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Abstract

This research aims to examine (1) the effect of carbon emission disclosure on firm value, (2) the effect of good corporate governance on firm 
value, (3) the mediating role of financial performance between carbon emission disclosure and firm value, and (4) the mediating role of financial 
performance between good corporate governance and firm value. The research sample includes 43 mining, agro, and manufacturing firms listed 
in the Indonesian Stock Exchange over the 2015-2017 period. Carbon emission disclosure is measured by an indicator of the Global Reporting 
Initiative Series of Environmental Aspect. Good corporate governance is measured by the corporate governance score of shareholder rights, 
boards of directors, outside directors, audit committee and internal auditor, and disclosure to investors. Financial performance is measured 
by return on assets, while firm value is measured by Tobin’s Q. Data analysis uses the structural equation modeling. The result shows carbon 
emission disclosure and good corporate governance have no direct effect on firm value. On the other hand, financial performance mediates the 
effect of carbon emission disclosure and good corporate governance on firm value. It shows that higher carbon emission disclosure and good 
corporate governance are meaningless for the investor if they do not give any financial performance improvement.
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planet) where firms’ contribution to the environment is also 
important (Wiranata, 2014). Investor evaluation is important 
to determine firm value. Since firm value reflects the stock 
price, investor evaluation of firm reputation can also affect 
the firm stock price.

Firm reputation can be built by improving the concern 
and commitment to environmental issues, such as social and 
environmental responsibility (Machmuddah et al., 2020; 
Somjai et al., 2020). It helps firms to not depend on financial 
benefits only, but also can keep business sustainability 
(Nguyen et al., 2020; Ongsakul & Sen, 2019). High firm 
value proves that investors trust the firm to achieve, not 
only good financial performance, but also a good business 
prospect in the future (Kelvin et al., 2017). The firm needs 
to disclose environmental information to make a good 
image for stakeholders. It, later, develops a reputation and 
motivates investors to give their funding resources. Epstein 
and Freedman (1994) find that investors have an interest in 
social information on product safety and quality as well as 
environmental activities in the annual report. Green business 
can give a significant effect on stock prices (Lako, 2018). 
Radhouane et al. (2018) find that environment environmental 
disclosure has a positive effect on firm value.

1. Introduction

The ecology crisis happens when there is profit 
maximization with extreme effort, included in ethical 
and unethical ways, such as environmental harms (Khan 
et al., 2020; Lako, 2018). Investors consider profit as not 
the only investment evaluation, but also environmental 
issues. Business paradigm shifts from a single bottom-line 
(profit) into a triple bottom-line (profit, people, and the 
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One of environmental information is the management 
of carbon emission. Total carbon emission increased twice 
since 1970 and has kept growing since 2000 where it 
comes from 70 percent of fossil fuel, cement, and other 
processes (Levin & Fransen, 2017). Carbon dioxide is the 
major gas of carbon emission and keeps increase (Levin & 
Fransen, 2017).

Indonesia is one of the countries that sign the Paris 
Agreement and elaborated in Act No. 16 2016 (UU Nomor 
16 Tahun 2016). It is a commitment to reduce 29 percent 
of carbon emission by self-effort and 41 percent of carbon 
emission by the international partnership of forestry, 
energy, and industry. All firms should give contributions 
and support to the government’s move of carbon emission 
reduction. Firms can reduce their carbon emission by 
managing business emission with carbon accounting. The 
concept of carbon accounting is a part of environmental 
accounting that provides information on carbon calculation 
from the industry process, determinant of carbon reduction 
target, reporting system, and program development of 
carbon reduction. It is known well as carbon emission 
disclosure. Carbon emission disclosure includes carbon 
emission intensity, energy consumption, corporate 
governance, the strategy of climate change, carbon emission 
reduction performance, and risk and opportunity of climate 
change (Kelvin et al., 2017). Since carbon accounting 
implementation is costly and can decreases profit, not 
all firms agree to implement carbon accounting, further, 
carbon emission disclosure is still voluntary disclosure. 
On the other hand, Australia provides a specific committee 
of carbon emission reduction to obligate firms to reduce 
carbon emission. 

