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ABSTRACT
Firm value is a concern for the market, so it is crucial for the public bank. The research
aims to test whether sustainability disclosure can reduce market pressure due to changes in
company size, profitability, growth, and leverage in the banking industry. This research was
conducted on Indonesia's public banks in 2015-2019. The total sample is 190 firm-years.
Hypothesis testing technique uses variance-based structural equation modeling using SmartPLS
ver. 3.3.2. The research results prove that sustainability disclosure is a mediating variable to
reduce firm value pressure due to changes in profitability, operating income growth, and
leverage. The bank's size has no impact on sustainability disclosure and also firm value. It is
because the principal does not consider it a direct reflection of management's operational
performance. It is because the principal does not consider it a direct reflection of management's
operating performance. Expanding sustainability disclosures can reduce management concerns
that decreased profitability and growth and increased leverage. The novelty of this research is to
reveal a new point of view, namely the function of social responsibility activities to maintain firm
value due to shocks in company conditions. This disclosure function is new and needs to be
investigated further. The study's results have theoretical implications for the impact arising from
sustainability disclosures. The practical implication is the importance of broader disclosure to
give confidence about companies' sustainability prospects to the principal and society.
Keywords: Agency Theory, Principal, Sustainability Disclosure, Firm Value.
JEL Classification: D22, M41
INTRODUCTION
In the perspective of agency theory, the firm value becomes one of the agent's
responsibilities to the principal. The principal is the owner of the fund entrusted to the agent to
be managed. Principals can be owners, investors, or creditors. In a broad context, it can mean
stakeholder. Firm value is a reflection of shareholder satisfaction with the firm. The market can
give penalties to management if their performance does not match expectations. The decline in
the market value of the firm leads to the possibility of a lower yield. The existence of a market
penalty mechanism causes management to be careful in managing the firm.
Firm performance can be a determinant of firm value because firm performance can be a
positive signal for principals. The financial statements' information describes information related
to its economic development condition (Lee & Lee, 2019). Companies that provide adequate
performance information are considered to have an excellent ability to maximize principal
prosperity in the future. Therefore, the firm's shares will be increasingly in demand, and the
selling price will increase, causing the firm's value to increase (Nguyen et al., 2020).
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Good performance is pleasant management information for principals, both investors and
bondholders. Financial performance is one factor that becomes the reference for principals in
trading shares. Good economic performance will also increase market response, impacting the
price of shares traded on the capital market (Herman, 2018; Kustono et al., 2021). Improving
financial performance is an obligation, so that firm shares still attract principals' attention.
Financial performance can be seen from the firm's published financial statements.
The financial statements are the result of a firm's accounting process. Investors or
creditors can use the accounting information contained in the financial statements for making
investment decisions. Principals can find out the good or bad financial performance of the firm
by using financial performance. Several variables that are considered influencing firm value are
firm size, leverage, profitability, and growth.
Previous research has shown inconsistency in results. Some studies suggest that firm size
has a positive effect, while others find it negative, likewise with leverage, profitability, and
growth. The information presented in these variables can be pleasant or unexpected. These
variables' inconsistency is thought to be mediated by other variables (Činčalová & Hedija, 2020;
Lee & Lee, 2019; Mahrani & Soewarno, 2018; Ramadhani & Agustina, 2019; Sheikh, 2019).
The mediating variables reduce the impact of changes on these variables (Galdeano et al., 2019).
Management seeks to protect the firm's value from negative market views (Kustono &
Effendi, 2016). One of the instruments used is the delivery of information about profit, growth,
and firm liability. The firm must increase its influence if conditions are favorable and reduce if
the impact is negative.
One of the ways to reduce negative visibility is the delivery of positive information
owned by the firm. One of them is by disclosing sustainability activities (sustainability
disclosure). Sustainability disclosure is a concept that reveals a firm has various forms of
responsibility towards all stakeholders and the environment. The disclosure also presents the
values and models of corporate governance and shows the relationship between its strategy and
its commitment to a sustainable global economy (Chapagain, 2012; Szegedi et al., 2020).
The effect of sustainability disclosure on firm value can be explained using a theoretical
basis, namely agency theory. The principal surrenders his funds to be managed by the agent.
Principals use market information to provide management performance appraisals because they
do not have sufficient internal information. Market value is a proxy for management
performance by involving market valuations.
The firm's social responsibilities program can contribute to the development of the social
environment in which the firm operates (Hamidu et al., 2015). Social activities can contribute to
sustainable economic growth, thereby improving the quality of life. Sustainability disclosure can
be a means for companies to gain legitimacy for their business operating activities. It is a good
signal to the market (Anh & Bokelmann, 2019; Jermsittiparsert et al., 2019).
Individual investors are more interested in social information reported by companies in
annual reports. The firm's cost of corporate social responsibility activities is also used as
information to show the firm's prospects. The firm manager tries to provide a clue to investors
regarding the prospect value of the firm. Principals can use it to consider whether they want to
invest in a firm or not (Mahmood et al., 2019). Information signals related to the disclosure's
implementation from firm managers that are well responded to by the market will have
consequences on the firm's value. If principals trust the signal regarding positive information,
such as the possibility of future income, it can increase the stock price and trading volume. Thus,
the better the firm's information, the better the firm's stock performance will be.
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Banks are an industry that is considered to extract little from nature, so they are
considered to have little impact on the environment, and there is little research on the
sustainability of banks. This is a contradiction because banks are consumers of processed
products from nature, such as paper and energy. Banks are also tech-intensive and peopleintensive. The sustainability of a bank has a broad impact on the stability of the country's
economy.
There are few studies in Indonesia related to sustainability reporting in banking. In line
with other global studies, these studies' results have not shown consistency (Amidjaya &
Widagdo, 2019; Muslichah, 2020; Rizki et al., 2019). It is probably because the reporting rules
were newly established. The Indonesia Financial Service Authority stipulates that Indonesian
banks' initial stage to present banking sustainability reports from 2015-2019 and become
mandatory reports for Indonesian banks from 2016. The industry's unique characteristics and
reporting, the lack of research on the disclosure aspects of sustainability in banking, and the
inconsistency of previous research results motivate this research. The sustainability report is the
delivery of bank information in an integrated manner regarding the organization's environmental
and social performance.
LITERATUR REVIEW
The business competition requires companies to show their performance in improving
and maintaining the values that exist within the bank. Managers face concerns that there will be
an impact on firm value due to changes in size (Dang et al., 2020; Szegedi et al., 2020),
profitability (Ifada et al., 2019; Vicente et al., 2011), growth (Fambudi & Fitriani, 2020; Oh &
Kim, 2016), and leverage (Dao & Ta, 2020; Saona & Martín, 2018). Principals can address this
pressure by giving higher penalties or agency costs.
