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 This research was conducted to examine the influence of 
Environmental, Social, and Governance (ESG) performance 
and financial performance on financial flexibility. The object of 
the research is a company listed on the Indonesia Stock 
Exchange from 2022 to 2024 and has an ESG performance 
every year on the Thomson Reuters database. The research 
method used is quantitative with a correlational descriptive 
design. The analysis technique uses multiple linear regression. 
The results show that financial performance and ESG 
performance have a significant positive effect on financial 
flexibility. This indicates that ESG performance and financial 
performance can increase a company's financial flexibility. 
Therefore, to maintain and increase financial flexibility, 
companies need to pay attention to aspects of company 
performance, both non-financial performance in this case ESG 
and financial performance. This study is limited to companies 
that report ESG performance to Thomson Reuters, so for future 
research it can use other ESG performance indices such as the 
Bloomberg database  and the Dow Jones sustainability index.  
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INTRODUCTION  
Financial flexibility receives significant attention as an important 

determinant of a company's ability to deal with uncertain conditions. In addition, 
financial flexibility can be used to measure a company's investment opportunities 
and its ability to maintain a long-term competitive advantage. This allows 
companies to manage their assets, capital, and liabilities to optimize operational 
efficiencies to maintain sustainable growth [1]. Without good financial flexibility, 
the future of the company will face great obstacles.    

Some of the problems of financial flexibility occur in companies in Indonesia, 
including PT Krakatau Steel Tbk (KRAS). Based on KRAS's financial statements for 
2015-2021, there has been negative cash flow pressure caused by overinvestment in 
long-term projects without good financing planning. This has led to debt 
restructuring of more than 30 trillion and as a result the company has made massive 
efficiency. The same problem is also faced by PT Garuda Indonesia Tbk (GIAA). 
GIAA is unable to meet its short-term and long-term obligations. This is due to weak 
control of operational expenses. Another thing that causes problems in GIAA is the 
high level of leverage and the absence of liquidity reserves. This problem caused 
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GIAA's shares on the IDX to be suspended and the company underwent a massive 
restructuring.     

At the same time, sustainability issues also continue to be a global concern, 
pressuring companies to focus not only on financial targets but also on non-financial 
performance, namely Environmental, Social, dan Governance (ESG). IFRS Foundation 
demonstrate its support for ESG performance by forming a International 
Sustainability Standards Board (ISSB) in 2022 as a standard-setting institution that 
specializes in developing sustainable performance reporting standards. Now the 
company is not only judged by its financial performance, but also by its 
commitment to non-financial performance, namely environmental sustainability, 
ethical social practices, and a strong governance structure [2]. ESG performance 
encompasses a wide range of metrics, including environmental impact, 
employment relations, product responsibility, corporate governance, and 
community engagement [3]. Therefore, ESG performance considerations into 
investment decisions are increasingly crucial because they have the potential to 
obtain increased long-term financial returns. ESG performance can reduce financing 
constraints, Lower the cost of capital so as to increase financial flexibility [4]. 

In an increasingly dynamic and competitive business environment, a 
company's ability to survive and thrive is largely determined by healthy and 
adaptive financial conditions. One of the fundamental factors that is believed to 
play an important role in shaping financial flexibility is the financial performance 
of the company itself. Good financial performance is usually reflected in high 
liquidity, stable profitability, operational efficiency, and a healthy capital structure. 
Companies with good financial performance generally have more access to funding 
sources, both internally and externally, which can increase their financial flexibility. 
Research [5] It shows that financial performance measured by profitability and 
liquidity directly affects a company's financial flexibility, particularly in the context 
of developing countries facing limited access to external capital. In contrast, 
companies with poor financial performance may face limitations in obtaining 
financing or have to bear higher capital costs, which ultimately narrows its room 
for maneuver in making strategic financial decisions. Thus, there is a strong 
indication that there is a relationship between the company's financial performance 
and the level of financial flexibility it has. 
 Financial flexibility is the ability of a company to efficiently adjust and access 
its financial resources in the face of changing business environments, risks, or 
strategic opportunities. This flexibility includes aspects of liquidity, leverage, 
capital structure, and adaptability to external pressures. ESG performance is 
increasingly considered an important indicator in assessing the quality of 
management and company sustainability. Recent research shows that companies 
with high ESG performance tend to have better financial flexibility. This flexibility 
is reflected in the company's ability to access funding, manage risk, and maintain 
operations during periods of economic uncertainty. Companies with good ESG 
practices have a more positive reputation in the eyes of investors and financial 
institutions. This lowers credit risk and increases access to funding, both through 
capital markets and bank loans [12], [13]. ESG often drives companies to innovate 
green and energy efficiency, which in the long run reduces costs and improves 
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financial flexibility [14,15]. From several previous studies, it can be concluded that 
ESG performance can increase a company's financial flexibility. So the first 
hypothesis in this study is as follows. 
H1: ESG performance can improve a company's financial flexibility 

