variables. In this study, it is employed to analyze the effect of
carbon emission disclosure and environmental performance ratings on firm value.

Tabel 3. Multiple Linear Regression Analysis Test Results

Coefficients®
Unstandardized  Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 424 286 1.484 .145
Carbon Emission Disclosure 227 314 110 724 473
Environmental Performance Ratings -.121 .058 -.317 -2.078 .043

Dependent Variable: LN Firm Value
Source: Data processed using SPSS Version 25

Based on the multiple linear regression analysis, this study examines the effect of carbon emission
disclosure and the environmental performance ratings on firm value. The estimated regression model is expressed
as follows:

Firm Value = 0.424 + 0.227 Carbon Emission Disclosure — 0.121 Environmental
Performance Ratings + ¢

The interpretation of the regression coefficients is as follows:

e The constant value of 0.424 indicates the level of firm value when all independent variables are held constant.

e Carbon emission disclosure has a positive regression coefficient of 0.227, indicating a positive relationship
with firm value.

e The environmental performance ratings has a negative regression coefficient of —0.121, indicating an inverse
relationship with firm value.

The multiple linear regression results indicate that environmental signals conveyed through carbon
emission disclosure and environmental performance ratings have not been fully responded to positively by the
market. From a signaling theory perspective, this suggests that environmental information has not yet been
perceived as a credible signal in shaping investor perceptions. Socially, this finding reflects the limited ability of
firms to convert environmental legitimacy efforts into increased investor trust and firm value.

The partial test (t-test) is conducted to assess the statistical significance of each regression coefficient individually.
This test evaluates whether each independent variable significantly affects the dependent variable, holding other variables
constant within the multiple regression model.

Tabel 4. Partial Test (t-Test) Results

Coefficients?
Unstandardized  Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 424 286 1.484 145
Carbon Emission Disclosure 227 314 110 724 473
Environmental Performance Ratings -.121 .058 =317 -2.078 .043

Dependent Variable: LN Firm Value
a. Dependent Variable: LN_Firm Value
Source: Data processed using SPSS Version 25

The t-test is conducted to examine the partial effect of each independent variable on firm value. The
results show that carbon emission disclosure has a significance value of 0.473 (> 0.05), indicating that carbon
emission disclosure does not have a statistically significant effect on firm value. Therefore, H1 is rejected. Based
on signaling theory, carbon emission disclosure is intended to serve as a positive signal to reduce information
asymmetry between firms and investors. However, the insignificant result indicates that such environmental
signals have not yet been perceived as credible by the market. Socially, this finding suggests that carbon disclosure
has not been effective in strengthening corporate social legitimacy or enhancing investor trust.
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In contrast, the environmental performance ratings variable shows a significance value of 0.043 (< 0.05)
with a negative regression coefficient. This indicates that environmental performance ratings has a significant
negative effect on firm value. Accordingly, H2 is accepted, although the direction of the relationship is negative
and contrary to the initial expectation. The environmental performance ratings represent externally verified
environmental signals provided by the government as a form of regulatory legitimacy. However, the negative
effect on firm value suggests that investors may perceive higher environmental performance as a potential cost
burden. Consequently, although the environmental performance enhances social legitimacy from a regulatory
perspective, this signal has not yet been translated into increased investor confidence in the capital market.

The simultaneous test (F-test) is conducted to examine the overall significance of the regression model.
This test determines whether all independent variables collectively have a statistically significant effect on the
dependent variable. A significant F-statistic indicates that the model is suitable for explaining variations in the
dependent variable.

Table 5. Simultaneous Test (F-Test) Results

Model Sum of Squares df Mean Squares F Sig.
1 Regression 395 2 198 2.167 126°
Residual 4.286 47 .091
Total 4.681 49

a. Dependent Variable: LN Firm Value
b. Predictors: (Constant), Environmental Performance Ratings, Carbon Emission Disclosure
Source: Data processed using SPSS Version 25

The F-test is conducted to examine the simultaneous effect of carbon emission disclosure and the
environmental performance ratings on firm value. Based on the ANOVA results, the F-statistic value is 2.167 with
a significance level of 0.126 (> 0.05). This result indicates that carbon emission disclosure and the environmental
performance ratings do not simultaneously have a significant effect on firm value. Therefore, H3 is rejected, and
the regression model does not demonstrate a significant joint explanatory effect. The absence of a simultaneous
effect of carbon emission disclosure and the environmental performance ratings on firm value indicates that
environmental signals, both voluntary and regulatory, have not yet functioned effectively in shaping market
perceptions. Socially, this finding reflects a gap between state-driven environmental legitimacy, societal
expectations of corporate responsibility, and investors short term financial orientation.