The way out that can be taken is by providing good news by increasing the banks' social
activities. Sustainable reporting is an important step that can be achieved in corporate
sustainability. Principals, regulators, and other stakeholders are increasingly expanding in
developing sustainable reporting practices. Interest in greater transparency and corporate
reporting accountability of corporate strategy can promote trust and help markets function more
efficiently in driving organizational progress, social and economic growth. The development and
improvement that are increasing and quite significant have led to global competition in the
corporate environment so that regulators and stakeholders increasingly demand companies to
show their performance in improving and maintaining firm value.
Long-term corporate sustainability is more important than just profitability. This
phenomenon encourages corporate social activity as a form of responsibility for the social and
environmental aspects, which are determinants of sustainability. Investors and creditors can use
Corporate Social Responsibility to understand the relationship between sustainability
performance and sustainability disclosure. Even though the initial exposure is a voluntary
disclosure, indicating that it is information or disclosure that exceeds what is required, which is
seen as disclosure of performance information. Companies to increase the market value of the
bank. Companies use sustainability disclosure to help users of financial statements know more
about their sustainability performance.
Social responsibility is the responsibility of companies that are oriented towards society
and business. In establishing relationships with the community, the bank makes efforts to build a
positive image towards society to create a sense of trust. The bank has a policy regarding its
strategy in obtaining profits and efforts to win the competition. The limitation of bank policies
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must involve all stakeholders who should be limited. Focus on policies that can build positive
interactions between the bank and its activities with the local community.
The bank is no longer only a selfish entity and the exclusivity of the community but as a
legal entity obliged to make socio-cultural adaptations to the environment in which it is located
and can be held accountable like traditional subjects in general. Corporate social responsibility
activities are an ongoing joint commitment of all companies to be jointly responsible for existing
social problems. Sustainability disclosure is an integration method to solve environmental and
social issues integrate with their operations.
Some of the benefits can be obtained by companies that carry out sustainability
disclosure. According to (Kustono et al., 2020), the firm grows sustainably and gets the
community's right image. Second, broader access to get a loan and additional equity. Third,
companies will have loyal employees. Fourth, management can make decisions
comprehensively, and there is minimal litigation risk.
Various reasons for companies to voluntarily disclose social responsibilities information
have been investigated in previous research. Some research includes complying with firm size,
profitability, growth, leverage, and attracting principals.
Firm size reflects the firm size, as seen from its total asset value (Kustono, 2021).
Principals generally pay attention to larger firms because of possible political costs, monopolies,
or other consequences. On the other hand, large companies also have income stability. With a lot
of asset ownership, the possibility of a bank going bankrupt is relatively low. Consequences and
stability make owning large companies safer and their yields guaranteed. This factor encourages
principals to provide higher value. The value of the bank's shares is increasing. They are
considered to have great attractiveness to potential investors.
Larger companies may have shareholders who pay attention to the social programs
companies create in their annual reports, which are the means for disseminating information
about corporate social and financial responsibility. More shareholders mean more disclosure. It
was due to demands from shareholders and stock market analysts.
The political costs faced by the bank will be manipulated by management so that they are
reduced. Principals and market participants prefer to receive good news. This reason encourages
the notion that large companies tend to announce more good news than small companies. The
dissemination of this information is expected to reduce pressure on companies, both from
regulators and market mechanisms. The sustainability report is one of the bank's instruments to
avoid higher social and political costs.
Sustainability disclosure can be a beneficial corporate strategy, improve decision making,
and maintain good relationships with society (Goshu et al., 2017; Lourenço et al., 2012).
Principals give positive respond through increasing stock prices. Vice versa, if the firm has a bad
environmental performance, principals will doubt the firm and result in a negative response,
namely fluctuation in the price of the firm's shares in the market, which is decreasing from year
to year.
Sustainability disclosure can be used to divert issues related to firm size. The report
encourages principals to pay attention to the activities associated with environmental
responsibility. Previous research shows a significant positive effect of firm size on disclosure.
H1: The larger the bank's size drives greater the sustainability disclosure scope to divert the principal from
the impact of changes in company size and paying more attention to corporate sustainability disclosure
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Profitability is the bank's ability to generate profits over a certain period. The firm cannot
attract outside capital sources to invest in the firm without profit. According to (Fiscal &
Steviany, 2015), investors can expect high dividends with high profits. If a stock produces a high
yield, it will impact increasing firm value. They conclude that interest margin affects firm value.
Assessment of a banking firm's profitability determines how much the net interest margin ratio
can measure the bank's ability to generate profits. This ratio shows the bank's ability to generate
net interest income to process total productive assets (Witek-Crabb, 2019).
Stakeholder theory states that companies need to provide information about their
stakeholders' firm performance to know its activities. The increased profitability encourages the
greater level of sustainability disclosure to describe the firm's performance so that the
community can accept the firm (Mahmood et al., 2019). Meanwhile, according to agency theory,
the greater the firm's profit, the more extensive it discloses the social information. It is done to
reduce agency costs that arise.
A profit-making firm has an incentive to differentiate itself from other, less profitable
companies. One way to differentiate yourself is by providing sustainability disclosure. So that
the higher the firm's ability to generate profits, it is expected that the firm can provide more
disclosure. Companies with bad news tend not to disclose bad news to the market, aiming that
firm value does not decrease.
Companies with good news will convey information to the market by completing
sustainability disclosure to annual reports. It is hoped that complete annual report information
will have a positive impact on the firm. If the disclosure of good news is not carried out, the
market will interpret it as bad news to impact its low rating. Swandari & Sadikin (2016) explains
that profitability is a factor that gives freedom and flexibility to management to implement and
disclose to shareholders the broader social responsibility program.
The relationship between bank profitability and sustainability disclosure is the argument
that leadership style and social reactions are integrated—the increased profitability in line with a
more comprehensive disclosure of social information. Companies with high profitability will
tend to provide more detailed information because they want to convince investors of their
profitability (Emilsson et al., 2012; Sunghee & Heungjun, 2016; Vu et al., 2020). Besides,
companies that have high profitability have more opportunities to carry out CSR activities.
Therefore, the firm will provide a more detailed disclosure of social responsibility so that the
public, investors, creditors, and other interested parties know for sure the social responsibility
that the firm carries. It can be concluded that low profitability encourages managers to disclose
firm information more broadly to convince all existing stakeholders.
H2: When the level of profitability decreases, the scope of sustainability disclosure increases to divert the
principal's attention from the negative impact of changes in profitability to the bank's sustainability disclosure.

