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Introduction

The current economic landscape indicates that firm value is a key indicator of a company's financial health
and success. It not only influences investor perspectives but also measures financial health and
competitiveness in the capital market (Handayani et al., 2024). Several studies have stated a positive
relationship between firm value and a company's ability to manage risk and generate sustainable profits.
According to Wijaya (2020), companies with high market value gain greater trust from investors and
stakeholders. In contrast, a decline in firm value erodes market confidence and can threaten sustainability.
Thus, understanding and managing firm value is crucial for companies to survive and grow amid uncertainty
and intense competition.

This issue is crucial for manufacturing companies, which often face major swings in firm value, especially
during 2020-2024. In 2025, the S&P Global Indonesia Manufacturing PMI dropped to 46.7 in April from 53.6
in February, the sharpest contraction since August 2021 (Business-Indonesia, 2025). Fluctuations in firm
value result from global market conditions, supply chain disruptions, and domestic factors (Untara & Lestari,
2024). These swings directly affect stock prices and market capitalization, making firm value unstable and
vulnerable to decline.

Stock price and market value fluctuations are also seen in manufacturing company stocks listed on the
Indonesia Stock Exchange (BEI). IDX data shows that PT. Krakatau Steel (Persero) Thk. saw its stock price
decline from 2020 to 2024. This decline results from weakened financial performance, including falling
revenues and capital structure risks from lower equity. As a result, the company's competitiveness and
market perception of long-term value have dropped, leading to a decrease in firm value.

A continuous decline in firm value can have serious consequences, especially for the company's financial
health if left unaddressed. Hamzah et al. (2025) stress that firm value must be the primary focus of a
company, as it supports sustainability. A drop in firm value directly affects funding and operations, including
making external financing harder to get, raising the cost of capital, and weakening information flow between
management and investors (Liu et al., 2024). If this persists over the long term, it limits the company's ability
to expand, stifles innovation, and increases its vulnerability to external pressures.

Previous studies have identified several factors influencing firm value, including financial ratios, capital
structure, and tax avoidance (Adhyasta & Sudarsi, 2023; Prasetyo & Hermawan, 2023; Sari, 2022). Most
studies still focus on conventional financial variables. They should also consider long-term strategic factors
such as Financial Distress and Environmental, Social, and Governance (ESG) disclosure, which are increasingly
important in modern business competition. Financial difficulty arises when a corporation struggles to meet
its commitments (Arum et al., 2023). This can lower investor confidence and depress stock prices. If not
managed well, this financial pressure can lead to bankruptcy (Saputra & Andani, 2023).

Another strategic factor gaining importance for corporate sustainability is ESG practices. ESG disclosure
shows a company’s transparency in reporting environmental, social, and governance performance. This
highlights the company's accountability and commitment to sustainable operations (Antonius & Ida, 2023).
As interest in sustainable business practices rises globally, ESG disclosure has become a key research topic,
especially for understanding sustainability quality, which can influence investment decisions and help
maintain firm value stability. Rules such as POJK No. 51/P0OJK.03/2017 have prompted improvements in ESG
disclosure, but significant variation in application remains.

Previous studies have shown inconsistent links among financial distress, firm value, and ESG disclosure. Arum
et al. (2023) found a strong association between firm value and financial hardship, suggesting that financial
distress may influence a company's value. Adisti and Machdar (2024) and Pratiwi et al. (2024) also found that
financial difficulty affects business value. However, Aryani and Saputra (2024) and Kurniawati and Idayati
(2023) found no significant impact of financial distress on company value. ESG disclosure is seen as a key
factor in corporate sustainability, but findings remain mixed. Lisdiono and Putri (2025) found that mandatory
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sustainability reporting significantly increases business value. In contrast, Nurdialy and Wijaya (2025) found
that although most issuers have sustainability reports, many lack quality in areas such as strategy,
governance, and external verification. Only a few companies obtain external assurance. Sedyasana & Wijaya
(2024) also found that ESG disclosure does not significantly affect company value. These inconsistent results
indicate an empirical gap that needs a comprehensive reassessment.

