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ABSTRACT

Environmental, Social, and Governance (ESG) disclosure is crucial for enhancing
investor confidence through sustainable business practices. However, not all high-value
performance firms in Indonesia apply or complete ESG disclosure. This study analyzes
the moderating role of Firm Value in the effect of ESG disclosure on Stock Liquidity. It also
examines the direct effect of Firm Value on Stock Liquidity. The study uses data from LQ 45
companies on the Indonesia Stock Exchange (2020-2024) and a moderated regression
model. The results show that Firm Value strengthens the positive effect of ESG
disclosure on Stock Liquidity. ESG disclosure and Firm Value also directly affect Stock
Liquidity. This finding implies that high-value companies receive a more favorable
market response to ESG disclosure. Strong Firm Values can increase investor
attractiveness and company Stock Liquiditiy by extending signaling theory integrated
with legitimacy theory
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INTRODUCTION

The rapid growth of the business world is evident in increasingly diverse
industrial sectors and fiercer competition. This competition often drives profit-
oriented activities with little regard for negative impacts. Businesses that focus
solely on short-term profits may not survive in the long term. For sustainable
growth, companies should consider improvement factors, account for environmental
impact, and publish sustainability reports.
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Sustainability has become central in corporate governance, driven by global
pressure on environmental, social, and governance (ESG) issues. The Financial
Services Authority (OJK) now requires companies in the financial sector and public
issuers to prepare and publish Sustainability Reports in accordance with O]JK
Regulation No. 51/POJK/03/2017. Sustainability disclosure can increase investor
confidence by conveying the company's commitment to social and
environmental responsibility, referring to the theory of information asymmetry.
The presence of sustainability disclosure, especially ESG disclosure, can reduce
market uncertainty, thereby increasing stock liquidity by boosting trading volume
and narrowing bid-ask spreads.

Some studies still yield inconsistent results. Cao et al (2024) found that the
quality of ESG disclosure is positively correlated with stock liquidity in China.
Liang, Yet al.(2023) prove that ESG disclosure increases stock liquidity by reducing
information asymmetry and improving corporate reputation. Liu, L. etal., (2023)
show that ESG disclosure strengthens stock liquidity in Japan during the COVID-
19 pandemic. However, research also reveals conflicting or negative results Wong,
J. B.,, & Zhang, (2022) demonstrate that companies with strong reputations are more
negatively affected by ESG-related media coverage, and smaller, less liquid
companies are more vulnerable to these negative impacts. Haddad, R. H., et al.
(2024) showed that CSR disclosure negatively affects stock liquidity Ardianto, F., &
Sukardi (2024) showed that ESG negatively affects the volatility of Sharia stock
prices. Meng-tao, C.,et al (2023) found that stock liquidity is not affected by ESG
disclosure when considering industry classifications and company
characteristics. Other research shows the low level and incompleteness of
disclosure provided Faransahad, G. F., & Wulandari, (2024); Wardani, I. A. et al.
(2025); Nipper, M. et al. (2025); and Permatasari, P., & Gunawan (2023) report limited
human resources, regulations that lack enforcement, and assessments that lack
uniformity. Adiasih, P., & Lianawati (2018) found that these factors result in low
investor confidence. Another factor that can influence in-compliance ESG
disclosure and internal bias is firm value (Brooks, C., & Oikonomou, 2018; Shaikh,
2022).

Firm value is the market's assessment of a company’s overall worth, based
on factors such as profitability, growth potential, and perceived risk. This value
reflects the market's perception of a company's long-term prospects and
performance, and can be an important moderating factor in the influence of
sustainable disclosure on stock liquidity. High-value companies are generally
considered more stable, credible, and attractive to investors. Sustainability disclosure
by high-value companies tends to be responded to more positively by the market
than that of low-value companies.