Effect of Firm Growth on the Sustainability Disclosure
The financing decision is essential for companies. In an operating income fast-growing
bank, it can shift the source of financing to debt so that that management can avoid agency
conflicts with the principal. The bank has to pay interest costs regularly. Conversely, if a bank is
experiencing slow growth, it is better to use financing sources from the principal to reduce
pressure due to the debt covenant threshold. Funding for growth can be made using retained
earnings.
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Changes in operating income growth (growth) certainly have an impact on firm value.
Management can use sustainability disclosures to make the impact of changes in growth
insignificant for shareholders. (Nyame-Asiamah & Ghulam, 2019) showed that companies with
high growth would disclose more information about sustainability disclosure than companies
with low growth.
Banks that have profitable growth in terms of economic concepts can guarantee the
sustainability of their economic activities. This sustainability can reflect its ability to carry out its
social responsibility maximally more than banks with low growth (Nyame-Asiamah & Ghulam,
2019; Sunghee & Heungjun, 2016; Xanthi et al., 2020). Therefore, banks will tend to make
disclosures related to social responsibility implemented to show the advantages of banks that can
grow to face competition in the business world to get a positive response from stakeholders.
Also, firm growth indicates an increase in the firm's ability to finance activities and sustainability
disclosure so that stakeholder needs for complete information can be appropriately fulfilled.
Stakeholder theory states that companies with high growth will get a lot of attention from
stakeholders. Banks with high growth tend to make more disclosures, especially those considered
good news, including disclosures of social responsibility.
H3: When the bank's operating income growth has decreased, the sustainability disclosure scope increases
to divert principals' attention from the negative impact of growth changes to the bank's sustainability disclosure.