Carbon emission disclosure is a value-added for the 
investor. When firms harm the environment to achieve 
high profit, they can still maintain high performance if they 
can reduce pollution (Saka & Oshika, 2014). An efficient 
and proactive strategy of environment maintenance can 
increase firm value. Concrete environmental activities and 
disclosure can give a positive effect on firm value (Saka & 
Oshika, 2014). Anggraeni (2015) finds that carbon emission 
disclosure improves firm value. Hapsoro and Ambarwati 
(2018) also find that carbon emission disclosure has an 
effect on stock trading volume. Investor gives positive 
responses to voluntary carbon emission disclosure because 
they believe that carbon emission information is an 
important consideration to determine business sustainability 
(Anggraeni, 2015). Carbon emission disclosure can 
also increase financial performance. As a business ethic 
implementation, carbon emission disclosure improves 
the social trust of stakeholders, especially customers to 
use environmentally friendly products. It improves firms’ 
revenue, further, increase firms’ profitability (Kelvin et al., 
2017). Higher profitability leads to higher firm value.

Firm value is also determined by good corporate 
governance. Good corporate governance is a concept 
based on agency theory where it is expected to give trust 
for investors. Good corporate governance relates to how 
to make investors trust firm managers that they can get 
positive returns and managers have interest aligned with the 
investor (Prasinta, 2012). Good corporate governance leads 
to a low possibility of managers to fulfill their interest. Good 
corporate governance can be seen by corporate governance 
score where a higher score leads managers to act similarly 
with investor interest. Assurance of investors’ rights gives 
a higher value for the firm. Investor trust can be reduced 
if good corporate governance is not implemented, such as 
low transparency of business management. Since good 
corporate governance is not implemented well, the investor 
is less likely to invest their money into the firm, further, it 
reduces firm value. Gwenda and Juniarti (2013), Rizki and 
Jasmine (2018), and Santoso (2017) find that good corporate 
governance has an effect on firm value. Further, Santoso 
(2017) finds that good corporate governance increase firm 
value through financial performance.

2. Literature Review

2.1. Legitimacy Theory

Legitimacy theory is a common theory to explain social 
and environmental disclosure (Deegan et al., 2002; Deegan & 
Gordon, 1996; O’Donovan, 2002; Patten, 1992). Legitimacy 
theory relates to the social contract between the firm and local 
society (Deegan et al., 2002; Mathews, 1993; Patten, 1991). 
The fundamental argument of legitimacy theory is that an 
organization can be survived if it is operated in the scope of 
society norms (Gray et al., 1996). To maintain the legitimacy 
in the society, firm voluntarily discloses their social and 
environmental information to legitimate their business 
operation and give a good perception of social responsibility 
(Deegan et al., 2002; O’Donovan, 2002; Patten, 1991). Some 
studies (e.g., Deegan et al., 2002; Deegan & Gordon, 1996; 
Gray et al., 1996) use legitimacy theory to explain social and 
environmental disclosure. 

Firm legitimacy will be threatened if there is a gap 
between the firm and society. An organization takes a step to 
cover the “hole” up in the gap between the firm and society’s 
value. The firm has to be a part of society to get their positive 
perception. Hopefully, good legitimacy can reduce the 
friction between the firm and society (Deegan et al., 2002). 
Lindblom (2010) explains that there are four strategies 
to face legitimacy threats. First, the firm gives relevant 
information about the change of organization performance to 
the stakeholders. Second, the firm changes the stakeholders’ 
perceptions of organizational performance. Third, the 
firm changes the perception by distracting stakeholders’ 



Pipin KURNIA, Edfan DARLIS, Adhitya Agri PUTRA / Journal of Asian Finance, Economics and Business Vol 7 No 12 (2020) 223–231 225

concerns into the current issue. Fourth, the firm tries to 
changes external expectations about their performance. 
These four strategies play important role in legitimacy 
maintenance. Positive perception and expectation can be 
built by voluntary disclosure of social and environmental 
information (Magness, 2006). Less disclosure can be seen as 
low responsibility of the firm. 

2.2. Stakeholder Theory

Stakeholder theory explains that a firm has to be 
responsible to all stakeholders, not just only shareholders 
(Barsky et al., 1999). As an important issue of climate 
change in the society, stakeholders have hope and interest in 
it. Society pushes (directly and indirectly) firms to disclose 
environmental information. Information disclosure can be a 
communication medium between firm and stakeholders since 
firm management knows more about business operations 
than other stakeholders. Since investor keeps evaluate related 
information, firms are motivated to disclose information 
voluntarily to get high-quality resource access (Meek 
et al., 1995). Voluntary gas emission disclosure reduces 
information asymmetry and agency costs. Stakeholder and 
legitimacy theories are complemented one another.

