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Abstract 

 

Financial performance is a crucial element for a company's sustainability because it 

determines its ability to make a profit. However, companies that are members of the 

SRI-KEHATI index experienced fluctuations in performance based on ROA during 

2019–2023. This study focuses on companies in the SRI-KEHATI index listed on the 

IDX during the period, to empirically examine the influence of ESG, human capital, 

green process innovation, and green product innovation on financial performance. The 

analysis used secondary data from financial, annual, and sustainability reports as many 

as 125 observations were obtained through purposive sampling. This study uses a 

quantitative approach and SEM-PLS analysis techniques, which results in findings that 

ESG, human capital, and green process innovation have a positive and significant 

impact on financial performance, while green product innovation has a non-significant 

negative influence. 
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INTRODUCTION 

A company's financial performance, which shows the results obtained over a specific 

period, gives an overview of its financial stability and health (Wahyuni et al, 2023). 

Numerous decisions made by management throughout the years, including those concerning 

operations, funding, and investment, have resulted in this achievement. Rahayu (2021) 

asserts that the impact of corporate policies extends beyond the improvement of financial 

performance to include the environmental impact of the business's operations that result in 

this financial success. Strong business financial success will increase profits, which will 

improve the company's well-being through the services it provides (Sauerman & Isbahi, 

2023). 

According to Santi (2021), the Indonesia Equity Exchange has launched two equity 

indices that emphasize environmental, social, and governance (ESG) considerations. The two 

recently issued indexes are the ESG Quality 45 Index and the ESG Sector Leaders IDX 

Kehati Index. The current composition of the SRI-KEHATI index, which is composed of 25 

shares of publicly traded companies listed on the IDX, is reviewed and updated every May 

and November. This index has done better than several important indexes since its launch, 

such as the Composite Stock Price Index (JCI), LQ45, JII, and others. The stock price of the 

SRI-KEHATI index varied from 2019 to 2023, with 2020 seeing a particularly steep decline. 

This decline was triggered by the March 2020 uncovering of the first COVID-19 case in 

Indonesia, which also contributed to a pessimistic outlook for stock prices. In addition to 

improving financial performance and guaranteeing the company's sustainability, putting a 

green innovation plan into action is essential to increasing the company's value and fulfilling 

its environmental responsibilities. 

Since many businesses deal with environmental issues, they need to be accountable 

and mindful of environmental factors. Through the Ministry of Environment, the government 

has implemented PROPER (Corporate Performance Rating Assessment Program in 

Environmental Management) to evaluate Indonesian companies' environmental performance 

in an attempt to raise awareness of environmental issues. The PROPER grade is a reflection 

of the Republic of Indonesia's Ministry of Environment's efforts to encourage corporate 

participation in environmental management.  
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Financial success can be assessed using return on assets (ROA), which is a stand-in 

for the profitability ratio. Return on assets (ROA) is a statistic that evaluates how successfully 

a company uses its resources to generate revenue. However, as indicated by the profitability 

ratio utilizing ROA, there are differences in the financial performance of the SRI-KEHATI 

index companies between 2019 and 2023. According to legitimacy theory and stakeholder 

theory, high performance usually means that the company has met the expectations of several 

interested stakeholders, such as investors, employees, and the government. This increases the 

company's credibility in the eyes of the public by proving that it is both profitable and runs 

effectively (Pulungan & Adiwibowo, 2022). 

Numerous studies have examined the financial success of businesses. Among the 

elements influencing financial performance are environmental, social, and governance (ESG) 

considerations. ESG is a technique used to assess how successfully businesses implement 

environmental, social, and governance norms (Sari and Widiatmoko, 2023). To gain the 

public's trust and legitimacy for their social and environmental duties, businesses must take 

these factors into account when performing their operations. This will help the company's 

long-term viability (Mohammad & Wasiuzzaman, 2021). 

Green innovation is a business strategy that respects regulations and is ecologically 

mindful (Nainggolan, 2023). Green innovation's primary objectives are cost reduction and 

process and product differentiation. It can reduce negative environmental consequences by 

optimizing the utilization of energy and raw materials in the production process of a product. 