Financial performance refers to a company's ability to generate profits, 
manage costs, maintain profitability, and create value for shareholders. Meanwhile, 
financial flexibility is the ability of a company to respond to changes in the financial 
environment, such as a recession, investment opportunities, or liquidity crisis, 
without disrupting operations. This includes the ability to access funds, delay or 
accelerate capital expenditures, and maintain healthy leverage. Companies with 
good financial performance generally have more access to funding sources, both 
internally and externally, which can increase their financial flexibility. Research 
shows that financial performance measured by profitability and liquidity directly 
affects a company's financial flexibility, particularly in the context of developing 
countries facing limited access to external capital [5]. Profitability and stable cash 
flow significantly improve investor sentiment, strengthening investor confidence in 
management and business continuity and increasing the company's financial 
flexibility [16]. From some of the results of the study, it can be concluded that 
financial performance can increase financial flexibility, so the second hypothesis in 
this study is. 
H2: Financial performance can improve the financial flexibility of a company  

Based on the development of the hypothesis, the framework of thought in 
this study is. 
 
 
 

 
 

Research Methods 
 
 
 
 
 
 
 
 
 
 

Figure 1. Framework of thinking 

 
METHOD 

This study uses a quantitative approach with a correlational descriptive 
design to determine the relationship between independent variables, namely ESG 
performance, and financial performance to dependent variables, namely financial 
flexibility. The population in this study is all companies listed on the Indonesia 
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Stock Exchange in 2022 – 2024. Sampling was carried out by purposive sampling 
technique. Some of the criteria used as a reference are companies listed on the 
Indonesia stock exchange in 2022-2024, have ESG performance every year at 
Thomson Reuteurs and report financial statements every year. From these criteria, 
44 companies were obtained as the object of the research. So that 132 observations 
data were collected for data processing. In this study, the authors included a year 
as a control variable to differentiate between the periods during and after the 
pandemic. This is in line with statements from the World Health Organization 
(WHO) and the government that the pandemic will not be declared over until mid-
2023. 
 The data analysis technique used is inferential statistics. Inferential statistics 
are statistics used to predict or test hypotheses in a certain part of the population. 
This study used a linear regression test with the help of Stata software version 18. 
The operationalization of the variables in this study are. 
 

Table 2. Variable Operationalization 
Variable Name Definition Source 

Financial flexibility Cash and cash equivalents 
are deflated with the total 
assets in the company in the 
year to t. 

Indonesia Stock 
Exchange 

ESGit performance Combined ESG score in 
companies in year i-1 

Thomson Reuters 

Financial performance Net profit deflationary with 
total assets 

Indonesia Stock 
Exchange 

Variable Control 

Yearit Differentiate the period 
before and during the 
pandemic using dummy 
variables: 
Period during pandemic = 0 
Post-pandemic period = 1 

Attached by the 
researcher 

Sizeit The natural logarithm of the 
total assets in the company i 
year t. 