2.3. Green Accounting

Green accounting is a new paradigm in accounting 
that suggests the accounting process focuses, not only 
on the financial aspect, but also social and environmental 
aspects (Lako, 2018). Green accounting refers to three 
pillars of business which are environment, social, and 
financial (Elkington, 1997, 2001). It will be a reference 
for management and financial statement users to make 
economics and non-economics decisions. Green accounting 
is a process to identifies, measure, recognizes and discloses 
expenses of environmental responsibilities (Lako, 2018). 
Green accounting aims to provide information about the 
financial position and business performance, corporate risk, 
business growth prospect and profit, and sustainability for 
management, shareholders, creditors, customer, employees, 
and government (Lako, 2018). It is used to make final 
economics and non-economics decisions. Stakeholders can 
fully know the information about management quality in 
business activities that consider the social and environmental 
aspects as the main condition to achieve sustainability and 
long-term profitability. 

Currently, the financial statement does not provide 
enough social and environmental information and more 
focus on financial accounting. The accounting system does 
not give more space on information about the interaction 
between firm, society, natural environment, and business 
consequences on external society and environment. 

Social and environmental information can give value 
relevance to financial information, such as sustainability 
information (Lako, 2018). Green accounting implementation 
includes environmentally-friendly material use, good 
waste management, and corporate social responsibility 
(Zulhaimi, 2015). Green accounting generates a transparent, 
comprehensive, accountable, and relevant report as well 
as develops a positive reputation. It can support customers 
to buy environmentally-friendly products and build a 
competitive advantage for the firm.

2.4. Signaling Theory

Signaling theory is developed to solve the information 
asymmetry problem. Since information is important 
in decision making, the firm needs to give a signal of 
information to the external parties (Ulum, 2017). Complete, 
relevant, accurate, and timely information is needed by 
the investor as an analysis tool for an investment decision. 
Published information will give a signal for the investor 
to make a decision. If the information content has positive 
value then the market participant is expected to analyze the 
information as the good news. 

The annual report is as information disclosure medium 
and has a function as a monitoring tool on the firms’ 
performance. The annual report includes mandatory 
disclosure required by the regulation and voluntary 
disclosure (Wardani, 2011). Based on signaling theory, 
voluntary disclosure of non-financial information, such 
as private information, is expected to give a signal as the 
good news for investors and increase firm value (Arisanti 
& Daljono, 2014). Signaling theory also explains that 
high-quality firms are more likely to give a signal of their 
competitive advantage to the market. On the other hand, 
low-quality firms are more likely to disclose mandatory 
information only. Firms have the motivation to disclose 
private information voluntarily as it can be interpreted 
as a positive signal of good performance and reduction of 
information asymmetry. It leads to a good reputation and can 
reach a potential investor. The environmental performance 
gives a signal of substantial future return prospects since it 
reflects the sustainable business. 

2.5. Hypotheses 

The firm condition implies the strategy formulation. 
Generally, firms have priority more in economic performance 
than environmental responsibility (Irwhantoko & Basuki, 
2016). Some researches (e.g., Anggraeni, 2015; Luo & Tang, 
2016; Matsumura et al., 2014; Okpala & Iredele, 2019; 
Qiu et al., 2016) find that carbon emission disclosure has a 
positive effect on firm value. Environmental responsibility is 
one of the ways to improve a firm competitive advantage and 
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investor trust (Okpala & Iredele, 2019). Carbon emission 
disclosure can increase firm value because investor more 
focuses on global environmental issues in the future (Luo & 
Tang, 2016). The investor has more interest in the firm with 
high responsibility for environmental issues since climate 
change has become an important global issue (Anggraeni, 
2015). On the other hand, climate change can be bad news 
for the market so the investor can give a negative response 
to environmental disclosure (Anggraeni, 2015). It, indirectly, 
tells that good business operations can harm the environment. 
Further, it leads to a bad reputation, sales reduction, and 
lower stock price. Anggraeni (2015) also explains that 
the value of assets and cash flow can be lower by carbon 
emission reduction expenses.