Green product innovation and green process innovation are the two types of green innovation, 

according to Wang et al. (2024). Green process innovation can increase a company's financial 

success by producing eco-friendly products that attract consumers and the general public 

(Singh & Pandey, 2021). Green product innovation can reduce energy and raw material 

consumption, as well as waste and pollution generated during production. 

The last factor that causes a decline in financial performance is intellectual capital. 

The term "intellectual capital" refers to intangible assets that arise from a combination of 

market value and intellectual property, with a focus on human and infrastructure components. 

The three components of intellectual capital are Structural Capital Value Added (STVA), 

Value Added Human Capital (VAHU), and Value Added Capital Employed (VACA). The 
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researcher decided to focus on Value Added Human Capital (VAHU) because it is essential 

to improving a company's success.  

There is a research gap showing that various factors, including value added human 

capital (VAHU), environmental, social, and governance (ESG), green process innovation, 

and green product innovation, have an effect on a company's performance, based on the 

phenomenon and findings of previous studies. This study focuses on SRI-KEHATI index 

companies that were listed on the Indonesia Stock Exchange (IDX) between 2019 and 2023. 

The 2019–2023 research period was selected because of the significant changes brought 

about by the COVID-19 pandemic's repercussions on the global economy and the company's 

commercial plan. It is feasible to assess the impact of a company's sustainability initiatives 

on its financial results within this time range. Additionally, business size was included as a 

control variable in this analysis due to its significant impact on financial success. Larger 

companies usually have better access to resources, more stability, and higher operational 

efficiency than smaller ones. By integrating these control variables, the study may be more 

clear and accurate about how each of the significant variables influences financial 

performance.  

 

REVIEW OF LITERATURE  

Legitimacy Theory  

Since society is seen as a crucial component of a company's ability to survive, 

legitimacy theory places a strong emphasis on the connection between businesses and society 

(Dowling & Pfeffer, 1975). This idea highlights the fact that organizations are a part of 

society and must always make sure that their operations adhere to standards that stakeholders 

find acceptable and that society values. To survive, businesses require legitimacy from a 

variety of sources.    

Stakeholder Theory 

Stakeholder theory, according to Freeman (1984), demonstrates that a business must 

act not just in its own best interests but also in the best interests of its stakeholders, which 

include shareholders, creditors, customers, suppliers, the government, society, analysts, and 

other parties. The business must benefit all of its stakeholders, including shareholders, 
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creditors, customers, suppliers, governments, and society at large, in addition to its own 

interests. As a result, these stakeholders' support is crucial to the company's continued 

existence. 

Environmental Social Governance (ESG) 

As public awareness of social and environmental issues grows, a company's capacity 

to carry out its business plan and create value over time may be impacted by a variety of 

environmental, social, and corporate governance factors that are collectively referred to as 

ESG. To promote economic, social, and environmental efforts and accomplish sustainable 

business objectives, environmental, social, and governance requirements must be met (Yanto 

& Maulia, 2020). The author of this study used checklists and rating techniques to assess the 

caliber and level of ESG reports. This method entails gathering information by hand from 

annual reports and business websites to evaluate how much information about ESG is 

disclosed by companies. 

Financial Performance 

Decisions based on an assessment of the company's capabilities in a number of areas, 

such as liquidity, activity, solvency, and profitability, determine the financial performance of 

the business. The information in the company's financial accounts is used to measure 

financial performance, which is a reflection of how well the business is doing (Yusra & 

Sulistyowati, 2023). 

Intellectual Capital 

In the modern economic period, intellectual capital is a means of gaining a 

competitive edge and is crucial to the success, expansion, and advancement of businesses 

(Mustafa et al., 2024). The author employs human capital as a measurement ratio in this 

study. The ability of workers to produce goods and services and to establish positive 

relationships is referred to as human capital (Tangngisalu, 2022). 

Green Innovation 

Green innovation, according to Intari & Khusnah (2023), is a methodology used in 

the creation of goods, procedures, or technology to lessen adverse environmental effects. 