Several studies support the notion that ESG disclosure positively affects
firm value. Rafi, M., & Hadiprajitno (2024) prove that ESG disclosure affects firm
value in the textile industry sector, while Tamasiga, P., et al. (2024); Li, L. et al. (2024);
and Propheta, M. et al. (2025) examined various industrial sectors and found the
same results that ESG disclosure has a positive and significant effect on firm value.
However, several other studies show different results, namely the study by
Mahendra, D. A, & Purwanto (2024), which shows that sustainability report
disclosure has a negative and significant effect on firm value, in line with the study
conducted by Ersoy, E. etal. (2022), which proves that at a certain pointin the
banking industry, ESG disclosure did not affect firm value. The research presented
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by Qurniasih, R., et al. (2024) proves that ESG disclosure has negatively affected firm
value. Another study has shown conflicting results, indicating that industry
classification and the information presented are irrelevant or too general, and that
ESG disclosure indicators remain insufficient, even though ESG disclosure is
mandatory and not all companies in Indonesia have yet implemented it (Luthfiani,
2025). Data reports that 93% of 943 listed companies in the IDX (Indonesia Stock
Exchange) have implemented ESG disclosure (Noviani, 2025), with the high ESG rating
firms at 15 - 26 %, the medium 50%, and the low rating firms of ESG disclosure or
having a high risk of ESG disclosure 24-35% (Pop&Toni, 2023 ;Kusumo, 2024 ;
BION, 2023 ; Prasadhita, C., & Nawawi, 2024). Those figures indicate that the highly
rated ESG disclosure firms are still low. It means many companies do not fully
comply with the ESG disclosure standard.

Most research still focuses on the direct relationship between ESG
disclosure and firm performance or value, particularly in the context of
developed country capital markets with relatively mature reporting standards
and market efficiency. A study by Del Gesso, C., & Lodhi (2025) generally assumes
that the quality of information signals and corporate legitimacy automatically
improve with increased ESG disclosure. However, this assumption is problematic
in emerging markets like Indonesia, where ESG disclosure is driven by regulatory
pressure from the Financial Services Authority and is still characterized by
heterogeneous reporting quality and high information asymmetry. Furthermore,
previous research in Indonesia has shown conflicting empirical results regarding
the impact of ESG on market responses, suggesting the existence of an
unexplained contingency mechanism. Furthermore, the literature on signaling
and legitimacy theory often treats the two perspectives separately. Furthermore,
they have not examined how firm value functions as a moderating factor
determining the credibility of ESG disclosure under sustainability regulations.
Consequently, there is insufficient research on how ESG disclosure functions in
the Indonesian capital market as a credible signal or simply as a symbolic
legitimacy tool.

Thus, the relationships between ESG disclosure and firm value, and
between ESG disclosure and stock liquidity, do not always hold. It is important to
include firm value as a moderating variable. Firm value can strengthen or weaken
the relationship between ESG disclosure and stock liquidity. When a company has
high value, investors aremore likely to trust it and respond more positively to ESG
disclosure. This can lead to increased trading activity and stock liquidity. Few
studies have specifically examined the role of firm value as a moderating variable
in therelationship between ESGdisclosureand stock liquidity. This role follows the
research recommendation by Bhimavarapu, V. M,, et al. 2022. and Fuadah, L. et al.
(2022). Firm value can moderate and influence the relationship between ESG
disclosure and stock liquidity. This research helps deepen the understanding of
corporate management in developing ESG disclosure strategies to strengthen
investor confidence. Examining the role of firm value as a moderating variable is
especially timely in emerging markets such as Indonesia, which has not been
extensively explored in previous research.

By examining the moderating role of firm value in the relationship between ESG
disclosure and market response in the context of the Indonesian capital market, which
is moving towards sustainable investment practices, this study offers theoretical and
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contextual novelty. The Indonesian capital market is still characterized by high levels
of information asymmetry, heterogeneity in disclosure quality, and increasing
regulatory pressure from the Financial Services Authority (OJK) regarding
sustainability, in contrast to capital markets in developed countries that have mature
and effective ESG standards.

In this context, this study integrates signaling and legitimacy theories by using
firm value as a moderating variable to determine whether ESG disclosure is perceived
by investors as a credible signal of a company's fundamental quality or as a symbolic
tactic to gain institutional legitimacy. Therefore, this study enhances our understanding
of the ESG signal selection mechanism in the Indonesian capital market. It also explains
why market responses to ESG vary, in line with evolving market dynamics that have not
yet fully taken hold