Effect of the Leverage on the Sustainability Disclosure
Leverage is a tool to measure how much a firm depends on creditors in financing its
assets. According to (Amal et al., 2019), high-interest rates on debt also encourage creditors to
take an active role in monitoring the firm (management), where debt provides a signal about the
firm's financial condition to find out its obligations. Therefore, banks need to provide other
information to divert their supervision, such as disclosing social responsibility activities.
The policy of financing use debt will benefit income tax savings. The nature of the
interest expense that must be paid periodically is a deductible expense. However, if debt exceeds
the optimal limit, the use of debt will reduce the firm's value because of greater risk in the form
of bankruptcy. With share ownership by managers, it is expected that debt is formed in its
optimal structure to achieve the firm's goal of increasing firm value.
Signaling theory explains that leverage influences firm value. Leverage is a determining
indicator of firm value. It is because companies with less leverage will have the ability to provide
more positive signals. Information published by managers will immediately respond from the
market if the published information contains a positive value. Thus, companies with less
leverage will be more attractive to principals. Leverage prevents principals from the possibility
of bankruptcy. Information influences individuals' decision-making process. Therefore,
companies with greater leverage will increasingly strive to create corporate firm value.
Companies with less leverage will have a higher ability to make better corporate value
(Febriyanto, 2018). Large companies would get greater profits from their operating activities to
increase their profitability. Thus, the greater the firm's leverage, the greater the ability to create
better corporate value. Several previous studies have also proven the presumption regarding the
influence of leverage on firm value. Leverage positively affects firm value. It demonstrates that
the greater the leverage, the greater the firm value.
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Stakeholder theory states that banks need to provide information to all parties interested
in the firm transparently. It means that banks do according to their interests, but they also need to
think about and give benefits to those interested in the firm.
In perspective agency theory, high leverage ratio companies will disclose more increased
social disclosures because the leverage ratio is used to see its capital structure. It can be seen the
risk of uncollectible debt. Bondholders need additional good information to make sure about the
future firm performance. Banks with a high debt ratio have significant financial risks. It can lead
to a decrease in other parties' confidence in the firm's ability to return its funds. When it is related
to the theory of legitimacy, banks with high debt need to disclose sustainability disclosure so that
the firm continues to gain the trust and positive reactions from other parties (Amal et al., 2019;
Nguyen et al., 2020).
Nguyen et al. (2020) states that companies with high leverage need to provide more
disclosure. They have to explain to investors, creditors, or other interested parties their ability to
pay debts and the impact of these loans on CSR activities, employees, society, and the
environment. Companies with higher leverage ratios try to convey more good news as an
instrument to reduce monitoring costs for principals so that companies with high leverage will
disclose more social responsibility information than companies with a low leverage ratio.
H4: When the leverage increases, the scope of sustainability disclosure becomes wider to divert the
principal's attention from the negative impact of changes in leverage on bank sustainability disclosures.

