ABSTRACT

The objective of this study is to examine the effect of Environmental, Social,
and Governance (ESG) on firm performance, with earnings management as a
mediating variable. This research aims to explore whether ESG can enhance firm
performance both directly and indirectly through earnings management practices.
In this study, firm performance is the dependent variable and is measured using
Tobin’s Q, while ESG serves as the independent variable. Earnings management
functions as the mediating variable, and firm size and return on equity (ROE) are
included as control variables.

The data used in this study are secondary data, consisting of annual reports
and sustainability reports obtained from the official website of the Indonesia Stock
Exchange. The purposive sampling method was employed to select a sample of 64
manufacturing companies listed on the Indonesia Stock Exchange during the period
2021 to 2023. To test the direct relationships between variables, this study applies
multiple linear regression analysis, while the Sobel test is used to examine the
mediating effect of earnings management.

The results reveal that ESG has a positive and significant effect on firm
performance. However, earnings management does not mediate the relationship
between ESG and firm performance, as the Sobel test indicates an insignificant
mediation effect. These findings suggest that the implementation of ESG directly
contributes to enhancing firm performance without the necessity of relying on
earnings management practices.
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