This study integrates signaling theory with legitimacy theory to test the
research hypothesis. Signaling theory, proposed by Spence (1973), holds that
parties with more information (insiders) send signals to others (outsiders) to
reduce information asymmetry. ESG disclosure is a strategic signal. Companies use
it to reduce information asymmetry, build trust, differentiate in the market, justify
business strategies, and encourage increased stock liquidity. Legitimacy theory
(Dowling, ]J., & Pfeffer, 1975) holds that companies can gain social support by
aligning with society's values and expectations. Information disclosure is one way
to achieve this. Social legitimacy helps reduce negative information or uncertainty
(Clarkson, P. M. et al. 2013; Al Amosh, H., & Khatib, 2022). Meng-tao, C. et al. (2023)
stated that ESG disclosure is transparent information that signals social and
environmental responsibility. It can increase investor and public confidence. As a
result, investors become more confident and interested in trading, which ultimately
increases stock liquidity. Based on these theories, this research develops the
following research hypotheses: the effect of ESG disclosure on Stock Liquidity; the
effect of Firm Value on Stock Liquidity; and the moderating role of Firm Value in the
effect of ESG disclosure on Stock Liquidity.

LITERATURE REVIEW

ESG (Environmental, Social, and Governance) disclosure is a company's
responsibility. It conveys non-financial information to stakeholders about its
performance, risk management, policies, and sustainability strategies. This
information is compiled in an ESG report. Including an ESG report in the annual
report aims to provide transparency to investors, the government, customers, and
the public. It also shows that the company conducts business sustainably and
responsibly. Subagio (2025) noted that ESG disclosure plays a crucial role in
shaping investor perceptions, building investor confidence, and influencing
reactions. Meanwhile, stock liquidity is a measure of how quickly and easily a
stock can be bought or sold on the stock market without significantly affecting its
price, or the ability of investors to quickly convert stocks into cash at a low transaction
cost. It plays a key role in shaping investor comfort and confidence in investment
decisions in the capital market, as liquid stocks tend to attract more investors and
drive active trading, thereby enhancing price efficiency and stability. This aligns
with research conducted by Nguyen, H. T., & Nguyen (2024), which shows that
liquidity can influence stock price stability and investors' reactions to market
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information. Therefore, stock liquidity is crucial for investors and policymakers in
making investment decisions and designing capital market policies.

Furthermore, better ESG disclosure will increase transparency, reduce
information asymmetry, thereby increasing investor confidence and encouraging
high stock trading activity. In line with the research by Cao, X. et al. (2024), which
shows that the quality of ESG disclosure is positively correlated with stock liquidity,
Liang, Y. et al. (2023) found that ESG disclosure increases liquidity by reducing
asymmetry and improving reputation. Research by Liu, L. et al. (2023) shows that
ESG disclosure strengthens stock liquidity in Japan, and Ha, N. T. T.et al. (2024) and
Wang, K. et al. (2023) confirm this, finding that ESG disclosure has a positive effect
on stock liquidity.

Firm value is the total economic value of a company, reflecting how much the
market values it and investors' perceptions of the company's potential profits, risks,
and long-term prospects. When the firm value is high and stable, investors tend to
believe that the company has a bright future, which increases interest in buying
shares (Tang, H. et al. 2024). In addition, it acts as a link between the company's actual
performance and investor perceptions and decisions, as evidenced by the fact that
changes in firm value trigger rapid market reactions, reflected in increases or
decreases in share prices. Companies with high firm value reflect market
perceptions of long-term performance and prospects. High firm value reflects
investor confidence in the profitability that can sustain performance. Sustainable
growth in companies’ performance tends to lead to a better reputation, greater
access to capital, and stronger growth expectations. This condition can attract
investors, which drives increased trading volume. Higher trading volume reduces
the bid-ask spread and increases stock liquidity. Several studies, including Tran, T. T,
etal.(2018), Reny, A. R. etal,,(2019), and Shamsi, N. I,, et al. (2022), provide evidence that
high firm value can positively affect stock liquidity.

Additionally, firm value reflects the market's response to a company's
performance, prospects, and risks. Companies with high values generally attract
investors because they have good reputations, which boosts market confidence. The
link between ESG disclosure and high firm value will strengthen investors' interest
in owning the company's shares, thereby increasing stock liquidity. Similarly, if the
firm's value is low, ESG disclosure can be perceived as window dressing or not very
credible by the market, thereby reducing the impact on stock liquidity. Research by
Wang, K, Li, T.,etal (2023), Li, Letal. (2024), and Cao, X.etal. (2024) found that firm
value strengthens the effect of ESG disclosure on liquidity. Lestari, N. D.,et al.
(2024), who studied Indonesian companies in industries listed on the Jakarta
[slamic Index in 2021-2023, showed that internal company factors, with a primary
focus on firm value, can moderate the impact of ESG disclosure on stock liquidity.