METHODOLOGY
The research aims to test hypotheses with a quantitative approach. The variables tested
were financial leverage, firm growth, firm size and profitability as independent variables,
sustainability disclosure as an intermediate variable, and firm value as an endogenous variable.
This study's data type is secondary data from the bank's financial statements published on the
Indonesia Capital Market.
Population and Sample
The population is the generalizability of the findings where the conclusions can be
applied. This population is the banking listed on the Indonesia Stock Exchange for 2015-2019.
Sampling using specific criteria. The criteria used in sample selection are:
1.
2.

3.

A public bank.
Bank presents a complete annual report for 2015-2019 and generated consecutive profits. Banks that have
experienced a loss of at least one year are not included in the analysis. It aims to equalize the financial condition
of each bank. Financial distress firms generally carry out abnormal strategies, so there is concern that it will
interfere with the conclusion drawing process.
Bank's financial statements are stated in rupiah.
Firm value is measured using the Price Book Value Ratio (PBV). The formula for this PBV ratio is:

PBV=

Market price per share
Book value

(1)

Firm size is measured using the total asset.
TA = ∑ Asset

(2)

7

1528-2635-25-2-686

Academy of Accounting and Financial Studies Journal

Volume 25, Issue 2, 2021

Financial leverage is a ratio that describes the extent to which the bank's debt is used in
the capital. Financial leverage is calculated using the formula:

DER=

 Debt
 Equity

(3)

Firm growth is the banks' ability to increase their income. The growth uses the ratio of
operating income growth. The bigger the income, it is expected that the greater the operational
results generated by the banks.