The coefficient of determination (Adjusted R Square) represents the proportion of variance in the
dependent variable that is explained by the independent variables, while accounting for the number of predictors
included in the model. Unlike the unadjusted R Square, the adjusted measure penalizes the inclusion of additional
variables that do not substantially improve the model’s explanatory power, thereby providing a more reliable
assessment of model fit in multiple regression analysis.

Table 6. Coefficient of Determination (Adjusted R Square)
Model R R Square Adjusted R Square Std. Error of the Estimate
1 2912 .084 .045 .30198
a. Predictors: (Constant), Environmental Performance Ratings, Carbon Emission Disclosure
Source: Data processed using SPSS Version 25

The coefficient of determination is used to measure the explanatory power of the regression model. The
results show an Adjusted R Square value of 0.045. This indicates that carbon emission disclosure and the
environmental performance ratings collectively explain only 4.5% of the variation in firm value, while the
remaining 95.5% is influenced by other factors outside the scope of this study. Consequently, the explanatory
power of the model is considered relatively weak. The relatively low coefficient of determination suggests that
investor trust is still predominantly influenced by non environmental factors, reinforcing the notion that
environmental signals have not yet become a primary reference in firm valuation.

This subsection discusses the empirical findings by linking the results of statistical testing with signaling
theory and relevant prior studies. The discussion is organized according to each formulated hypothesis to provide
a systematic interpretation of the findings.

The empirical results indicate that carbon emission disclosure is positively associated with firm value,
although the relationship is not statistically significant, leading to the rejection of the first hypothesis. This finding
suggests that, within the Indonesian capital market, carbon-related environmental information has not yet become
a decisive factor in investors’ valuation processes. Investors appear to continue prioritizing conventional financial
indicators over non-financial environmental disclosures. This pattern is consistent with prior empirical evidence
showing that environmental disclosure has not been fully incorporated into market assessments of firm value [2],
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[18], [21]. Accordingly, carbon emission disclosure remains a relatively weak market signal in influencing firm
valuation. From a social legitimacy perspective, carbon emission disclosure represents a voluntary corporate effort
to meet societal and regulatory expectations regarding environmental responsibility [12]. However, in the context
of a developing country such as Indonesia, voluntary disclosure practices that are not yet reinforced by strong
regulatory mechanisms limit the internalization of social legitimacy into investor confidence and market valuation
[16]. This condition reflects a misalignment in the state market society nexus, where regulatory pressures and
social demands for environmental accountability are not fully translated into economic value in the capital market.

From a signaling theory and environmental governance perspective, carbon emission disclosure functions
as a voluntary non-financial signal aimed at reducing information asymmetry between management and investors
[20]. Nevertheless, the insignificant result indicates that the signal has not been perceived as credible or
economically relevant by the market. This underscores the importance of linking environmental disclosure with
regulatory frameworks, such as the environmental performance ratings, carbon taxation, and the Indonesian
Exchange Carbon [16]. Theoretically, these findings contribute to social science literature by illustrating how
corporate environmental behavior is influenced not only by market incentives but also by social expectations and
regulatory oversight, highlighting the interplay between the state, market, and society [42]. Practically, the results
carry implications for investors and the public, emphasizing that voluntary disclosure alone is insufficient to
influence market decisions.

The results indicate that the environmental performance ratings has a statistically significant negative
effect on firm value, thereby supporting the second hypothesis with a negative direction. This finding suggests that
higher levels of environmental performance, as reflected the environmental performance ratings, are associated
with lower firm valuation in the market. One possible explanation is that improved environmental compliance may
be perceived as increasing operational and compliance costs, which can place downward pressure on short-term
profitability and, consequently, firm value. This interpretation is consistent with prior empirical evidence
indicating that environmental performance and regulatory compliance costs may be negatively valued by the
market [10], [43]. From a signaling theory perspective, the environmental performance ratings functions as a
credible external signal issued by the government, representing not only environmental performance but also social
legitimacy and regulatory compliance [6], [44]. Nevertheless, in the context of developing countries such as
Indonesia, the negative market response suggests that investors interpret higher the environmental performance
ratings primarily as cost signals rather than value-enhancing indicators, highlighting a tension between social—
environmental objectives and short-term financial perceptions [12].

From a social governance and policy perspective, this finding underscores the complex interplay among
the state, market, and society in shaping corporate environmental behavior [45], [21]. While the environmental
performance ratings aim to guide firms toward sustainable practices, the market’s negative response suggests that
social legitimacy and regulatory signals have not yet been fully internalized as economic value by investors.
Theoretically, these results contribute to social science literature by demonstrating how regulatory instruments and
ranking-based environmental policies influence corporate behavior beyond traditional financial incentives,
emphasizing the state’s role in social governance [44]. Practically, this finding has implications for policymakers
to strengthen and communicate the benefits of the environmental performance ratings more effectively, and for
investors and society to recognize long term value associated with environmental stewardship [12].