This study not only confirms the relationship between Environmental, Social,
and Governance (ESG) disclosure and firm value that has been widely discussed in
previous literature, but also provides new theoretical insights through the
integration of Signaling Theory and Legitimacy Theory in explaining the
moderating role of firm value.

To explain the various mechanisms of ESG disclosure, this study considers it
necessary to integrate Signaling Theory and Legitimacy Theory. However, these theories
have not been able to consistently explain when ESG affects stock liquidity. This study
shows that whether ESG disclosure is perceived as a credible signal or merely a symbolic
legitimacy tool is influenced by firm value. Therefore, firm value bridges the two theories
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and explains how the influence of ESG on stock liquidity is contextual, depending on the
level of firm value.

Theoretically, this study demonstrates that, in addition to serving as an outcome
or consequence of ESG practices, firm value also serves as a contextual mechanism that
strengthens or weakens ESG signals communicated to its stakeholders. In Signaling
Theory, ESG disclosure is seen as a signal a company sends to the market regarding its
social responsibility, sustainability commitment, and governance quality. However, this
study finds that the strength of ESG signals depends on firm value, such that firms with
higher values tend to have higher ESG signal credibility in the eyes of investors.

From a Legitimacy Theory perspective, this study reveals that firms with high
market value face greater legitimacy expectations from society and investors, making ESG
disclosure a strategic instrument for maintaining social legitimacy and corporate
reputation. Thus, this study proposes that firm value serves as a conceptual link between
market signaling mechanisms and corporate social legitimacy efforts.

Therefore, thepurposeofthisstudy is to analyzethemoderating roleoffirm
value in the relationship between ESG disclosure and stock liquidity, examine the
effect of ESGdisclosure on stockliquidity, andprovideevidenceoftheeffect offirm
value on stock liquidity.

This study captures the unique dynamics of ESG disclosure in the Indonesian
capital market, where sustainability reporting is evolving faster than its credibility, by
using firm value as a moderating mechanism within an integrated signal-legitimacy
framework. The study's unique focus is on strengthening market reputation through ESG
effects, particularly in the Indonesian and Southeast Asian capital markets.

The research model for this study is shown in Figure 1

m
- E 5G Disclosure

Stock Liquidity

Figure 1
Research Model

METHODS

This study employed a quantitative research design using secondary panel
data taken from the companies in the LQ 45 group. However, not all LQ 45 companies
actively disclosed ESG reports during the 2020-2024 period, even though they have
various ESG ratings (High, Medium, and Low), as reported by Prasadhita, C., & Nawawi,
(2024). The LQ 45 index comprises companies with high liquidity, large market
capitalization, and sound financial fundamentals. Therefore, the main sample criteria
for this study are the LQ 45 companies that actively disclose ESG reports during the
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period 2020-2024, using a purposive sampling technique, a data collection method

based on criteria relevant to the research aims.

The detailed sample criteria were applied as follows:

1. Companies published corporate sustainability reports, annual reports, and financial
statements for the period 2020-2024.

2. The LQ 45 companies listed on the IDX disclosed annual reports for the period
from 2020 to 2024. The study uses secondary panel data from company financial
and sustainability reports published from 2020 to 2022, using the GRI 2016
standard, and from 2023 to 2024, using the GRI 2021 standard, sourced from Yahoo
Finance and company websites, based on data availability from 2020 to 2024.

Given the use of the LQ 45 sample, as it represents the upper limit of ESG adoption
capacity and market oversight, this sample choice provides a conservative test of the
proposed relationships, although the use of LQ 45 firms implies that the generalizability
of the findings is limited to large, liquid, and highly visible firms in the Indonesian capital
market. Although the level of ESG disclosure cannot be generalized to smaller or less
liquid firms, the underlying mechanism—that firm value moderates the interpretation of
ESG disclosure within an integrated signaling and legitimacy framework—would still be
theoretically valid outside the LQ 45 context. This suggests that the findings are more
informative in explaining how ESG functions under favorable market conditions
compared to estimating the average effect for each firm.

After selecting the sample that fulfilled the criteria, 22 companies were
selected and categorized into eight industries (Energy Mining, Banking, Gas and
Energy, Consumer Goods, Telecommunication, Heavy Equipment, Non-Cyclical
Consumer Goods, and Health Care). So, the total sample based on Panel Data is 110
observations (22 companies multiplied by 5 years).