This research examines how financial distress affects company value and explores ESG disclosure as a
moderating factor on this relationship. Previous studies focused mainly on the direct link between financial
distress and firm value. Few have considered ESG disclosure as a moderator, especially in Indonesia, where
ESG practices are new (Nurcahyono et al., 2025). This study is novel in addressing this gap by examining all
three factors together, particularly the role of ESG as a moderator in the manufacturing sector. The research
focuses on Indonesian manufacturing companies from 2020 to 2024, using an integrated framework of
signaling and legitimacy theories.

According to the 2024 BPS statistics, the manufacturing sector is a cornerstone of the economy, accounting
for 17.18% of GDP (Waluyo, 2024). Aligned with the strategic role of the manufacturing sector, financial
distress in this sector can significantly impact national economic stability if not properly addressed.
Therefore, this research aims to make an academic contribution by enriching the literature on the role of
ESG disclosure as a moderating variable in the relationship between financial distress and firm value. The
study also aims to make practical contributions to companies by offering strategic guidance on prioritizing
the quality of ESG disclosure to mitigate the effects of financial distress on firm value. For regulators, the
research findings are expected to serve as a basis for formulating policies that promote corporate
sustainability.

Literature Review

Hypothesis Development

Financial distress is a situation in which a company has difficulty meeting its short- and long-term financial
obligations. In this context, 'operational continuity' means the company's ongoing ability to function and
carry out its normal activities, while 'liquidity' describes the firm's capacity to meet its immediate financial
liabilities with available assets (Altman, 1968; Nuladani & Saputra, 2024). When companies experience
financial distress, profits usually decline due to higher operating costs and interest expenses. This reduction
in profit leads to decreased cash flows, which in turn lowers the ability to meet obligations, reducing liquidity
and increasing bankruptcy risk. Financial distress can be measured using the Altman Z-Score, a model that
provides a comprehensive assessment by incorporating five key financial ratios (Sinta Nuria & Cholis
Hidayati, 2023).

Based on Signalling Theory by Spence (1973), companies send “signals” through the disclosure of information
in both financial and non-financial reports, or through strategic decisions that reflect the company’s quality
and future prospects. Companies experiencing financial distress convey negative signals regarding their
financial condition. Those negative signals can heighten investors' risk perceptions, thereby driving stock
price declines that ultimately reduce firm value (Accounting, 2021). Prior research has established a
significant association between financial distress and firm value (Wawo & Nirwana, 2022). This evidence is
reinforced by the studies of Hikmah et al. (2024) and Monica and Sulfitri (2023), which show that financial
distress exerts a significant negative influence, indicating that increased financial distress is associated with
a decline in firm value. Considering the explanation provided, the following hypothesis is developed:

H1: Financial Distress has a significant and negative effect on Firm Value

Environmental, Social, and Governance (ESG) indicators are non-financial metrics that assess a company's
management of environmental issues (such as resource use and emissions), social aspects (such as employee
relations and community impact), and corporate governance (board structure and ethical conduct) (Melinda
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& Wardhani, 2020). High-quality ESG disclosure signals effective risk management and commitment to
sustainable business practices. Implementing these three pillars in line with standards and regulations helps
companies face and manage future risks (Hariyanto & Ghozali, 2024). ESG disclosure is presumed to
moderate the relationship between financial distress and firm value, altering the magnitude and direction of
the effect. This study uses the Bloomberg ESG Score as the main proxy because of its comprehensive, globally
consistent standards (Sari & Widiatmoko, 2023).

