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ABSTRACT 

 

A large number of potential investors begin to consider the idea of responsible 

investment social responsibility. However, the debate over whether the value 

should be added as an environmental consideration for the stock selection 

process is still being debated. This study tries to improve the efficiency, 

profitability and leverage hypothesis of firm value. The sample used was 81 

manufacturing companies listed on the Indonesia Stock Exchange and sent in 

2014-2018 and using the rupiah. The data analysis tool used in this study is 

multiple linear regression estimated with OLS (Ordinary Least Square). The 

collected data is then processed and tested using SPSS 22 software. Based on the 

results of research analyzing the effect of eco-efficiency on firm value with 

profitability and leverage on the manufacturing industry listed on the Indonesia 

Stock Exchange during the period 2012 to 2016, it can be concluded that there is 

a significant positive effect between eco-efficiency on firm value. 
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INTRODUCTION 
 

The hope of the community towards the company to be more 

environmentally responsible. In Indonesia, awareness of the need to protect the 

environment is regulated by Limited Liability Company Law No.40 Article 74 of 

2007, where companies that carry out business activities in / related to natural 

resources are required to carry out social and environmental responsibilities. 

Environmental performance can be seen with reducing environmental impacts or 

restoring ecosystems creates a great demand for organizational resources (Law & 

Ibrahim, 2014). This large expenditure needs to be accounted for. There are 

processes in environmental recovery that lead to the emergence of eco-efficiency 

(Pacheco, 2019). The concept of eco-efficiency is the middle point between the 

economy and the environment. This concept is an efficiency that includes aspects 

of natural resources and energy or a production process that minimizes the use of 

raw materials, water and energy and the environmental impact per unit of product 

(Czyżewski et al., 2019; Gotze et al., 2019; Konstantas et al., 2019). A large 

number of potential investors begin to consider the idea of responsible investment 

social responsibility. However, the debate over whether the value should be added 

as an environmental consideration for the stock selection process is still being 

debated (Chaudron et al., 2019). Some groups stated that any attempt to improve 

social or environmental performance would reduce shareholder value (Wang et 

al., 2019). The research also confirms that improving environmental performance 

will lead to cost-efficient use of organizational resources so that businesses that 

are responsible for the environment will get higher profits which lead to an 

increase in the value of the company from less responsible companies. The 

company's management is demanded to be able to increase the welfare of the 

stakeholders and also faced with the interests to improve the welfare of their 

respective self. The company will calculate the revenue to be received during the 

operating period. This calculation tries to calculate the profits / benefits to be 

obtained and the costs of losses that will be borne as a result of environmental 

care. The profits on the company side are not certain to bring benefits to the 

community. The welfare of the shareholders can be seen from the value of the 

company. The value of the company is the price that is willing to be paid by 

potential investors if the company is sold, so it can be concluded that the value of 

the company is the price paid by investors if the company is sold (Hirose & 

Mishima, 2019). Company value can be seen from the market value or the market 

price of the company's shares (Duarte & Sarkar, 2011; Heikkurinen et al., 2019; 

Müller & Neubaeumer, 2018). The higher the stock price means the higher the 

rate of return to investors, so the value of the company is also higher. Financial 

decisions determined by financial managers will increase the value of the 

company or can even have a negative impact on the company. Some factors that 

affect the company's value are eco efficiency, profitability , and leverage (Gotze 
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et al., 2019; Konstantas et al., 2019). Eco-efficiency is the concept of efficiency in 

which there are aspects of natural resources and energy that minimize the use of 

raw materials, energy and negative impacts on the environment. This concept 

refers to ecological and economic performance which both must complement each 

other, which is realized by reducing the impact on the environment and resource 

consumption (Czyżewski et al., 2019; Takim et al., 2016; Zheng et al., 2019) 

 

LITERATURE REVIEW  
 

Some previous studies examined the involvement of eco-efficiency with 

corporate value. The involvement of eco-efficiency as a business strategy has a 

positive relationship with firm value (Rossi et al., 2013). Companies that 

implement an eco-efficiency strategy can increase profits and increase the value 

of the company higher than companies that do not implement an eco-efficiency 

strategy (Yusfiarto et al., 2019). In another study of the relationship between eco-

efficiency and corporate value to 201 companies in the UK for a period of five 

years, concluded that eco-efficiency as an environmental policy has a positive 

effect on market values (Xiong & Gonzalez, 2017). The positive effect of eco 

efficiency on firm value ultimately has an impact on increasing the value of the 

company in the future for companies that implement eco-efficiency policies 

(Heikkurinen et al., 2019; Hirose & Mishima, 2019; Silva et al., 2019).  

