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Abstract. This study aims to fill the gap in the literature by examining the impact of green 
performance on market value. The research intends to prove whether a high green 
performance affects high market performance on the stock exchange. Based on signaling 
theory, companies that effectively manage and disclose their environmental performance 
can send positive signals to investors, potentially enhancing trust and market value. The 
Ministry of Environment launched an industrial performance rating evaluation program in 
environmental management called PROPER. In a 2011 press release, the Ministry of 
Environment explained that PROPER is an environmental compliance program for 
companies that is made public, allowing the community to assess companies' performance 
in reducing negative environmental impacts based on the PROPER ratings they achieve. 
As outlined in the PROPER regulation issued by the Minister of Environment through 
Regulation No. 5 of 2011, the ratings are classified as follows: Gold (5), Green (4), Blue 
(3), Red (2), and Black (1).. These independent variables will be tested for their influence 
on the market value, measured by company’s value, to provide evidence that companies 
incurring costs to reduce environmental impact can still achieve profitability. Therefore, it 
is hoped that companies can contribute to environmental issues and global warming. 
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1 Introduction 

The economic challenges presented during the global economic crisis were among the largest 
faced by companies worldwide, thus raising management's awareness of the importance of 
sustainable and resilient business strategies to withstand shocks. In this context, environmental 
disclosure and performance are increasingly capturing global attention as indicators of corporate 
sustainability, potentially influencing company market value. Referring to Law No.32 of 2009 
concerning environmental protection and management, sustainable business development is 
consciously and systematically conducted to integrate economic, social, and environmental 
aspects into development strategies. The goal is to ensure environmental sustainability and 
maintain the safety, welfare, and quality of life for current and future generations. 

During the crisis, most companies faced significant economic pressures, making it challenging 
to maintain their market value, a primary focus for corporate survival. According to Khan et al 
[1], companies with good environmental management and disclosure are better able to handle 
market uncertainties and garner investor support. Similarly, Nguyen et al. [2] explain that a 
company's commitment to sustainability can serve as a positive signal to the market, reflecting 
stability and growth potential.  
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In Indonesia, a survey conducted by the Central Bureau of Statistics (BPS) revealed that 82.85% 
of companies faced revenue reductions, while 6.78% halted operations as a result of the global 
economic crisis. Similarly, the Financial Services Authority (OJK) highlighted the crisis's 
considerable global repercussions, which also affected the Indonesian Composite Index (IHSG). 
Transaction volume sharply declined from 36,534,971,048 in 2019 to 27,495,947,445 in 2020, 
indicating investor concern over market conditions during the crisis. 

The relationship between corporate environmental performance and its impact on shareholder 
value has garnered increasing attention from researchers in recent years [3], [4], [5], [6], [7]. 
Investors view announcements of environmental performance positively, leading to abnormal 
returns [8], while they often respond consistently to unfavorable information regarding 
corporate environmental performance [9], [10]. Environmental performance positively and 
significantly influences corporate reputation [11]. However, Hassel et al. [12] concluded that 
environmental performance information does not always hold significant importance for 
investors in decision-making. Additional research is required to explore the effect of 
environmental performance on market value. [4], particularly because the majority of studies 
have focused on this relationship under normal economic conditions. 

This study seeks to address the empirical gap concerning the impact of environmental 
performance on investor evaluations during Indonesia's economic crisis. Its objective is to 
examine the effect of environmental disclosure and performance on market value. By providing 
empirical evidence on the strategic importance of environmental sustainability in the context of 
a global crisis, this research aims to contribute to the existing literature and offer practical 
insights for companies and stakeholders in managing environmental risks, challenges, and 
opportunities. 

2 Literature Review 

2.1 Signalling Theory 

Signaling theory was first introduced by Michael Spence in 1973. This theory explains that the 
sender of information, such as company management, delivers data and information that 
represent the company's current state to investors (receiver) [13]. These signals serve to reduce 
information asymmetry between the company's internal parties and external investors. 
According to Brigham & Houston [14], signaling theory helps interpret how management's view 
of the company's potential for improvement in the future can influence prospective investors' 
reactions to the company. Investors use these signals to make more informed investment 
decisions. 

In the context of capital markets, signals may take the form of financial statements, dividend 
announcements, and information related to the company’s business strategy. Strong and positive 
signals indicate that the company has good prospects and can be trusted. Conversely, weak or 
negative signals can diminish investor confidence and result in a decrease in the company’s 
stock market value. Therefore, it is essential for companies to carefully manage communication 
and disclosure of information to ensure that the signals they provide reflect the company’s actual 
condition and future strategy. 



 
 

The Ministry of Environment introduced an industrial performance assessment program in 
environmental management known as PROPER. In a 2011 press release, the Ministry described 
PROPER as a public compliance initiative enabling communities to assess companies’ efforts 
in reducing negative environmental impacts based on their PROPER ratings. According to 
Regulation No. 5 of 2011 issued by the Minister of Environment, PROPER ratings are classified 
into five categories: Gold (5), Green (4), Blue (3), Red (2), and Black (1). 

2.2 Market Performance 

A company's performance plays a crucial role in determining how investors assess its growth 
potential and financial stability. The Efficient Market Hypothesis, introduced by Fama [20], 
asserts that stock prices reflect all publicly available information, including general disclosures 
and information already known by institutional investors. In this context, information related to 
environmental performance and disclosure is becoming increasingly important, as it can signal 
the company’s risk management and sustainable growth opportunities. 