H1: Carbon emission disclosure has an effect on firm 
value

Agency conflict comes from interest conflict between 
the principal (shareholders) and agent (management). 
It shows that management does not always act as 
shareholders’ interest. A good corporate governance 
mechanism is expected to solve the agency conflict. Good 
corporate governance guides the management to run the 
firm as shareholders’ interest. Good corporate governance 
provides control and monitoring function on the interest 
alignment between management and shareholders. Good 
corporate governance reduces the opportunist behavior 
of management. It allows management to assure the 
shareholders’ rights. Shareholders’ rights assurance will 
increase the firm value. Gwenda and Juniarti (2013), Rizki 
and Jasmine (2018), and Santoso (2017) find that good 
corporate governance has an effect on firm value. On the 
other hand, Siahaan (2014) and Mutmainah (2015) find that 
there is no relationship between good corporate governance 
and firm value. It might be corporate governance is as a 
formality to fulfill the regulation.

H2: Good corporate governance has an effect on firm 
value

Carbon emission disclosure is a part of corporate social 
responsibility. It captures the ethical value of the firm. Since 
investors have a concern about environmental issues, such 
as global warming, firms are more likely to disclose wider 
carbon emission information. It is expected to be a signal 
of a higher reputation. Firms with high profitability are 
expected to give contribution to carbon emission reduction 
and disclose it in the annual report or sustainability report. 
Higher carbon emission disclosure leads to a good reputation 
and higher revenue with environmentally friendly products. 
Higher financial performance from carbon emission 
disclosure implementation will increase firm value. Carbon 

emission disclosure can increase the firm value if there is also 
financial performance improvement. Higher carbon emission 
disclosure without financial performance improvement will 
give no benefits to the firm value since investor interest also 
is on the profit when they make an investment decision. 
Ardiyanto and Haryanto (2017) find that return on equity 
mediates the effect of corporate social responsibility on firm 
value. On the other hand, Kelvin et al. (2017) do not find a 
mediation role in financial performance on the relationship 
between carbon emission disclosure and firm value.

H3: Financial performance mediates the effect of carbon 
emission disclosure on firm value

Good corporate governance is a mechanism to protect 
the investor from shareholder-management interest conflict. 
Good corporate governance is an agency theory-based 
concept where it assures investors to get their investment 
returns. Good corporate governance ensures that management 
can give the investment return to the investor by preventing 
management to act opportunist and fraud behavior (Prasinta, 
2012). Firms can give return to the investor if the firms can 
achieve higher financial performance. Higher performance 
is a signal that firms have good prospects in the future. 
Higher financial performance is good news for investors 
and can increase firm value. Santoso (2017) finds that good 
corporate governance has an effect on firm value through 
financial performance.

H4: Financial performance mediates the effect of good 
corporate governance on firm value 

3. Research Method

3.1. Sample

Sample selection uses a purposive sampling method 
where research samples are limited to some criteria. 
The criteria include (1) samples are mining, agro, and 
manufacturing firms listed in Indonesian Stock Exchange 
2015-2017, (2) sample publishes an annual report and/or 
sustainability report, and (3) sample discloses information 
of carbon emission (at least one policy or item that is 
related to carbon emission). Net samples are 43 firms as 
is Table 1.

3.2. Data and Variables

Research data is secondary data. The data source is 
the annual report and sustainability report period 2015-
2017. Data is accessed on www.idx.co.id and each firm 
website. The data is used to measure the dependent variable, 
independent variables, and the mediating variable.
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The dependent variable is the firm value. Firm value 
reflects the market value of the security. Higher firm value 
captures higher shareholders’ wealth. For listed firms, the 
stock price is an indicator of firm value. In this research, 
firm value is measured by Tobin’s Q in equation (1) 
(Wiranata, 2014).

Tobin’s Q =  (Market Value of Equity + Book Value   
of Debt) / Total Assets (1)

The market value of equity is calculated from closing 
stock price multiplied by the number of outstanding 
shares. The book value of debt is calculated from the total 
of working capital, the book value of inventory, and long-
term debt.