Indonesia Stock 
Exchange 

 
The research model is as follows. 
FFit = β0 + β1ESGit-1 + β2FPit + β3Yearit + β4Sizeit + εit 

 

Description: 
FFit : Deflated Cash and cash equivalents with total assets in company i yeart 
ESGit-1 : ESG Performance in company i year t-1 
FPit : Financial Performance in company i year t 
Yearit : Dummy year 
Sizeit : Firm size (logarithm of natural assets) 
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RESULTS AND DISCUSSION 
Statistics descriptive 

Descriptive statistics provide a concise overview of the main characteristics 
of the analyzed data such as mean, median, mode, standard deviation, and 
minimums and maximums used to understand the distribution and consistency of 
the data. The following is a table of the results of descriptive statistical analysis. 

Table 3. Statistics Descriptive 

Deskription N Min Max Mean Std. Dev 

Financial Flexibility 132 0,00413 0,54175 0,10845 0,09350 

ESGt-1 132 16,93000 87,75000 56,47333 18,48047 

Financial Performance 132 -0,05072 0,45427 0,07674 0,08223 

Year 132 0,00000 1,00000 0,66667 0,47320 

Dummy Size 132 12,52522 22,37903 17,68508 2,16668 
  

Based on table 3. it is known that financial flexibility has the lowest value of 
0.00413, while the highest value is 0.54175. Furthermore, the ESGt-1 has the lowest 
value of 16.93000 or is in the poor category. This indicates that there are companies 
that do not pay attention to ESG or are involved in matters that result in major 
controversies. While the highest value of the ESGt-1 is 87.75000 or is in the excellent 
category, it means that the company has excellent and transparent ESG practices. 
Financial performance as measured by profitability has the lowest value of -0.05072 
which means the company suffers losses, while the highest value of financial 
performance is 0.45427 which means that the company can generate a profit of IDR 
45 for every IDR 1 asset. 
 
Classic Assumption Test 

Before conducting regression analysis, a classical assumption test is first 
carried out to ensure that the model used meets the requirements of good and 
unbiased OLS estimation. Based on the results of the test using Stata software, the 
overall results of the classical assumption test, it can be concluded that the linear 
regression model used has fulfilled all classical assumptions, so it is suitable for use 
in the analysis stage and drawing further conclusions. 
 
Discussion 

The results of data processing in this study are shown in the following table 
Table 4. Regression Output 

 
 
 

                                                                              

         rho    .94024193   (fraction of variance due to u_i)

     sigma_e    .00136974

     sigma_u    .00543327

                                                                              

       _cons       1.0151   .0130497    77.79   0.000     .9887833    1.041418

       Dummy    -.0050156   .0003022   -16.60   0.000     -.005625   -.0044063

          FS    -.0522159   .0007282   -71.70   0.000    -.0536845   -.0507473

          x2     .2624319   .0020713   126.70   0.000     .2582547    .2666091

    x1_resid            1   .0039441   253.54   0.000     .9920459    1.007954

                                                                              

           y   Coefficient  std. err.      t    P>|t|     [95% conf. interval]

                             Robust

                                                                              

                                    (Std. err. adjusted for 44 clusters in id)

corr(u_i, Xb) = -0.0878                         Prob > F          =     0.0000

                                                F(4,43)           =   29392.59

     Overall = 0.9966                                         max =          3

     Between = 0.9963                                         avg =        3.0

     Within  = 0.9986                                         min =          3

R-squared:                                      Obs per group:

Group variable: id                              Number of groups  =         44

Fixed-effects (within) regression               Number of obs     =        132
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The Effect of ESG Performance on the Company’s Financial Flexibility 
Based on table 4. It is known that the P value of the < alpha set is 0.05. So that 