Profitability is another factor that can affect company value in addition to 

eco-efficiency (Kyissima et al., 2019). Profitability is the net result of a series of 

policies and decisions that can be set by measuring the financial ratios as one of 

the analyzes in analyzing the financial condition and profitability of a company 

(Al-Najjar & Hussainey, 2011). Profitability is measured by ROA, ie by dividing 

profits by total assets and good profitability will increase the value of the 

company (Schellhorn & Sharma, 2013). Research examining the effect of 

profitability on firm value results in the conclusion that profitability has a positive 

effect on firm value (Alcocer et al., 2019; Cheng et al., 2019; Zheng et al., 2019). 

The better the level of profitability of the company shows better performance so 

that it will increase the value of the company. In addition, evidence is found that 

profitability can be used as a moderating variable indicating that there is a positive 

influence of eco-efficiency and profitability interactions on firm value. Companies 

that implement efficiency policies will have better profitability values and 

ultimately increase company value (Augusta et al., 2017). Another factor that can 

affect a company's value is leverage. Leverage is a ratio that measures how much 

a company uses funding from debt (Farooq, 2015). Increasing and decreasing debt 

has an influence on market valuations (Schellhorn & Sharma, 2013). The use of 

high debt will have a negative impact on the value of the company (Prasetyo 

Supadi & Amin, 2017). With high leverage indicating that the company is not 

solvable, which shows negative perceptions for investors, the company's value 
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decreases (Chen & Li, 2019). However, in other studies found a positive effect 

between leverage on firm value and optimal debt use can increase firm value 

(Bruhn et al., 2019; Li et al., 2008; Schnabel, 2011; State, 2015).  

Greater leverage on companies will encourage company management to 

initiate policies to change future earnings into the present, thereby increasing the 

value of the company (Wong & Wong, 2011). According to (El-Sayed Ebaid, 

2009) in his research stated that there is a moderate role of negative leverage on 

the relationship of environmental policy and firm value. Earnings per share (EPS) 

is the ability to create profit for each share of the company. EPS or earnings per 

share shows the comparison between the company's net income that is ready to be 

distributed to shareholders with the number of shares outstanding (Sephton, 

2012). Then it can be concluded that the earning per share can be measured by 

dividing net income by the number of shares outstanding (Hussin et al., 2013). 

The high EPS value will be beneficial for shareholders because of the large profits 

available to shareholders. 

Book value per share basically represents the assets / equity owned by the 

company. Book value per share can be measured by dividing total equity by the 

number of shares outstanding (Alexander et al., 2018). The book value per share 

indicates that if the security of a company's net assets is getting higher, investors 

will be willing to pay a higher share price. So investors can estimate the level of 

investment to be made by the company (Bradford et al., 2017; Takim et al., 2016). 

Book value per share of the company will continue to increase with increasing 

company performance (Augusta et al., 2017; Zheng et al., 2019). If the value of 

book value per share increases, then the company's performance also increases 

and can increase the price of shares that can make investors interested in 

investing, then the value of the company will also increase (Erserim, 2012) 

 

METHODOLOGY  
 

This study tries to improve the efficiency, profitability and leverage 

hypothesis of firm value. The sample used was 81 manufacturing firm listed on 

BEI and sent in 2014-2018 and using the rupiah. The dependent variable used in 

this study is the value of the company calculated from the natural logarithm of 

stock prices at the end of the year. The independent variable is eco-efficiency 

which is a dummy variable, where the value of 1 is the company implementing 

ISO 14001 and the value of 0 for companies that do not apply ISO 14001. This 

study also uses two moderation variables, namely profitability and leverage. The 

data analysis tool used in this study is multiple linear regression estimated 

withOLS (Ordinary Least Square). The collected data is then processed and tested 

using SPSS 22 software.  
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PRICEit = β0 + β1ECOit + β2ROAit + β3LEVit + β4ECO*PROFit + β5ECO*LEVit 

+ β6EPSit + β3BVEit +  εit 
 
PRICEit : market value or price of company equity i in period t  

ECOit : corporate eco-efficiency i in period t  

ROAit : company profitability i in period t 

LEVit : corporate leverage i in period t 

ECO*PROFit : interaction of the eco-efficiency and profitability variables of the 

 company i in the period 

ECO*LEVit : interaction of eco-efficiency variables and firm leverage i in 

 period t 

EPSit : net profit of company i stock in period t 

BVEit : book value per sheet company i in period t 

εit : error of company equation i in period t 
 
RESULT 
 

From the results of the regression test, it was found that there was a 

significant positive relationship between eco-efficiency and firm value. This can 