According to legitimacy theory by Suchman (1995), companies with strong ESG disclosure gain social
legitimacy. This enhances investor confidence and increases resilience against disruptions, such as financial
distress. Strong corporate legitimacy also acts as a positive signal that may moderate the negative impact of
financial distress by building market confidence. Harymawan et al. (2021) found that financially distressed
companies tend to have lower ESG disclosure quality. Fatemi et al. (2018) discovered that disclosure can help
mitigate the negative effects of weaknesses. Research by Nurcahyono et al. (2025) and Prayogo et al. (2025)
suggests ESG serves as a moderating factor in the relationship between financial distress and firm value.
Considering this explanation, the following hypothesis is developed:

H2: ESG moderates the effect of Financial Distress on Firm Value

Financial Distress Firm Value

(FD) A (FV)

\ 4

ESG Disclosure
(ESGD)

Figure 1. Conceptual Framework
Method

This study's methodology uses a quantitative approach to investigate how financial distress and firm value
are related, and how ESG disclosure moderates this relationship. Manufacturing businesses listed on the
Indonesia Stock Exchange (IDX) comprise the research population. Purposive sampling was used to select
the sample based on a number of criteria: (i) manufacturing companies listed on the IDX between 2020 and
2024; (ii) companies that consistently disclosed ESG data during the observation period; and (iii) companies
that were not delisted or suspended from trading. After applying these standards, 85 observations in total
satisfied the criteria and were selected as the study sample. To clarify the sample selection process, the
following flowchart is presented in the table:

Table 1. Sample Selection Process

No Criteria Sample Total
1 Indonesian companies listed in Bloomberg Database 1.003

2 Companies not reporting ESG Disclosure during research (911)

period

3 Companies disclosing ESG during research period 92

4 Companies not in manufacturing sector (69)

5 Manufacturing companies 25

6 Manufacturing companies experiencing trading suspension  (2)

7 Manufacturing companies without trading suspension 23

8 Total sample during research period (4 years) 23x4=92
9 Samples indentified as outliers (7)
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No Criteria Sample Total
10 Final sample 85

This study uses data from annual reports and financial statements of manufacturing companies listed on the
Indonesia Stock Exchange (IDX). It also uses extra information from the companies’ websites for the years
2020-2024. Each company's ESG Score comes from Bloomberg. The data were collected using a lag t+1
approach. Financial distress (Findis) indicates a company's likelihood of financial problems, and ESG
disclosure (ESGdis) indicates how much a company reports on its environmental, social, and governance
practices. Both Findis and ESGdis were measured for 2020-2023 (t), while firm value, meaning the company's
market value, was measured for 2021-2024 (t+1). This approach helps show if there are delayed effects from
financial distress and ESG disclosure on firm value, since these often affect the following year. The variables
are measured as follows:

Table 2. Variable Measurement
Variable Measurement

Firm Value Price Book Value (PBV)
Stock Price per Share
PBV

"~ Book Value per Share
(Toyibah & Ruhiyat, 2023)
Financial distress Altman Z-Score
Z=12X1+1,4X2+ 3,3X3 + 0,6X4 + 1,0X5
Explanation:
X1 = Working Capital / Total Asset, X2 = Retained Earnings / Total
Asset, X3 = Earnings Before Interest and Tax (EBIT) / Total Asset, X4 =
Market Value of Equity (MVE) / Book Value of Total Liabilities, dan X5 =
Sales / Total Asset
(Liang et al., 2020)
The calculation results are then represented using a dummy variable:
e 0 foraZ-score greater than 1.81, indicating a non-financial distress
condition
e 1 foraZ-score less than 1.81, indicating a financial distress
condition
(Lagasio et al., 2023)
ESG disclosure ESG Score from bloomberg database
(Wijaya, 2020)

The data are analyzed using IBM SPSS Statistics 25. This research employs simple linear regression and
Moderated Regression Analysis (MRA) to examine how financial distress affects firm value, and moderation
analysis to examine how ESG disclosure moderates the relationship between the two variables. The sample
data in this research undergo several testing stages, including descriptive statistical tests, classical
assumption tests (normality, multicollinearity, autocorrelation, and heteroscedasticity), simple linear
regression analysis, Moderated Regression Analysis (MRA), and the coefficient of determination to ensure
the reliability and consistency of the research results.