Independent variables are carbon emission disclosure and 
good corporate governance. Carbon emission disclosure is 
measured by the content analysis method where it identifies 
document and text and quantifies the content based on 
a specific index. It uses indicator of Global Reporting 
Initiative (GRI) 305 as a part of series 300 (environmental 
aspects). The indicator of carbon emission consists of six 
categories which are: (1) Disclosure of Management (Series 
of 103), (2) Series of 305-1, (3) Series of 305-2, (4) Series 
of 305-3, (5) Series of 305-4 (Carbon Emission Intensity), 
and (6) Series of 305-5 (Carbon Emission Reduction). In six 
categories of carbon emission disclosure, there are 19 items 
of reporting disclosure which are: (1) narrative explanation 
if organization follow the emission regulation in national, 
regional, or industry scopes and provide the example 
regulation and related expenses (such as expenses for filter 
and materials), and emission certification, (2) directly, 
indirectly, and other indirectly carbon emission in metric 
ton that similar to CO2, (3) calculated emission carbon is 
CO2, (4) if any, indirectly gross carbon emission energy 
based on market in metric ton similar to CO2, (5) biogenic 
emission CO2 in metric ton similar to CO2, (6) activities 
and categories of other indirectly carbon emission in the 
calculation, (7) base year of calculation, if any, includes: 

reason of year selection, emission in base year, context of 
significant in emission that leads to recalculation of base 
year emission, (8) emission and potential value of global 
warming factor source, (9) consolidation approach for 
emission (equity portion, financial control, or operational 
control), (10) standard, methodology, assumption, and/or 
calculation tool, (11) intensity ratio of carbon emission for 
organization, (12) specific metric of organization for ratio 
calculation, (13) carbon emission type for ratio intensity 
calculation (direct, indirect, and other indirect emission), 
(14) calculated ratio is CO2, (15) carbon emission reduction 
from direct initiative in metric ton similar to CO2, (16) 
emission reduction is CO2, (17) base year or condition, 
and the reason to choose it, (18) emission reduction 
scope (direct, indirect, other indirect), and (19) standard, 
methodology, assumption, and/or calculation tool. Carbon 
emission disclosure calculation steps are as follows: (a) 
scoring each item of disclosure with dichotomy scale, (b) 
since score 1 for the disclosed item, the maximum score will 
be 19 and the minimum score will be 0, and (c) calculate the 
total score for each firm.

Good corporate governance is defined as a system, 
process, and set of rules in the relationship between 
stakeholders. Good corporate governance implementation 
is measured by good corporate governance score that is 
calculated by five indexes of good corporate governance 
sub-index: (1) Shareholder Rights (sub-index A), (2) 
Boards of Directors (sub-index B), (3) Outside Directors 
(sub-index C), (4) Audit Committee and Internal Auditor 
(sub-index D), and (5) Disclosure to Investors (sub-index 
E). Sub-index A consists of: (A1) firm use cumulative vote 
to choose a board of directors. Cumulative vote refers to 
the standard rule of commercial code, but the firm can drop 
it out with majority vote of shareholders, (A2) firm allow 
voting by email, (A3) firm chooses meeting date with 
shareholders to avoid the same date with other firms in 
the same industry, or chooses meeting location, (A4) firm 
discloses the candidate of director to shareholders in the 
meeting, and (A5) Board approval to make a transaction 
with a related party. Sub-index B consists of: (B1) directors 
are in the meeting at least 75 percent of all meetings (on 
average), (B2) director position on the meeting agenda of 
the noted board in the meeting notes, (B3) chief of executive 
and chief of the commissioner is a different person, (B4) 
there is an evaluation system in the board of directors, 
(B5) there is a rule to set the meeting of director, at least 
it will be disclosed if there is or there is not, and (B6) firm 
presents four or more meetings of directors in a year. Sub-
index C consists of: (C1) firm has at least 30 percent of 
the independent commissioner, (C2) firm has more than 
30 percent of the independent commissioner, (C3) firm 
has one or more foreign independent commissioner, (C4) 
firm has a board of commissioner nomination committee, 

Table 1: Sample

Criteria Firms

Mining, agro, and manufacturing firms listed in 
Indonesian Stock Exchange 2015-2017 215