Green innovation can be divided into two categories: green process innovation and green 

product innovation. Green process innovation integrates technological and environmental 
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initiatives to manage waste and pollution through the use of bioenergy in the production 

process (Xie et al., 2019). Reducing and preventing negative environmental effects is the aim 

of green product innovation. These inventions help organizations achieve their goals by 

reducing costs and enhancing the environment. 

Company Size 

Brigham & Houston (2011:4) define company size as the size of a business, which 

can be categorized in several ways, such as total equity, total assets, and revenue size. A 

company's size is determined by its total assets, which are a collection of resources that are 

arranged and integrated to create goods or services that are intended for sale. 

 

RESEARCH METHOD 

This study includes three types of factors: dependent variables, which include 

financial performance; independent variables, which include ESG, human capital, green 

process and green product innovation, and company size control variables. The SRI-

KEHATI index firms that were listed on the Indonesia Stock Exchange between 2019 and 

2023 were the subject of this study. The population of this study consists of 28 companies. 

Purposive sampling is the method employed, in which data is chosen according to preset 

standards. The companies that will be used as research subjects are chosen based on these 

characteristics. The data in this study was obtained from financial statements, annual reports, 

and sustainability reports following the criteria that have been determined. Data was obtained 

by documentation techniques with the final results of 25 companies. The number of data used 

in this study is 125 data. 
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RESULTS AND DISCUSSION 

 
Figure 1. 

Outer Model with Factor Loading, Path Coefficient, and R-Square 

Source: Primary data processed, 2024 

The analysis of the outer model is carried out to ensure that the variables are suitable for 

measurement (valid and reliable). 

Table 1. 

Outer Loadings 
 X1 X2 X3 X4 Y C 

X1 1.000      

X2  1.000     

X3   1.000    

X4    1.000   

Y     1.000  

C      1.000 

Source: Primary data processed, 2024 
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Table 2. 

Average Variance Extracted (AVE) 

  Average Variance Extracted (AVE) 

X1 1.000 

X2 1.000 

X3 1.000 

X4 1.000 

Y 1.000 

C 1.000 

Source: Primary data processed, 2024 

Table 1 Outer Loadings shows that each indicator has an outer loading value greater 

than 0.7, which can be interpreted as meaning that all indicators are valid and acceptable. 

Table 2 Average Variance Extracted (AVE) shows that each indicator has an AVE value 

greater than 0.5, indicating that it has satisfied the validity requirements and is acceptable for 

use in additional testing and analysis. 

Table 3. 

Cross Loading 

  X1 X2 X3 X4 Y C 

X1 1.000 0.086 0.100 -0.118 0.287 -0.147 

X2 0.086 1.000 0.176 0.167 0.325 -0.102 

X3 0.100 0.176 1.000 0.112 0.236 -0.399 

X4 -0.118 0.167 0.112 1.000 0.016 -0.223 

Y 0.287 0.325 0.236 0.016 1.000 -0.143 

C -0.147 -0.102 -0.399 -0.223 -0.143 1.000 

Source: Primary data processed, 2024 

According to Table 3, the cross-loading for each variable is examined as part of the 

validity test of discrimination, and if the cross-loading value is more than 0.7, the test is 

deemed valid and acceptable. To satisfy the requirements for the validity of discrimination, 

the cross-loading value needs to be higher than the values of the other constructs. The cross-

loading value of each indicator for its latent variables is higher than that of other latent 

variables. 

  



Indonesian Interdisciplinary Journal of Sharia Economics (IIJSE)                  Vol. 8. No. 2 (2025)  

e-ISSN: 2621-606X             Page: 3482-3499 

The Effect of ESG, Human Capital, and Green Innovation….. 3490 

 

Table 4. 