To avoid potential biases arising from using a sample of LQ 45 companies, this

study conducted robustness tests using a different measure of firm value, namely Market
to Book Value, to ensure that the results were not solely driven by the characteristics of
large companies. This is to avoid potential sample bias and to confirm that the
relationships found in the study are not solely driven by the characteristics of large firms.
The independent variable is the disclosure of ESG taken from the company's
sustainability report, measured by comparing the number of environmental, social,
and governance indicators with the total environmental, social, and governance
disclosure index, referring to GRI 300 for the environment, GRI 400 for social and

governance based on GRI 2 or 102 (Christy, & Sofie., 2023).

Measurement is conducted through content analysis of the company's annual
report and sustainability report using a dummy scoring method, where a value of 1 is
assigned if an indicator is disclosed and a value of 0 if it is not disclosed. The ESG score is
then calculated as the ratio between the number of disclosed indicators and the total
indicators used.

Env = number of company disclosures/ total overall index

Firm value is another independent variable, and plays the moderating role, measured
by Tobin's Q (Tobin, 1967), with the following formulation:

Tobin's Q = (MVE + DEBT) / TA
In which are:

MVE= Market Value Equity

DEBT = Book Value of the Total Debt
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TA= Total Assets

The dependent variable in this study is stock liquidity, measured using trading
volume activity/TVA (Foster, 1986) with the following formulation:
TVA = Number of Company Shares Traded at Time

Number of Company Shares in Circulation at Time t
The model analysis used a moderated regression analysis by using the
equation model in hypothesis testing, according to Hayes (2022;259-260), is:
Y Stock liquidity= o + f1X1disc + B2X2Firmv +B3X1disc* X2Firmv + € ......

In which are:
X1disc= ESG disclosure
X2Firmv = Firm value

B1, B2, and 3 will determine how much the effect of the independent variable
and the moderating variable on the dependent variable is.

RESULTS

The results from Statistical Application “Eviews 12” using model testing with
the Chow, Hausman, and Lagrange Multiplier tests, as well as the classical
assumptions, are shown in Table 1.

Table 1
Results of Classical Model and Assumption Tests
Classical Test Results Information
Assumption

Tests
Chow Test Probability 0.0001 < 0.05 FEM (Fix Effect Model) selected
Hausman Test Probability 0.3637> 0.05 REM (Random Effect Model) selected
Lagrange Probability 0.000 < 0.05 REM selected until testing with REM
Multiplier Test
Normal Probability 0.0630 > 0.05 Shows normal distribution
distribution
Multicollinearity Correlation between variables Xidisc,

Xofirm, X1*Xz results < 0.8, namely 0.3020, No Multicollinearity

-0.4260,0.6448

Test results of variable Xidisc, Xzfirm,
Heteroscedasticity =~ X1*X2show 0.560; 0.6356; 0.6514 > 0.05

Shows Durbin Watson (DW) of du<dw <4-  No Heteroscedasticity
Autocorrelation du=1.8719 <2.0608< 4 - 1.8719 (2.128)
Test

No Autocorrelation

Sources: Data, Processed by Eviews 12, 2025

Then, the hypothesis testing results from the Moderated Regression Analysis
model are presented in Tables 2 and 3.

Table 2
Results of Hypothesis Testing
LogY iquidity = a + biLogXidisc + B2LogXzrirmv + baLogXidisc* Xzfirmy + E...
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LogY stockliquidity=5.35 + 3.784LogXidisc + 3.764LogX2rirmv+ 2.550LogX1disc* X2Firmy + £...

Hypothesis 1:
Probability 0.0006 < 0.05 shows that ESG disclosure results have a significant positive effect on stock liquidity, wit
the estimated effect value 3.784.

Hypothesis 2:
Probability 0.0066 < 0.05 shows that the firm value has a significant positive effect on stock liquidity, with the
estimated effect value 3.764.

Hypothesis 3:
Probability 0.0036 < 0.05 shows that the firm value positively moderates the effect of ESG disclosure on stock
liquidity, with the estimated effect value 2.550.

R2(R Square) after interaction
0.328 or 32.8%, which shows that firm value strengthens the ESG disclosure influence on stock liquidity, 32.8%.
It has increased from 27.1%, compared to R2? before the moderation interaction.