Have no annual report (29)
Foreign currency (52)
Have no carbon emission disclosure (82)
Incomplete data (9)
Net Sample 43
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(C5) independent commissioner does not receive pension 
fund, (C6) Independent commissioner is allowed to get the 
advice of external expertise, (C7) firm has independent 
commissioner evaluation system or a plan to has one, 
(C8) shareholders approve the aggregate payment for 
independent commissioner in the shareholder meeting, 
(C9) independent commissioner is presented at least 
75 percent of all meetings, (C10) firm has ethic code 
for independent commissioner, (C11) firm provides the 
Contact Person for independent commissioner, (C12) there 
is a special meeting for the board of commissioner, and 
(C13) firm does not allow the independent commissioner 
to buy the firm share. Sub-index D consists of: (D1) there is 
an independent commissioner in the audit committee, (D2) 
independent commissioner ratio in the audit committee at 
least 2/3, (D3) there is a regulation for audit committee 
or internal audit, (D4) audit committee has a member 
with accounting skill, (D5) audit committee or audit 
internal recommends external auditor in the shareholder 
meeting, (D6) audit committee or audit internal approves 
the internal audit head appointment, (D7) meeting note 
records the audit committee or audit internal meeting, 
(D8) there is an activities report of the audit committee 
or audit internal, (D9) member of the audit committee is 
presented at least 75 percent of all meetings, (D10) audit 
committee or audit internal meets the external auditor to 
review the financial report, and (D11) audit committee has 
two or more meetings in a year. Sub-index E consists of: 
(E1) firm presents the investor relations, especially in the 
2015-2017, and (E2) firm website includes information of 
board member resume. Good corporate governance score 
is in the equation (2).

 Score of Good Corporate Governance = Totalsub–index A + 
(Totalsub–index B + Totalsub–index C)/2 + Totalsub–index D   
+ Totalsub–index E  (2)

The mediating variable is financial performance. It is 
defined as profitability. Profitability is measured by Return 
on Equity (ROE). ROE is a profitability ratio for an investor 
to evaluate the firm ability to achieve a net income that 
relates to the dividend payment. ROE is an indicator of how 
good a firm is to use investor funds in generating income 
(Istikhoroh & Suhardiyah, 2016). ROE is calculated from 
net income divided by total equity.

3.3. Analysis Method

The analysis method uses Structural Equation Modeling 
(SEM) with Warp PLS 10 program. SEM analysis includes 
descriptive statistics, outer model, inner model, and path 
analysis.

4. Results and Discussion

4.1. Descriptive Statistics

Table 2 shows that the average carbon emission disclosure 
for the research sample is 0.231742 with its deviation of 
0.24239822. The average good corporate governance score 
for the research sample is 19.18992 with its deviation of 
3.2651054. The average financial performance (ROE) for the 
research sample is 0.119642 with its deviation of 0.27417872. 
The average firm value (Tobin’s Q) for the research sample 
is 2.028029 with its deviation of 2.69546891.

4.2. Outer Model Analysis

The outer model analysis includes validity and reliability 
analysis. Table 3 shows that the loading factor for all 
variables is above 0.5. It indicates that the variable is valid. 
Composite reliability and Cronbach’s alpha are above 0.70. 
It indicates that the variable is reliable.

4.3. Inner Model Analysis

The inner model analysis includes model fit, path 
coefficient, and R2. Model fit analysis aims to examine if 
the model fits with the data. The model fit index includes 
the average path coefficient, average R2, and average 
variances factor. The criteria of the average path coefficient 
and average R2 with p-value is below 0.1 while the average 
variances factor is below 5.

Table 2: Descriptive Statistics

Variable Mean Standard Deviation
Carbon Emission 
Disclosure 0.231742 0.24239822
Good Corporate 
Governance 19.18992 3.2651054
ROE 0.119642 0.27417872
Tobin’s Q 2.028029 2.69546891

Table 3: Validity and Reliability

Variable Loading 
Factor

Composite 
Reliability

Cronbach’s 
Alpha

Carbon 
Emission 
Disclosure

1 1 1

Good 
Corporate 
Governance

1 1 1

ROE 1 1 1
Tobin’s Q 1 1 1
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4.5. Discussion 

Carbon emission disclosure has no effect on firm 
value. The result is not consistent with previous findings 
(e.g., Anggraeni, 2015; Luo & Tang, 2016; Matsumura et 
al., 2014; Okpala & Iredele, 2019; Qiu et al., 2016) that 
show carbon emission disclosure increase firm value. 
In Indonesia, carbon emission disclosure is voluntary 
disclosure, so it is hard to find information about carbon 
emission in the financial report. Firms are less likely 
to disclosure carbon emission because it is costly to 
implement the internal measurement system and process of 
carbon emission. There is also the cost of a market where 
an investor might give negative responses to the carbon 
emission disclosure.

Good corporate governance has no effect on firm value. 
The result is not consistent with Gwenda and Juniarti 
(2013), Rizki and Jasmine (2018), and Santoso (2017) who 
find that good corporate governance has an effect on firm 
value. In Indonesia, good corporate governance is not fully 
implemented as a corporate governance principle. In other 
words, corporate governance implementation is an only 
formality to fulfill the regulation.