The regression model in this study is:
FV = 4+ BFD + € v (1)

FV = + B1FD + B2ESGD + B3(FD * ESGD) + € wvvvvvver... (2)

FV represents firm value; a represents the regression constant; FD represents financial distress; ESGD
represents ESG disclosure; FD x ESGD represents the interaction between financial distress and ESG
disclosure; and € denotes the error term.

This study excludes control variables from the regression model for several methodological reasons. This
approach is adopted because the research is grounded in signaling and legitimacy theories, specifically to

122



MAKSIMUM: Media Akuntansi Universitas Muhammadiyah Semarang Vol. 16, No. 1, 2026, pp: 118 — 128

test the connection between financial distress and firm value, as well as ESG's role as a moderating variable.
According to methodological literature, incorporating control variables requires robust theoretical
justification and is not mandatory in regression or moderation analysis (Hinermund & Louw, 2024).
Additionally, this study follows prior research, such as Prayogo et al. (2025) and Yuliana and Rosidah (2024),
which emphasized direct relationships between the main variables and moderators, without including
control variables. Considering these factors, the analysis focuses solely on the primary and moderating
variables in the regression model, adhering to the parsimony principle while remaining consistent with
existing empirical practices.

Result and Discussion

Descriptive statistical analysis aims to provide an overview of the variable values in this study. Based on the
data processing results shown in Tables 3 and 4, there are 85 observations in total for all variables. The
financial distress variable has a minimum and maximum value of 0 and 1, thus classified as a binary variable.
According to Lagasio et al. (2023), if a company's Z-score is in the default zone or dark gray (<1.81), the
company is considered to be in financial distress; conversely, if it is not in that zone (>1.81), the company is
categorized as not experiencing financial distress. Based on this classification, 23 of the 85 observations have
a value of 1 (financial distress), while 62 have a value of 0 (non-financial distress). With a mean of 0,27 and
a standard deviation of 0,447, 27% of the companies in the sample are in financial distress.

Table 3. Descriptive Statistical Analysis Results

Variable N Minimum Maximum Mean Std. Deviation
Financial Distress 85 0 1 27 447
Firm Value 85 .18 5.03 1.5969 1.20752
ESG Disclosure 85 21.72 73.09 48.3455 11.55436
Valid N (listwise) 85

Source: SPSS processed data, 2025

Table 4. Descriptive Statistical Analysis Results

Frequency Percent  Valid Percent Cumulative
Percent
Valid Non-Financial Distress 62 72.9 72.9 72.9
Financial Distress 23 27.1 27.1 100.0
Total 85 100.0 100.0

Source: SPSS processed data, 2025
The firm value has a mean of 1,5969 and a standard deviation. deviation of 1,20752, a minimum value of
0,18, and a maximum value of 5,03. These figures suggest that firm value spans a broad range and displays
substantial variability. For the ESG disclosure variable, the findings indicate a standard deviation of 11,55436,
an average of 48,3455, a maximum of 73,09, and a minimum of 21,72. The average value suggests that the
extent of ESG disclosure varies significantly across firms, with some companies pursuing strong sustainability
initiatives while others have not yet prioritized this area. This variable uses the ESG score from Bloomberg,
which ranges from 0 to 100, where higher values indicate better ESG disclosure quality. The sample includes
only manufacturing-sector companies with ESG score data throughout the observation period, excluding
those without ESG score data. This approach ensures measurement consistency and the reliability of the
analysis results. Overall, these findings provide an overview of the data characteristics used in subsequent
analyses and indicate that each variable exhibits adequate variation for this study.
Table 5. Multicollinearity Test Results
Model Collinearity Statistics
Tolerance VIF

1 (Constant)

FD 941 1.062
ESGD .960 1.042
FDXESGD .981 1.020

Source: SPSS processed data, 2025
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Tolerance and Variance Inflation Factor (VIF) values are used to assess multicollinearity among variables. As
presented in Table 5, the financial distress variable exhibits a VIF value of 1,062, which is below the critical
threshold of 10, and a tolerance value of 0,941, exceeding the minimum criterion of 0.10. The ESG disclosure
(ESGD) variable records a VIF of 1,042 and a tolerance of 0,960, both of which meet acceptable standards.
Similarly, the interaction variable (FD x ESGD) has a VIF of 1.020 and a tolerance of 0.981. These findings
indicate that the regression model employed in this study is free from multicollinearity issues.