The simultaneous test results indicate that carbon emission disclosure and the environmental performance
ratings do not jointly affect firm value, resulting in the rejection of H3. This finding suggests that both internal
(carbon emission disclosure) and external (the environmental performance ratings) environmental signals are not
yet sufficiently strong to influence investor perceptions in the Indonesian capital market [20]. From a legitimacy
theory perspective, these results imply that the social and regulatory legitimacy of environmental performance has
not fully translated into economic value, reflecting a gap in corporate adherence to societal and governmental
expectations [37], [16]. In the context of developing countries, where environmental disclosure remains largely
voluntary and regulatory mechanisms are still evolving, the role of the state as a social regulator is crucial for
shaping corporate behavior [14], [30]. The low Adjusted R Square further indicates that firm value is
predominantly influenced by conventional financial factors rather than environmental considerations, highlighting
the secondary position of sustainability in investor decision-making over a short-term horizon [27], [42].

These findings contribute theoretically to social science literature by linking environmental governance,
corporate social accountability, and market behavior within the state market society nexus [20], [16]. For public
policy, strengthening the program and integrating ranking based environmental regulations could enhance the
credibility of environmental signals, aligning corporate actions with societal expectations[37], [15]. Socially,
investors and communities benefit from improved transparency and regulatory oversight, which can foster trust
and informed decision-making [12], [27]. However, this study is limited by its focus on Indonesian listed firms
and a short observation period (2022-2024), which may not capture long term responses to environmental
governance [29]. Future research could explore comparative environmental governance studies across developing
countries, investigate the longitudinal impact of ranking-based policies, and examine how regulatory enforcement
affects corporate social responsibility and investor perceptions [16].
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The findings of this study indicate that carbon emission disclosure does not have a significant effect on
firm value. This finding is consistent with previous studies suggesting that environmental disclosure does not
always generate a direct market response. This may indicate that investors do not fully incorporate carbon
disclosure information into their valuation decisions. In contrast, environmental performance ratings show a
significant negative effect on firm value, suggesting that higher environmental performance may be associated
with additional compliance costs perceived by the market. Simultaneously, both variables collectively influence
firm value, indicating that environmental governance mechanisms play a role in shaping market perceptions within
the Indonesian context.

This study contributes to the literature by providing empirical evidence on the role of carbon emission
disclosure and environmental performance ratings as sustainability signals influencing firm value in Indonesia.
The findings enrich signaling theory by showing that environmental signals are not always positively interpreted
by the market. However, this study is limited by its short observation period, restricted sample of rated and listed
companies, and reliance on secondary data. Future research is recommended to extend the observation period and
include additional variables for broader generalization.

4. CONCLUSION

Based on the results and discussion, it can be concluded that carbon emission disclosure does not have a
significant effect on firm value, while the environmental performance ratings has a significant negative effect.
Furthermore, the simultaneous test indicates that both variables do not jointly influence firm value. These findings
suggest that, within the context of the Indonesian capital market, environmental information both internal signals
in the form of carbon emission disclosure and external signals in the form of environmental performance ratings
has not yet been fully perceived as economically value-relevant by investors. From a signaling theory perspective,
this indicates that environmental signals remain weaker than financial signals in shaping investor decisions,
particularly in short-term investment horizons.

Despite its contributions, this study has several limitations that should be considered when interpreting
the findings. First, the presence of extreme values (outliers) in some of the research variables required the exclusion
of certain observations to ensure that the regression model met classical assumption requirements. As a result, the
final sample size was reduced, which may affect the generalizability of the results. Second, to address non-normal
data distribution, firm value was transformed using the natural logarithm (LN). While this transformation improved
the robustness of the statistical analysis, it also implies that firm value is no longer expressed in its original scale.
Accordingly, the interpretation of the findings should be understood as reflecting relationships based on adjusted,
logarithmic values.

Looking forward, the results of this study provide opportunities for further research by incorporating
additional explanatory variables, extending the observation period, and expanding the research sample across
different industries. Future research may build on this study by examining environmental disclosure within wider
institutional and regulatory settings. In particular, attention could be directed to how differences in regulatory
enforcement, public oversight, and levels of investor awareness shape the extent to which environmental
information is interpreted not merely as symbolic compliance but as a credible signal in the capital market. In
addition, further studies may consider the social and political dynamics through which disclosure standards, rating
mechanisms, and state-led policy instruments acquire legitimacy and, in turn, affect firm valuation, especially in
emerging market contexts.
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