Carbon emission disclosure has an effect on firm value 
through financial performance. The result is consistent with 
Ardiyanto and Haryanto (2017) who find that return on 
equity mediates the effect of corporate social responsibility 
on firm value. Carbon emission disclosure attracts the 
customer to buy environmentally friendly products and 
leads to higher revenue. Higher revenue generates higher 
profitability. Since higher profitability give motivation for 
an investor to invests their money, the stock price will be 
increased. Carbon emission disclosure gives a signal that 
the firm can increase its performance in the future by doing 
environmental responsibility. 

Good corporate governance has an effect on firm value 
through financial performance. The result is consistent 
with Santoso (2017) who finds that financial performance 
mediates the effect of corporate governance on firm value. 
Good corporate governance provides effective control and 
monitoring function to ensure that management can achieve 
higher financial. Since it is the good news for the investor, 
the investor gives a positive response and increases the firm 
value.

5. Conclusions

This research aims to examine (1) the effect of carbon 
emission disclosure on firm value, (2) the effect of good 
corporate governance on firm value, (3) the mediating role of 
financial performance between carbon emission disclosure 
and firm value, and (4) the mediating role of financial 
performance between good corporate governance and firm 

Table 4 shows that average path coefficient is 0.254 with 
p-value < 0.001. Average R2 is 0.124 with p-value < 0.001. 
The average variances factor is 1.038 with an ideal index of 
3.3. The result indicates that the model is fitted with the data.

4.4. Hypothesis Testing

Table 5 shows that the path of Carbon Emission 
Disclosure on Firm Value has a p-value of 0.27 (insignificant). 
It indicates that H1 is rejected, where there is no effect of 
carbon emission disclosure on firm value. Path of Good 
Corporate Governance on Firm Value has a p-value of 
0.15 (insignificant). It indicates that H2 is rejected, where 
there is no effect of good corporate governance on firm 
value. Path of Carbon Emission Disclosure on Firm Value 
through Financial Performance has a p-value of 0.001 
(significant in 0.01). It indicates that H3 is accepted, where 
their financial performance mediates the effect of carbon 
emission disclosure on firm value. Path of Good Corporate 
Governance on Firm Value through Financial Performance 
has a p-value of 0.026 (significant in 0.05). It indicates that 
H4 is accepted, where their financial performance mediates 
the effect of good corporate governance on firm value. 

Table 4: Model Fitness Analysis

Model fit and quality indices
Average path coefficient (APC) = 0.254, P<0.001
Average R-squared (ARS) = 0.244, P<0.001
Average adjusted R-squared (AARS) = 0.229, P<0.001
Average block VIF (AVIF) = 1.038, acceptable if <= 5, 
ideally <= 3.3
Average full collinearity VIF (AFVIF) =1.206, acceptable if 
<= 5, ideally <= 3.3

Table 5: Hypothesis Testing

Path Beta p-Value R2
Carbon Emission   
Disclosure -> Firm Value

0.05 0.27 0.37

Good Corporate   
Governance -> Firm Value

0.098 0.15 0.37

Carbon Emission   
Disclosure -> Financial 
Performance -> Firm Value

0.184 0.001*** 0.21

Good Corporate   
Governance -> Financial 
Performance -> Firm Value

0.119 0.026** 0.21

Note: *** and ** indicates significant at 1% and 5% level of 
significance based on t-statistics
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value. Based on data analysis, carbon emission disclosure 
and good corporate governance have no direct effect on 
firm value. On the other hand, financial performance 
mediates the effect of carbon emission disclosure and good 
corporate governance on firm value. It shows that higher 
carbon emission disclosure and good corporate governance 
are meaningless for the investor if it does not give any 
financial performance improvement. When carbon emission 
disclosure can increase revenue, then the firm value will 
be improved as well. When good corporate governance is 
effective in monitoring management performance then the 
firm value will be improved as well. The result confirms 
the signaling concept where carbon emission disclosure and 
good corporate governance give a signal of sustainability 
and positive prospect.

This research implies that firms should implement higher 
carbon emission disclosure and good corporate governance 
to increase financial performance and firm value. This 
research also implies that the regulator to formulate 
regulation of carbon emission disclosure, so all firms can 
disclose carbon emission information wider. Since carbon 
emission disclosure is limited in Indonesia, future research 
can examine carbon emission disclosure elsewhere, such as 
ASEAN countries.
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