R2 (R Square) before interaction
0.271 or 27.1%, which shows that firm value before the moderation interaction with ESG disclosure influences st

Sources: Data, Processed by Eviews 12, 2025

Table 3
Average ESG Disclosure and Tobin’s Q Value

Average ESG Disclosure of LQ 45 0.328
Average component

- Environmental 0.21

- Social 0.32

- Governance 047

Average Firm value (Tobin's Q) LQ 45 1.13

Sources: Processed Data by Excel Application, 2025

To determine the ESG disclosure rankings of the companies based on the 110
data sample from 2020 to 2024 by using the Excel Application, descriptive statistical
data, the ESG disclosure rankings are as follows:

1. Companies that disclose high values and receive awards until 2024 are: UNVR
(Unilever), BBNI (Bank BNI), Bank BRI, INCO (PT. INTERNASIONAL NIKEL
INDONESIA), and ITMG (INDO TAMBANG RAYA MEGAH), or a total of 5
companies

2. Moderate disclosure: BBTN (Bank BTN), BMRI (Bank Mandiri), CPIN (Charoen
Pokphand Indonesia Tbk), ICBP (PT Indofood CBP Sukses Makmur Tbk), KLBF
(Kalbe Farma), and ANTM (PT Aneka Tambang Tbk), totaling 6 companies.

3. Low disclosure: UNTR (PT United Tractors Tbk), TOWR (PT Sarana Menara
Nusantara Tbk), TLKM (PT Telkom Indonesia (Persero) Tbk), TBIG (PT Tower
Bersama Infrastructure Tbk, PTBA (PT Bukit Asam Tbk), PGAS (PTPerusahaan
Gas Negara Tbk), ASII (PT Astra International Tbk), EXCL (PT XLSmart Telecom
Sejahtera Tbk), TBIG (PT Tower Bersama Infrastructure Tbk), INKP (PT Indah
Kiat Pulp & Paper Tbk), and INDF (PT Indofood Sukses Makmur Tbk), totaling 11
companies, that can be seen in Figure 2.
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Figure 2
ESG Disclosure Ranking
Sources: Statistics Descriptive Results, Processed by Excel Application, 2025, Based on Sustainability
Reports, 2020 - 2024

Table 4.
Test Results for Market Book Value
Chow Test Probability 0.0003 < 0.05 FEM (Fix Effect Model)
Hausman Test Probability 0.2627> 0.05 selected
REM (Random Effect Model)
selected
Lagrange Multiplier Test Probability 0.001 < 0.05 REM selected until testing with
REM
Normal Distribution Probability 0.0730 > 0.05 Indicates a normal distribution
Multicollinearity The correlation between
variables X1Disc, X2Firm(MTB),
X1*X2results is < 0.8, namely No multicollinearity
0.5020, 0.3260, and 0.7448
Heteroscedasticity Test results for variables X1dISC, No heteroscedasticity
X2Firm(MTB), and X1*X2results
are shown. 0.360; 0.5276;
0.7514 > 0.05

Shows the Durbin Watson (DW)
of du < dw < 4 - du =1.9719 <
2.0608 <4 -1.8719 (2.328)
LogY Stock liquidity = a + B1LogX1disc + B2LogX2Firmv(MTB) + sLogX1disc* X2Firmv + £... (after
moderation)

Autocorrelation Test No autocorrelation

LogY Stock liquidity = 0.55 + 5.055LogX1disc + 4.95LogX2Firmv(mtb) + 2.989LogX1disc*
X2Firmv(mtb) + ¢...

with probability: 0.0021 0.031 0.029 0.016
LogY Stock Liquidity = a + f1LogX1disc + B2LogX2Firmv(MTB) + ¢.....(before moderation)

LogY Stock Liquidity = 0.426 + 4.805LogX1disc + 2.107LogX2Firmv(MTB) + ¢...
with probability : 0.0175 0.048 0.0008 ‘

Source: Data processed by eviews 12,2026

Table 4 demonstrates robustness testing to ensure that the empirical results are
insensitive to model specifications and variable measurements. Market-to-book (MTB)
firm value is used to re-estimate the analysis. The results indicate the best model is the
Random Effect Model (REM), with a probability test result before moderation of 0.0175
<0.05 and after moderation of 0.0021 <0.05, indicating consistent results with those
measured using Tobin's Q. Winsorizing of extreme values was performed to reduce
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potential bias, and the results remained consistent. Overall, these results confirm that
firm value moderation in the relationship between ESG disclosure and stock liquidity is
robust to various estimation approaches and model specifications.