GROWTH=

Operating incomet - Operating incomet-1
Operating incomet-1

(4)

Profitability shows banks can generate profits in a certain period. Profitability is a ratio
that measures the bank's ability to obtain a positive profit increasing. It calculated using:
ROA=

Net Income
Asset

(5)

The CSR variable is measured using the banks' CSR information disclosure index based
on GRI 4. This indexing is done by giving a value of 0 if it does not disclose the item and a value
of 1 if it discloses it. The formula is as follows:

CSRDj=

X

ij

(6)

Nj

With:
CSRDj = corporate social responsibility disclosure
∑Χij = 1 if the item i is disclosed, 0 if not disclosed
Nj = number of items for bank j
Hypothesis testing uses the Partial Least Square method with SmartPLS version 3.3.2
software with basic bootstrapping, 300 iterations and 500 subsamples were used for hypothesis
testing. PLS does not require normality distribution assumptions to be used for both small and
large samples.
RESULTS AND DISCUSSION
This study aims to prove the role of sustainability disclosure on the direct impact of
antecedent variables and firm value. Research data were obtained from annual reports and
financial statements from the Indonesia Stock Exchange and data published by each bank on its
official website.
The sample selection uses certain predetermined criteria to ensure the validity of the
research results and the procedure can be seen in Table 1. Prudent observations were done for the
period defined as the study period.
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Table 1
SAMPLE SELECTION
Sample Criteria
It was registered as public banking on the IDX during the research period.
Banks that have changed their business entities
Total samples
Total research observations for five years

Amount
43
(5)
38
190

Source: processed data, 2021
Table 1 shows, for 2015, the banks that have been listed are 43 issuers. There were 5
(five) banks that changed business entities during the study period so that only 38 banks were
sampled, or for the 2015-2019 period, there were 190 firm-years data.
Descriptive Statistics
Descriptive statistics determine the variables' data in the average, minimum, and
maximum values. The independent variables consist of firm size, financial leverage, firm growth,
and profitability.

Variables
Firm Size
Financial Leverage
Profitability
Firm Growth
Sustainability Disclosure
Firm Value

Table 2
DESCRIPTIVE STATISTICS
Min.
Max.
27.4
34.6
1.59
14.75
0.00
0.03
-0.10
1.15
0.12
0.92
9.017
14.56

Mean
31.02
5.6519
0.0121
0.1326
0.4746
12.40

Std. Dev.
2.05
2.49
0.008
0.152
0.2391
1.68

Source: Author' computation data, 2021
Based on the results of the analysis in Table 2, it can be seen that the firm value variable
ranges from 9.017 to 14.56. the mean is close to 12.4, meaning that it is close to the median
value. It can be said that the mean coincides with the median so that the data is well distributed.
The bank's growth variable shows a mean of 0.13. The lowest value of growth is -0.10, and the
highest value is 1.15. Standard Deviation is 0.15. The sustainability disclosure variable shows a
mean of 47.46, the minimum is 12, and the highest value is 92. The standard deviation is 23,912.
This means that it is closer to the minimum value. The firm size variable obtained a minimum
value of 27.4, a maximum value of 34.6 with a mean of 31.02, and a standard deviation of 2.05.
The financial leverage variable has a minimum value of 1.59, a maximum value of 14.75, a mean
value of 5.6519, and a standard deviation of 2.49. The profitability variable has a minimum value
of 0.00, and a maximum value of 0.03, a mean value of 0.0121, and a standard deviation of
0.00829. The mean value is close to the midpoint value, and the data distribution is relatively
good.
Table 3 shows that the disclosure affects firm value. The disclosure variable's path
analysis test influences the firm value to obtain a significance value of 0.004 and the original
sample value of 0.344. These results indicate that the sustainability disclosure variable has a
positive effect on firm value.
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Table 3
PATH ANALYSIS TEST RESULTS
Path relationship
Original Sample
Std. Dev.
Sustainability Disclosure  Firm Value
0.344
0.120
Firm Size  Sustainability Disclosure
0.041
0.115
Firm Size Firm Value
0.003
0.118
Growth  Sustainability Disclosure
0.269
0.103
Growth  Firm Value
-0.085
0.136
Leverage Sustainability Disclosure
-0.320
0.122
Leverage Firm Value
0.038
0.114
Profitability Sustainability Disclosure
-0.310
0.096
Profitability Firm Value
0.004
0.098