the first hypothesis in this study was accepted. It can be concluded that ESG 
performance has a significant positive effect on financial flexibility. Companies that 
have good performance in the Environmental, Social, and Governance aspects tend 
to have more flexible or adaptive financial capabilities in dealing with financial 
pressures and investment opportunities. This is because the company is considered 
to be able to reduce exposure to risks that can harm the company. In addition, 
companies are also considered to be able to choose cheaper access to financing so as 
to reduce the company's dependence on debt. This can increase investor confidence 
to invest because the company is considered to be able to provide long-term 
stability. The company will have a higher capacity to manage its financial structure, 
be able to maintain liquidity, and be able to access funding sources more efficiently 
amid uncertain market dynamics. This is in line with the results of research 
conducted by [10] that states that ESG performance has an effect on positive for the 
company's flexibility and financial performance. Companies with high ESG scores 
have better ability to face challenges and adjust financial strategies quickly. 
Financial flexibility is significantly influenced by ESG, and companies with high 
ESG tend to be more sustainable because they have flexible financial structures [17].  
 
The Effect of Financial Performance on the Company’s Financial Flexibility 

Based on table 4. It is known that the P value < alpha is 0.05. So that the 
second hypothesis in this study is accepted. Therefore, it can be concluded that 
financial performance has a significant positive effect on financial flexibility. This 
means that financial performance can increase financial flexibility. The higher the 
financial performance, the better the financial flexibility, so that the company has a 
higher ability to manage the assets owned by the company. Companies that have 
high profitability are able to build the company's internal funds from the profits 
earned every year. This can reduce the company's dependence on expensive 
external financing. So it can be ensured that the company is able to fund investment 
activities from internal funds. High financial performance allows companies to have 
high cash reserves that can be used as a buffer for the company when facing a 
recession or taking advantage of new opportunities such as research and 
development activities. Companies that have high financial performance also allow 
obtaining funding more easily because they are considered to have a low risk of 
default. This also increases investor confidence to invest so that companies have 
easy access to financing. 

This is in line with research conducted by [18] shows that companies with 
good financial performance have greater financing flexibility and are able to be 
more adaptive to global economic dynamics. Study [19] demonstrate that flexible 
financial instruments support financial performance outcomes and create a 
mutually reinforcing relationship between financial performance and flexibility. 

 
CONCLUSION 

There are several things that can be concluded from this study. ESG 
performance has a positive effect on financial flexibility, meaning that companies 
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with high ESG scores have a better ability to manage financial structures, maintain 
liquidity, and access funding sources efficiently in the face of market dynamics. 
Financial performance proxied by ROA has a positive effect on financial flexibility. 
The higher the financial performance, the greater the financial flexibility, so that the 
company has a higher ability to manage the assets owned by the company. 

This study is limited to the ESG performance provided by Thomson Reuters 
database, so the number of companies used as research samples is limited. So the 
suggestion for further research is to be able to use other databases to obtain ESG 
performance values such as Bloomberg database and the Dow Jones sustainability index 
so that the number of companies used as research samples is more. 
 
BIBLIOGRAPHY 
[1] K. Akhmedov, “Financial Planning and Business Performance: Evidence from 

Private Sector of Uzbekistan,” SSRN Electron. J., 2016, doi: 
10.2139/ssrn.2825040. 

[2] S. Gillan, A. Koch, and L. T. Starks, “Firms and social responsibility: A review 
of ESG and CSR research in corporate finance,” J. Corp. Financ., vol. 66, p. 
101889, 2021, doi: 10.1016/j.jcorpfin.2021.101889. 

[3] M. F. Alsayegh, R. A. Rahman, and S. Homayoun, “Corporate Economic, 
Environmental, and Social Sustainability Performance Transformation 
through ESG Disclosure,” Sustainability, vol. 12, no. 9, p. 3910, 2020, doi: 
10.3390/su12093910. 

[4] D. Zhang and L. Liu, “Does ESG Performance Enhance Financial Flexibility? 
Evidence from China,” Sustainability, vol. 14, no. 18, p. 11324, 2022, doi: 
10.3390/su141811324. 

[5] R. A. Elsherbiney, K. Elgiziry, and B. S. Allam, “Examining the Determinants 
of Financial Flexibility: The Egyptian Case,” vol. 5, no. 2, 2025. 