Cronbach’s Alpha and Composite Reliability 

  
Cronbach’s 

Alpha 

Composite 

Reliability 
Criteria 

Information 

Environmental Social Governance 

(X1) 
1.000 1.000 > 0,7 

Reliable 

Value Added Human Capital (X2) 1.000 1.000 > 0,7 Reliable 

Green Process Innovation (X3) 1.000 1.000 > 0,7 Reliable 

Green Product Innovation (X4) 1.000 1.000 > 0,7 Reliable 

Financial Performance (Y) 1.000 1.000 > 0,7 Reliable 

Company Size (C) 1.000 1.000 > 0,7 Reliable 

Source: Primary data processed, 2024 

To demonstrate the instrument's accuracy, consistency, and ability to measure 

constructs, reliability tests are conducted. Composite reliability with a value greater than 0.7 

and Cronbach's alpha are the two methods for conducting construct reliability testing in the 

study. The data in this study has a good degree of reliability, as indicated by Table 4, which 

shows that the values of Cronbach's alpha and composite reliability over the variables in this 

study have satisfied the requirements. 

Table 5. 

R-Square 
 R Square Percentage 

Financial Performance 0.199 19,9% 

Source: Primary data processed, 2024 

According to Table 5, the financial performance variable (Y) has an R-squared value 

of 0.199, or 19.9%. Included in the weak category, this score indicates that company size, 

value-added human capital, green process innovation, green product innovation, and ESG 

factors have a 19.9% impact on financial performance, with other factors influencing the 

remaining 80.1%. Low R-Square values can be produced by a sample size that is too small 

as well as by the independent variable not having a substantial impact on the dependent 

variable. 

Table 6. 

Q-Square 
 Q² (=1-SSE/SSO) 

Financial Performance 0.142 

Source: Primary data processed, 2024 
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The model is deemed good and satisfies the requirements for predictive relevance if 

the Q2 value is greater than 0. Table 6 shows that the financial performance variable's (Y) Q-

Square value is 0.142. If the variable's Q-Square value is higher than zero, it is deemed good 

and its predictive significance is satisfied. 

Table 7. 

Path Coefficient 

  
Original 

Sample (O) 
P-Value Results 

Environmental Social Governance -> Financial 

Performance 
0.241 0.003 Accepted 

Value Added Human Capital -> Financial 

Performance 
0.278 0.000 Accepted 

Green Process Innovation -> Financial 

Performance 
0.157 0.034 Accepted 

Green Product Innovation -> Financial 

Performance 
-0.024 0.376 Rejected 

Company Size -> Financial Performance -0.022 0.421 Rejected 

Source: Primary data processed, 2024 

H1 : According to the test results, the p-value for this hypothesis is 0.003. Additionally, a 

path coefficient result of 0.241 was also shown by the test of this hypothesis. The 

conclusion drawn from the p-value and path coefficient is that ESG factors significantly 

and favorably impact financial performance, hence H1 is approved. 

H2 : According to the test results, the p-value for this hypothesis is 0.000. Additionally, a 

path coefficient result of 0.278 was also shown by the test of this hypothesis. Value 

Added Human Capital has a positive and significant impact on financial performance, 

according to the p-value and path coefficient data, hence H2 is accepted. 

H3 : According to the test results, the p-value for this hypothesis is 0.034. This hypothesis's 

test also revealed a route coefficient result of 0.157. Given that the Green Process 

Innovation variable has a positive and significant impact on financial performance, as 

determined by the p-value and path coefficient, H3 is accepted. 
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H4 : According to the results of testing this hypothesis, the p-value is 0.376. Furthermore, a 

path coefficient result of -0.024 was also found in the test of this hypothesis. The Green 

Product Innovation variable has a negative but not statistically significant impact on 

financial performance, according to the p-value and path coefficient data, so H4 is 

rejected. 

Environmental Social Governance's (ESG) Impact on Financial Performance 

According to the findings of this study's first hypothesis test, financial performance 

is significantly improved by environmental social governance or ESG. Thus, the study's 

initial hypothesis might be said to be accepted. Control variables, such as the size of the 

relevant company, were added to the research to make sure that other variables that might 

have an impact on the findings did not influence the association between ESG and financial 

performance. The inclusion of control variables in the study further enhances the validity of 

the findings by demonstrating that the strong and positive correlation between ESG and 

financial success is a direct result of ESG implementation rather than the result of other 

factors. ESG significantly improves financial performance, according to research by Sari & 

Widiatmoko (2023), which is consistent with our study. This research, however, runs counter 

to Yanto & Maulia's (2020) findings, which indicate that ESG has no bearing on financial 

performance. 