T-Statistic
2.864
0.352
0,021
2.621
0.624
2.626
0.332
3.211
0.036

P values
0.004**
0.725
0.983
0.009**
0.533
0.009**
0.740
0.001**
0.971

Notes: ** and * are 1% and 5% level of significance, respectively
The growth variable's path analysis test shows a significance value of 0.009 and the
original sample value of 0.269. These results indicate that the growth variable has a positive
effect on sustainability disclosure. The leverage variable's path analysis test shows the
significance is 0.009 and the original sample value is -0.320. These results indicate that the
leverage variable has a negative effect on sustainability disclosure. The profitability variable's
path analysis test shows the significance is 0.001, and the original sample value is -0.310. These
results indicate that the profitability variable has a negative effect on sustainability disclosure.
Other path analyses show the relationship between other variables is not significant. The
predictor variable is unable to explain changes in the criterion variable.
DISCUSSION
The path analysis results with Smart PLS show that some of the previous theories and
prepositions cannot be proven in the research sample. Firm size, leverage, growth, and
profitability do not directly affect firm value. The disclosure variable resolves the gaps in facts
and theories.
Agency theory states that where large banks have higher agency costs, they will disclose
broader information to reduce agency costs. Large banks have many principles. More
shareholders, which means that it requires a lot of disclosure, is due to demands from
shareholders and capital market analysts. Currently, many investors and other stakeholders pay
attention to information on social responsibility as firm performance. Stakeholders are
considered necessary by the firm and are very influential in the firm's activities. In running its
business, the firm will certainly deal with many stakeholders following its operational scope. For
business activities to run according to firm expectations, it is necessary to have good
relationships and communication. Social disclosure or sustainability disclosure are considered as
part of the dialogue between the firm and its stakeholders.
Path analysis testing finds surprising results. Previous theories predict a relationship,
either directly or indirectly, between firm value and firm size. Principals assess the firm based on
the number of assets owned by the firm. The test results show that firm size does not affect firm
value. This inconsistency is resolved so that the disclosure is a mask to cover firm size changes'
negative impact. Hypothesis one states that when the firm's size increases, the extent of the
disclosure increases to divert principals' attention from the effects of firm size changes to direct
attention to the firm's sustainability disclosure. The table shows that the hypothesis is rejected.
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Sustainability disclosure is not a medium for an indirect relationship between firm size and firm
value.
Firm assets are not explanatory for changes in firm value and the disclosure of continuing
reports. The market considers that assets are a follow-up effect of management policies but not
an objective strategic management decision. Asset change is a management requirement to
achieve management's short-term goals. The decision is not considered directly affecting the
market. The firm's market value will not change automatically because of the aspects of the
firm's assets. It is consistent with the findings that (Baumann-Pauly et al., 2013; D'Amato &
Falivena, 2020).
Large banks are no different in disclosing information than small banks. It is because
large banks are more likely to face political risk than small banks. A bank is not a firm that is
under political pressure because of changes in firm assets. Banks are also not an industry whose
social responsibility is of public concern because of their business characteristics. Social
disclosure has no impact on the political costs of banks.
An asset is not a predictor for broader sustainability disclosure. External parties use
sustainability disclosure to assess business organizations' accountability for their environmental
and social impacts for a set of external stakeholders. Accounting information must demonstrate
that information is relevant to evaluate its social and environmental effects. Communities need
information that displays the impact of an organization's operations transparently to contribute to
the sustainability goals.
Accounting information for internal users focuses on providing relevant information for
managerial decisions. This information is based on the social activities carried out by the firm.
Sustainability disclosure data helps the organization's internal management towards
multidimensional sustainability goals.
Assets do not have a role in continuing information disclosure. The strategic decisions
taken by management about sustainability are based on providing information on actions to
safeguard the social environment. These results indicate that assets do not affect the number of
social activities that the firm performs.
An autoregressive test is performed to ensure that changes in other variables do not cause
asset changes. Current year asset data (t) is regressed with data from the previous year (t-1). The
autoregressive test data for the sample in Table 4.