[6] R. Islam, M. Wang, and L. V Dewri, “Financial Flexibility—A Synthesis of 
Literature Review,” Int. J. Account. Financ. Report., vol. 9, no. 1, p. 245, 2019, 
doi: 10.5296/ijafr.v9i1.13195. 

[7] Z. Hao, X. Zhang, and J. Wei, “Research on the effect of enterprise financial 
flexibility on sustainable innovation,” J. Innov. Knowl., vol. 7, no. 2, p. 100184, 
2022, doi: 10.1016/j.jik.2022.100184. 

[8] M. R. Islam, “How to Achieve Financial Flexibility: The Role of Corporate 
Governance,” J. Knowl. Econ., vol. 15, no. 2, pp. 6541–6577, 2023, doi: 
10.1007/s13132-023-01182-3. 

[9] Y. Mahmood, A. Rashid, F. Rizwan, and M. Ahmad, “The role of 
macroeconomic and institutional factors in creating corporate financial 
flexibility,” Manag. Decis., vol. 59, no. 4, pp. 732–746, 2021, doi: 10.1108/MD-
12-2018-1332. 

[10] X. Yuan, Z. Li, J. Xu, and L. Shang, “ESG disclosure and corporate financial 
irregularities – Evidence from Chinese listed firms,” J. Clean. Prod., vol. 332, 
p. 129992, 2022, doi: 10.1016/j.jclepro.2021.129992. 

[11] E. F. Brigham and J. F. Houston, Fundamentals of Financial Management, 13th 
ed. Cengage Learning, 2014. 

[12] A. Goss and G. S. Roberts, “The impact of corporate social responsibility on 



Jurnal Accounting Information System (AIMS) 
 

p-ISSN: 2615-7381 
e-ISSN: 2621-7279 

 

 122 
 

the cost of bank loans,” J. Bank. Financ., vol. 35, no. 7, pp. 1794–1810, 2011, doi: 
10.1016/j.jbankfin.2010.12.002. 

[13] A. Mahmoudi, X. Deng, S. A. Javed, and N. Zhang, “Sustainable Supplier 
Selection in Megaprojects: Grey Ordinal Priority Approach,” Bus. Strateg. 
Environ., vol. 30, no. 1, pp. 318–339, 2021, doi: 10.1002/bse.2623. 

[14] K. Chang, W. Sullivan, Y. H. Lin, W. Su, and C. Y. Chang, “The Effect of 
Biodiversity on Green Space Users’ Wellbeing—An Empirical Investigation 
Using Physiological Evidence,” Sustainability, vol. 8, no. 10, p. 1049, 2016, doi: 
10.3390/su8101049. 

[15] Í. Ruan Barbosa De Aquino, J. Ferreira Da Silva Junior, P. Guarnieri, and L. 
Camara E Silva, “The Proposition of a Mathematical Model for the Location 
of Electrical and Electronic Waste Collection Points,” Sustainability, vol. 13, no. 
1, p. 224, 2020, doi: 10.3390/su13010224. 

[16] S. El Ghoul, Z. Gong, O. Guedhami, F. Hou, and W. H. S. Tong, “Social trust 
and firm innovation,” J. Int. Financ. Mark. Institutions Money, vol. 84, p. 101745, 
2023, doi: 10.1016/j.intfin.2023.101745. 

[17] S. Ma and A. Appolloni, “Can financial flexibility enhance corporate green 
innovation performance? Evidence from an ESG approach in China,” J. 
Environ. Manage., vol. 387, p. 125869, 2025, doi: 
10.1016/j.jenvman.2025.125869. 

[18] K. Bua, G. Dosi, and M. E. Virgillito, “The finance-growth nexus over the long-
run,” 2025. doi: 10.57838/SSSA/AVYA-9S91. 

[19] W. Yang, S. Zou, X. Fan, and Q. Chang, “Nonlinear effects of green finance on 
net primary productivity under environmental regulation constraints,” 
Discov. Sustain., vol. 6, no. 1, 2025, doi: 10.1007/s43621-025-01537-7. 

 
 