A study by Khan et al [1] showed that companies that proactively manage and disclose their 
environmental performance tend to demonstrate stronger overall performance. This is due to 
increased investor confidence in the company’s commitment to managing environmental risks 
and contributing to long-term sustainability. Additionally, research by wu et al [21] indicates 
that companies with good environmental practices tend to achieve higher stock price premiums, 
reflected in their performance. 

Company performance not only represents the total value of outstanding shares but also 
accounts for the market’s perception of future profit potential and the risks associated with 
business operations. Therefore, enhanced transparency in environmental disclosure and 
performance can strengthen positive market perception and directly impact a company’s overall 
performance. 

2.3 The Relationship between Green Performance and Market Performance 

The stock market reacts differently to companies that effectively handle operational waste 
compared to those demonstrating poor environmental performance [22]. Publicly disclosed 
information acts as a valuable resource for investment decision-making by offering signals to 
investors. During a press release, investors initially interpret and assess the statement as either 
a positive signal (favorable information) or a negative signal (unfavorable information). 
Signaling theory provides insight into why companies are driven to share financial report 
information with the public.. 

Environmental performance positively and significantly impacts a company’s reputation [11]. 
Environmental performance represents information that investors may interpret as a positive 
signal, offering supplementary guidance for investment decisions. Companies achieving higher 
environmental performance ratings convey to investors that their management is aligned with 
global sustainability objectives, fostering confidence in the company’s long-term potential. 

Several prior studies provide consistent evidence with this hypothesis, showing that 
environmental performance is positively associated with company value. For instance, Clarkson 



et al. [23] discovered that companies with lower pollution levels often achieve additional 
economic advantages, whereas high-polluting companies experience the opposite effect. This 
finding is supported by similar studies that show corporate environmental performance 
positively influences company value [4], [24], [25] However, previous studies have not tested 
this relationship during economic crises, such as the COVID-19 pandemic 

H: Green performance impacts a company's market value during a global crisis. 

 

 
Fig. 1. Research Framework 

3 Research Method 

This study utilizes data from companies listed on the Indonesia Stock Exchange (IDX) that 
received environmental management ratings under the PROPER evaluation, assessed and rated 
by the Ministry of Environment and Forestry during the pandemic period of 2021–2022. The 
data used is panel data. 

This study tests hypotheses H1 and H2, which aim to examine the impact of corporate 
environmental performance on market value during a global crisis (H1) and the impact of 
environmental disclosure on market value during a global crisis (H2). Therefore, the empirical 
model used to test the hypotheses of this study is formulated as follows: 

 
MVE = β0 + β1GP + εt        (1) 

 

Where: 

MVE : Market 
Value Equity GP
 : Green 
Performance β0
 : Constant 

4 Discussion 

This study aims to examine whether information on corporate environmental performance and 
environmental disclosure can explain their impact on a company’s market value. The analysis 
considers external factors such as the PROPER rating from the Ministry of Environment and 
Forestry and internal environmental disclosure that may influence this relationship. Further 
explanation of the results of the statistical test regarding the impact of each variable can be 
discussed as follows: 

Green performance Company’s market value 



Green Performance on Company Market Value 

Based on the results of the PROPER rating test, which has 5 levels of environmental 
performance evaluation, it shows positive and significant results, meaning that the information 
regarding the PROPER rating level influences the increase in the company’s value. Therefore, 
Hypothesis 1, which states that "Environmental performance is relevant to company value," is 
supported. This finding is consistent with the study by Sarumpaet et al. [22], which shows that 
companies with good environmental performance will positively influence the company’s 
value, especially in companies with superior performance. 

This positive and significant result supports signaling theory, which suggests that information 
is responded to positively or negatively by the market. Information regarding the company’s 
PROPER rating receives a positive response from investors, thus influencing an increase in 
company value. This result also aligns with the study by [26], which states that clearly disclosed 
environmental performance is positively correlated with an increase in market value. This 
research also shows that companies with higher PROPER ratings will positively influence 
changes in company value. Similarly, the study by Yu & Xiao [27] found a significant positive 
relationship between composite ESG performance and company value, supporting stakeholder 
theory. The effect of this increase is significant for companies that are not subject to major 
pollution monitoring. 

Clarkson et al. [28] state that environmental performance information is used by investors to 
obtain information about environmental liabilities that are not recorded. Environmental 
disclosure has transformed into important information for corporate sustainability, and 
currently, investors and society collaborate to focus on the environment. Therefore, if companies 
want to align with investors and society, they must transform and increase their attention to 
global environmental issues. 

5 Conclusion 

The primary aim of this study is to analyze the impact of green performance, measured by the 
PROPER rating from the Ministry of Environment and Forestry, and environmental disclosure 
in sustainability reports on company value for companies listed on the Indonesia Stock 
Exchange during the period of 2021-2022. Based on the research findings, it can be concluded 
that both environmental disclosure and environmental performance have a positive and 
significant effect on company value. Investors respond positively to information regarding the 
PROPER rating and the company’s environmental disclosure, which in turn can increase the 
company's market value. The results of this study are consistent with previous research. 
Currently, environmental information has become a critical element for corporate sustainability 
due to increasing attention from investors and society towards environmental issues. Therefore, 
companies need to demonstrate their commitment to environmental issues in order to align with 
the expectations of investors and society. 

The findings of this study indicate that green performance are important and can help maintain 
company value during a global crisis. The global crisis, which presents significant challenges to 
the economy worldwide, including in Indonesia, can be managed by companies committed to 
environmental sustainability. This strengthens the literature that a company’s commitment to 



sustainability can serve as a positive signal to the market, indicating the company’s stability and 
growth potential. 
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