DISCUSSION

The first requirement to get the best results must be fulfilled by using the best
estimation model, namely the REM (Random Effect Model) or FEM (Fixed Effect Model,
and classical assumption tests. The best-estimation model test shows that the REM
model supports hypothesis testing in advance. Normality, Multicollinearity,
Heteroscedasticity, and Autocorrelation tests support the classical assumption test
results for the log-transformed data.

Normal distribution and Heteroscedasticity testing results show the probability
value above 0.05. Besides that, Multikoleniarity also supports the assumption of no
bias data, based on the correlation results of X1disc, X2firm, and interaction X1 and
X2 (X1*X2)< 0,8. Also, Autocorrelation test results support the classical assumption,
measured by Durbin Watson (DW) of du< dw < 4-du = 1.8719 <2.0608< 4 - 1.8719
(2.128), so that the regression model test coefficient estimates are not biased, then
continued to test the hypothesis.

[t was proven that ESG disclosure has a positive and significant effect on stock
liquidity, measured by a probability of 0.0006 < 0.05, with an estimated value of 3.784,
providing evidence that transparent ESG disclosure also shows a significant influence
on the level of stock liquidity as measured by trading volume. The estimated value of
3.784 means that if ESG disclosure increases by 1 (one) time, stock liquidity will
increase by 3.784 times. The estimated 3.784 value of ESG disclosure has a greater
effect on stock liquidity than on firm value. This result aligns with the findings of Cao
et al. (2024), Wang et al. (2023), and Liu et al. (2023). These results illustrate that
complete, targeted, and relevant ESG disclosure provides a high level of investor
confidence and reduces information asymmetry, as Signaling Theory postulates,
thereby increasing the company's stock trading volume and liquidity.

It was shown that firm value has a positive and significant effect on stock
liquidity, as indicated bythep- value 0of 0.0066 < 0.05 and an estimated effect of 3.764.
This effect value represents that if the firm value increases by 1 (one) time, stock
liquidity will increase by 3.764 times. These findings support those of Tran et al.
(2018), showing that high firm value, as measured by Tobin's Q, is positively
associated with stock liquidity. These results illustrate that high firm value plays a
fundamental role in increasing the attractiveness of stocks to investors and
encouraging active buying and selling, thereby legitimizing the highest level of
investor confidence and aligning with Legitimacy theory, which posits that
increased stock trading volume is an indicator of stock liquidity.

The moderating role of firm value in the influence of ESG disclosure on stock
liquidity, resulting in a probability value of 0.0036 < 0.05, with the estimated effect value
2.550. It means that firm value can positively moderate the significant influence of ESG
disclosure on stock liquidity. The estimated value effect 2.550 of the moderating role of
firm value represents that the more strengthened firm value at least 1 (one) time,
the higher stock liquidity due to ESG disclosure increases 2.550 times. These results
support the research suggestion and implication by Wang, K. etal. (2023); Li, L. et
al.(2024); and Cao, X. et al. (2024). These research results show that firm value
strengthens the influenceof ESG disclosure on stock liquidity. This result shows the
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quasi-moderation type (Ghozali, 2013;224), showing that firm value moderates the
influence of the independent variable (ESG disclosure) on the dependent variable
(stock liquidity), and firm value can also play as an independent variable.

Research on the companies in the LQ 45 index shows an average ESG
disclosure score of 0.328, indicating medium ESG risk. These results indicate that
ESG disclosure has been adopted and disclosed ESG, but not comprehensively. It can
be measured by the data per ESG component. The average governance component (G)
shows the highest value at 0.47, while the social (S) and Environmental (E) components
are 0.32 and 0.21, respectively. These show the minimum environmental disclosure
on carbon emissions and energy efficiency. This illustrates that many LQ 45
companies have not entered the extractive industry, so attention to environmental
aspects remains low or has not yet been explicitly required.