Value-Added Human Capital's Impact on Financial Performance 

Value-added human capital significantly improved financial performance, according 

to the findings of the study's second hypothesis test. Thus, the study's second hypothesis can 

be deemed to be true. An important factor in raising the company's financial success is the 

rise in added value produced by its human capital. Businesses that successfully manage and 

optimize their human resources typically perform better financially. The inclusion of control 

variables enhances the findings' validity by implying that VAHU's substantial impact on 

financial performance is reflected in its influence. The company's prosperity is sustained by 

increased productivity and operational efficiency brought forth by human resources. The 

findings of this study demonstrate how crucial human capital management is to raising a 

company's financial performance. According to Kurniawati et al. (2020), VAHU 

significantly improves financial performance, which is consistent with this study. 
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Additionally, this study supports that of Masyhuri et al. (2024), who found that human 

resources had a major impact on organizational behavior. This research, however, runs 

counter to that of Ndruru & Permatasari (2024), who found no relationship between VAHU 

and financial performance. 

Green Process Innovation's Impact on Financial Performance 

The study's third hypothesis test revealed that financial performance was significantly 

improved by green process innovation. In addition to being good for the environment, 

implementing green process innovation boosts the company's bottom line. Thus, it may be 

said that the third hypothesis in this research is true. Green process innovation refers to the 

use of technology and techniques, such as waste reduction, energy efficiency, and sustainable 

natural resource management, to lessen environmental consequences. The inclusion of 

control variables enhances the findings' validity by demonstrating that the impact of green 

process innovation on financial performance originates solely from the innovation and is not 

impacted by outside influences. Control variables aid in mitigating bias, thereby elucidating 

the correlation between financial performance and green process innovation. These 

developments enhance operational effectiveness and lower long-term expenses, which boosts 

financial results. This research supports that of Xie et al. (2019), who found that a company's 

financial performance can be enhanced by green process innovation. The research by Intari 

& Khusnah (2023), however, claims that green innovation has a detrimental impact on 

financial success, which is in conflict with this study. 

Green Product Innovation's Impact on Financial Performance 

Green product innovation had a negative but not statistically significant impact on 

financial performance, according to the findings of the study's fourth hypothesis test. 

According to these results, even if eco-friendly product innovations are being adopted, their 

influence on financial performance is not substantial enough to be deemed noteworthy. Thus, 

it may be said that the fourth hypothesis in this research is not true. Green product innovation 

is the process of creating goods that are less harmful to the environment in terms of their 

materials, manufacturing methods, and effects. However, its execution necessitates 

significant financial outlays for things like technology, industrial modifications, and 

research, which may limit its effect on financial success. 
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 The way the market reacts and how much consumers value eco-friendly items will 

also determine its success. These inventions are significant, but they need strong marketing 

plans. The association between the analysis's control variables and financial performance has 

not been properly reinforced, indicating that other external factors continue to have an 

impact. According to research by Intari & Khusnah (2023), green innovation has a 

detrimental impact on financial performance, which is consistent with this study. This 

research is also consistent with that of Muwaffaq Helmi and Erna Widiastuty (2023), who 

found that it significantly affects the company's financial performance in a negative trend.  

 

CONCLUSION 

The company's financial performance is positively and significantly impacted by 

Environmental Social Governance (ESG) and Value Added Human Capital (VAHU), 

highlighting the significance of integrating ESG into operational activities and maximizing 

human resource management to support business sustainability. By using environmentally 

friendly technologies to increase operational efficiency and lower costs, green process 

innovation also has a positive and significant influence. On the other hand, because of its 

high development costs and reliance on market reactions, green product innovation has a 

negative and negligible impact on financial performance. An efficient marketing plan is 

required to generate customer interest in eco-friendly products to boost their impact. 
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