be interpreted that companies that implement eco-efficiency will increase 

company value. The results of this study support previous research which found 

an effect of eco-efficiency on firm value (Osazuwa & Che-ahmad, 2016). The 

involvement of eco-efficiency as a business strategy has a positive relationship 

with firm value. This means that it can be proven that companies that apply the 

concept of eco-efficiency, the value of the company will be higher than 

companies that do not apply the concept of eco-efficiency (Konstantas et al., 

2020). In line with research conducted by (Al-Najjar & Hussainey, 2011) in his 

research on the relationship between eco-efficiency as an environmental policy 

and corporate value, the results state that there is a positive relationship between 

eco-efficiency and market value, and eco-efficiency can increase company profits 

in the future. Shareholders or investors have an important role in determining the 

value of the company, because investors who invest in companies that implement 

eco-efficiency will increase economic value. Regression test results, it was found 

that leverage does not moderate the relationship between eco-efficiency and firm 

value and is consistent with the results of previous studies conducted by Osazuwa 

& Che-Ahmad (2016) which states that there is no leverage effect on the 

relationship between eco-efficiency and firm value .  

Companies that implement eco-efficiency in business strategies will have 

high company value regardless of debt (State, 2015). The low level of leverage 

means that the company is able to finance its assets with its own capital, whereas 

if the high level of leverage reflects the company is still dependent on debt. But 

that has nothing to do with eco-efficiency and corporate value. Because in his 

research the contents of eco-efficiency are measured by seeing whether the 



 
Relationship Between Eco-Efficiency on Firm Value Moderated with Profitability and 

Leverage  

 

247 | P a g e  
 

company has ISO 14001, where ISO 14001 is about environmental management 

systems. ISO 14001 can be owned by a company if the company develops an 

environmental management system according to ISO requirements. In other 

words, the company will get ISO 14001 if the company continues to develop an 

environmental management system. So even if the leverage is high or low, the 

company will continue to apply the concept of eco-efficiency to get ISO 14001 

which can increase the value of the company. The results of the regression test 

found that profitability did not moderate the relationship between eco-efficiency 

and firm value. This means that a high or low level of profitability does not make 

the company to implement eco-efficiency to increase the value of the company. 

The results of this study are not in accordance with research conducted by 

Osazuwa & Che-Ahmad (2016) which found there is an influence of profitability 

moderation between the relationship of eco-efficiency and firm value 
 

Table 1 

Result Measurement 

 

 

 

 

 

 

 

 

 

 

 
 
 Source: Data processed, 2019 
 

The results of this study are supported by the legitimacy theory stated by 

(McAdam & Bailie, 2002) that companies will try to operate within the norms that 

exist in the community or environment where the company is located and ensure 

that the company's activities are accepted by the environment. In other words, 

companies must try to get support and trust in the community. Because to get the 

trust of the community is very important for the survival of the company. So if the 

company does not get support even though the company's profitability has 

increased, then sooner or later it will decrease because the environment or the 

surrounding community greatly affects the production process. It can be 

concluded that profitability has no influence between the eco-efficiency 

relationship and company value because with companies implementing eco-

efficiency, the company will get support from the community and the 

environment, the results will increase the company's value in the future 
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CONCLUSION 
 

Based on the results of research analyzing the effect of eco-efficiency on 

firm value with profitability and leverage on the manufacturing industry listed on 

the Indonesia Stock Exchange during the period 2012 to 2016, it can be concluded 

that there is a significant positive effect between eco-efficiency on firm value on 

value company. This means that it can be proven that companies that apply the 

concept of eco-efficiency, the value of the company will be higher than 

companies that do not apply the concept of eco-efficiency. Leverage does not 

moderate the eco-efficiency relationship to firm value. Companies that implement 

eco-efficiency in business strategies will have high company value regardless of 

debt. The low level of leverage means that the company is able to finance its 

assets with its own capital, whereas if the high level of leverage reflects the 

company is still dependent on debt. But that has nothing to do with eco-efficiency 

and corporate value. Because in his research the contents of eco-efficiency are 

measured by seeing whether the company has ISO 14001, where ISO 14001 is 

about Environmental Management Systems. Profitability does not moderate the 

eco-efficiency relationship to firm value. This means that a high or low level of 

profitability does not make the company to implement eco-efficiency to increase 

the value of the company. This research has several limitations and weaknesses so 

that the results achieved are still far from perfect. The limitations and weaknesses 

faced are the research periods of only 5 years. This study only examines the 

relationship of eco-efficiency to firm value and the application of eco-efficiency 

in manufacturing companies in Indonesia is still small. From the results of 

research and discussions that have been done, the suggestions that can be 

recommended for further researchers, namely further research should increase the 

research year by more than 5 years, for example 10 years. 
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