Hypothesis Test
Simple Linear Regression and Moderated Regression Analysis (MRA)

Table 6. Hyphotesis Test 1

Model B t Sig.
1 (Constant) 1.904 13.605 .000
FD -1.136 -4.222 .000

Source: SPSS processed data, 2025
FV =« —-1,136 + ¢

The model constant of 1.904 reflects the baseline firm value in the absence of financial distress (X = 0),
holding other factors constant. Meanwhile, the financial distress coefficient (X) is -1.136, indicating that firms
in distress (X = 1) experience a 1.136-unit drop in firm value; this negative value, coupled with a significance
level of 0.000, strongly confirms the detrimental impact of financial distress on firm value.

Table 7. Hyphothesis Test 2

Model B t Sig.
1 (Constant) 1.035 2.072 .041
FD -1.157 -4.327 .000
ESGD .019 1.872 .065
FDXESGD -.052 -2.179 .032

Source: SPSS processed data, 2025
Y =1,035-1,1574+0,019 - 0,052 + ¢

The model constant of 1.035 is the predicted firm value when financial distress, ESG disclosure, and their
interaction are zero. The financial distress coefficient (X) is -1.157, meaning each one-unit rise in distress
lowers firm value by 1.157 units, all else equal. ESG disclosure (Z) has a small, insignificant positive coefficient
of 0.019, suggesting it doesn't directly boost firm value. The interaction term (FD x ESGD) at -0.052 indicates
that a 1-unit increase in both FD and ESG is associated with a 0.052-unit drop in firm value. This shows ESG
disclosure makes the negative effect of distress stronger, not weaker.

Table 8. Coefficient of Determination Test (R?)

Model R R Square Adjusted R
Square
1 .5042 .254 .226

Source: SPSS processed data, 2025
From the research results, an R? value of 0.254 was achieved. This value indicates that the factors of financial
distress, ESG disclosure, and the FD x ESG interaction explain 25.4% in firm valuation variability, while the

remaining 74.6% is caused by other factors not examined in this research.

Table 9. Simultaneous Test (F-test)

Model Sum of df Mean F Sig.
Squares Square

1 Regression 31.076 3 10.359 9.179 .000°
Residual 91.406 81 1.128
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Total 122.481 84
Source: SPSS processed data, 2025

The simultaneous F-test (F-test) yields a result of 9.179 with a Sig. value of 0.000 (<0.05). This value indicates
that the variables financial distress, ESG disclosure, and the FD x ESG interaction collectively have a
significant effect on firm value.

Table 10. Hypothesis Results

Hypothesis Path t-value Result
Coefficients
Financial Distress has a significant and negative -1.136 13.605 Support
effect on Firm Value (<Sig. 0.05)
ESG moderates the effect of Financial Distress -.052 -2.179 Support
on Firm Value (<Sig. 0.05)

Financial Distress Affects Firm Value

The study's findings show that the firm value of manufacturing enterprises listed on the IDX between 2020
and 2024 is significantly impacted negatively by financial distress, as determined by Z-Score. With a
significance value of 0.000 and a coefficient of -1,136, the first hypothesis is accepted, which states that a
company's firm value decreases as its financial distress increases.