The firm's value, on average, is 1.13, indicating that the market values the

company above its physical asset value due to strong future profit prospects and
growth expectations. This shows a strong association between ESG disclosure and
stock liquidity, with ESG disclosure values that have a moderate impact on the
environment and society.
In the determination test of the influence value of R2 before moderation of 27.1%,
which means that ESG disclosure affects stock liquidity by only 27.1%, the remaining
72.9% is influenced by other factors, such as stakeholder engagement, top
management commitment, corporate sustainability strategy, and industry
uncertainty (Ho, L. et al. 2024; Rahman, H. et al. 2023; Zhang, D., & Liu, 2022). With
moderation, the influence increases to 32.8%, indicating a 5.7% increase in
moderation strength and suggesting that the firm’s value has a strong influence.

That shows that firm value acts as a moderating variable, strengthening
the relationship between ESG disclosure and stock liquidity: the higher the firm
value, the greater investor confidence in ESG disclosure and the stronger its
impact on stock liquidity. This implies that a Signaling theory integrates with the
Legitimacy theory. When the ESG disclosure effect on stock liquidity is examined
through signaling theory, it suggests that ESG disclosure primarily induces high
investor confidence and, consequently, reduces information asymmetry. Then,
when firm value plays a moderating role, strengthening the ESG disclosure effect
on stock liquidity, it can enhance investor confidence in trading stocks in the
market.

The fact that ESG disclosure automatically increases stock liquidity
substantially challenges the dominant assumption in the literature on this
subject. These findings suggest that this relationship is not universal, but rather
depends on the condition of firm value as a key contingency factor. In other
words, the effectiveness of ESG disclosure in increasing stock liquidity is
determined by the extent to which the information is perceived as a credible
signal, rather than merely symbolic.

Conceptually, this study suggests that the market employs a reputation-
based filtering mechanism, where firm value serves as a credibility indicator that
determines whether ESG disclosure will be accepted or not. This demonstrates
that the limitation of the Signaling Theory approach in explaining the ESG-stock
liquidity relationship lies in the implicit assumption that the market always
responds to information rationally and homogeneously.
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Furthermore, this study considers the application of Legitimacy Theory,
which tends to view ESG disclosure as a tool for gaining social acceptance without
considering how the market assesses the quality of such disclosure. This research
suggests that legitimacy is insufficient to influence investor behavior unless it is
supported by a strong foundation of firm value; this shifts perceptions from
symbolic approval to substantive approval.

This study proposes, by integrating both perspectives, that firm value
serves as a selection mechanism that determines the rules of market
interpretation of ESG disclosure.

CONCLUSION

Firm value strengthens the influence of ESG disclosure on stock liquidity,

especially among LQ 45 companies. These results indicate that high company values
generally attract investors because they have a strong reputation and high market
trust, thereby strengthening the impact of ESG disclosure on stock liquidity.
ESG disclosure will be more informative to the market if it comes from a company
already considered high-value. Conversely, if the company's value is low, ESG
disclosure can be perceived as window dressing or be viewed as less trusted by the
market, and its impact on stock liquidity can be smaller.

These research results extend Signaling theory by showing that investors use

company quality signals to infer trustworthiness. When ESG disclosure is not
properly disclosed, the company's value can be a determinant of whether the
signal is trusted. However, Signaling theory cannot stand alone in this study context;
it should be integrated with Legitimacy theory. The results of either the firm value
effect on stock liquidity or the moderating firm value effect on the effect of ESG
disclosure on stock liquidity require the Legitimacy theory, even though ESG
disclosure directly affects stock liquidity as a signal to reduce asymmetric
information. This draws a Signaling theory.
Legitimacy theory makes a contribution that can assess the suitability of the firms’
values with social norms and environmental issues, so that it can reduce reputation
risk, especially for investors, and even investors can strengthen their legitimacy to
be more trusted in the firm value, which creates higher investor confidence to increase
trading stock volume.

The robustness test employing MTB as an alternative proxy verifies that the
moderating effect of company value persists, suggesting that the empirical results are not
susceptible to variations in measuremen

Contributions to developing markets such as Indonesia show that ESG signals
are only effective when supported by strong firm values, meaning that ESG
disclosure is measured not only by the scores achieved but also by company
performance and values such as profitability, efficiency, and innovation.

Contribution for companies to focus more on long-term value strategies, such
as developing ESG disclosure strategies by doing the right ways, not only chasing the
high profit with cost efficiency, but also caring the social and environmental issues
with innovation activity and good governance because it will strengthen the
positive impact of ESG on investor trust to increase their trading stock volume, and
ESG disclosure is not only about reports but building company credibility or
reputation through sustainable company performance in the context of the ESG
disclosure.
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