Financial distress reflects a company’s financial problem, which may lower investor confidence and the
company's market value if they continue. From a theoretical perspective, this finding is consistent with
Spence's (1973) Signaling Theory, which states that information holders send signals to others (investors)
reflecting the condition of the company. Financial distress sends negative signals to the market, affecting
investors’ perceptions. These negative signals indicate increased risk, which tends to depress stock prices.
This finding is consistent with the studies by Monica and Sulfitri (2023) and Putri et al. (2025), which
concluded that a company's value is adversely affected by financial difficulties. Additionally, the study by
Oksiltayuri and Luthan (2023) explains that financial distress is one of the factors contributing to the decline
in firm value. Nurjanah et al. (2025) also found that financial distress negatively impacts firm value. Financial
distress generates an unstable, high-risk setting that diminishes a company’s appeal to investors, ultimately
reducing its overall value (Chalid et al., 2022). Therefore, considering the strategic role of the manufacturing
sector as one of the mainstays of the national economy, financial risk management is crucial for maintaining
manufacturing sector stability and economic sustainability.

The Moderating Role of ESG Disclosure on the Relationship Between Financial Distress and Firm Value
This research also found that the interaction term FDXESGD has a coefficient of 0.052 and a significance value
of 0.032, suggesting that ESG disclosure can moderate the negative impact of FD on FV. Thus, the second
hypothesis is supported. The findings suggest that companies with more robust ESG practices are more
effective in reducing the adverse effects of financial distress.

From the perspective of legitimacy theory by Suchman (1995), companies operating in a social environment
must maintain “legitimacy” with society, stakeholders, and regulators, which can be achieved by aligning
corporate activities with social norms, values, and expectations. Strong ESG disclosure can sustain social
legitimacy by demonstrating a commitment to sustainability, thereby enhancing investor confidence and
firm value. This result aligns with Prayogo et al. (2025), who found that ESG disclosure can moderate and
mitigate the adverse impact of financial distress on firm value. Suprabha et al. (2025) confirm that
implementing ESG disclosure substantially lowers default risk, thereby reinforcing ESGD’s role as an effective
risk management strategy. The negative interaction between ESG disclosure and financial distress indicates
that robust ESG practice effectively bolsters firm value, particularly by mitigating the adverse effects of
financial distress (Yadav, 2025). These findings provide crucial insights for manufacturing company managers
experiencing financial distress, particularly regarding ESG's moderating role. Strengthening ESG disclosure
can mitigate economic losses from financial problems. For regulators, the results underscore the urgency of
mandatory ESG reporting to mitigate systemic risks in Indonesia.
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Conclusions and Recommendations

This research investigates the impact of financial distress on firm value and the moderating role of ESG
Disclosure in manufacturing firms listed on the IDX between 2020 and 2024. The findings show that financial
distress significantly and negatively affects firm value, indicating that greater financial pressure lowers a
company's valuation. This aligns with Signaling Theory, which explains that financial distress sends adverse
signals to investors, reducing confidence, future profitability, and market value. ESG disclosure as a
moderator has a significant negative effect, meaning it can moderate the negative impact of financial
distress. Companies with strong ESG practices can lessen the harmful effects of financial pressure on market
perception. These results support Legitimacy and Signalling Theory, highlighting the role of ESGD in
maintaining social legitimacy, stakeholder trust, and positive external signals.

The findings of this study address empirical gaps and limitations in previous research by integrating corporate
financial risk and sustainability within a comprehensive empirical framework. Unlike prior studies, this
research positions ESG disclosure as a moderating variable that has not been extensively examined. Focusing
on manufacturing sector companies in Indonesia during 2020-2024 enables the study to capture post-
pandemic dynamics amid economic uncertainty and rising demands for sustainable practices.

In practice, these findings can be used by manufacturing company management to formulate ESG disclosure
strategies to maintain firm value under financial pressure. For investors, this research serves as a
consideration in assessing companies' long-term prospects. For regulators, it provides an empirical basis for
improving the quality of ESG disclosure. The study's limitations lie in the data on the observation period, the
use of other internal and external factors potentially affecting firm value, and prior research. Nevertheless,
this research offers important insights into the role of ESG practices in preserving firm value during financial
distress conditions and supports the development of corporate financial risk and sustainability management
strategies.
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