Test Summary
Regression
Adjusted R2

Table 4
AUTOREGRESSIVE TEST RESULT
Sum of Squares
Mean Square
154.990
154.990
0.981

F
6599.767

Sig.
0.000

Source: processed data, 2021
Whereas asset year (t+1) is a positive consequence of year t asset. An adjusted R2 shows
98.1%. It shows that the change in the existing assets depends on the previous assets. These
changes tend to be positive so that they are not in line with sustainability disclosure and
fluctuating firm values.
The asset is an indirect operational performance of management in managing the bank.
Unlike assets, leverage, profitability, and bank growth are strategic management decisions that
directly determine its sustainability. Change in total assets are the effects of derivatives and carry
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over from year to year. It is what causes the principal to pay less attention to bank size compared
to other operational variables. Changes in asset size have no impact on sustainability disclosure.
Another reason is because of the different focus of social activities in large and small
companies. The activities are grouped into environmental, social-human rights, labor practices,
product responsibility, society, and public agencies that make the extent of disclosure different.
Leverage is a ratio to measure how much a firm depends on creditors in financing its
assets. Leverage relates to the firm's ability to pay obligations. The high-interest rates on debt
also encourage creditors and bondholders to take an active role in overseeing the firm. Banks
need to disclose other information to reduce surveillance pressure. One way that can be done is
to expand the disclosure of sustainability disclosure.
Agency theory states that banks need to provide information to the principal to reduce the
emergence of asymmetric information (Kustono & Effendi, 2016). Banks need to think about
and transparently offer information to those who have an interest in the firm. The perspective of
this theory also explains that banks with a high leverage ratio will disclose more increased social
disclosures because the leverage ratio is used to see the firm's capital structure so that it can be
seen the risk of uncollectible debt. Additional information is needed to eliminate the principal's
doubts about the fulfillment of their rights as creditors. Banks with high debt potential have large
financial risks. It can lead to a decrease in other parties' confidence in the firm's ability to return
its funds. When it is related to the legitimacy theory, banks with high debt need to disclose a
sustainability disclosure so that the firm continues to get the trust and positive reactions from
other parties.
The test results show that leverage affects firm value through sustainability disclosure.
The disclosure is a mediating relationship between leverage and firm value. Based on the
research, it is concluded that leverage has no direct effect on firm value. It shows that the firm's
debt is one of the drivers of changes in sustainability disclosure. The disclosure is proven to be
an intervening between leverage and firm value variables.
The relationship between the leverage variable and the disclosure is positive. When
experiencing an increase in the level of leverage, banks will increase the disclosure of
sustainability disclosure. Disclosure of sustainability disclosure has a positive impact on firm
value. On the contrary, when the leverage decreases, the firm reduces the level of sustainability
disclosure. Hypothesis 2 states that when the level of leverage increases, the scope of
sustainability disclosure reports also increases. Expanding the disclosure of sustainability
disclosure shifts the issue of growing leverage to disclosure. The firm avoids the decline in firm
value.
Banks with high leverage need to provide more disclosure because they have to explain
to investors, creditors, or other interested parties about the firm's social responsibility,
employees, and the community and environment. Banks with high leverage ratios try to convey
more information as an instrument to reduce monitoring costs for principals. They disclose more
social responsibility information than banks with lower leverage ratios.
Banks that increase in debt tend to be closer to a debt covenant breach or risk of
bankruptcy. An increase in debt means an increased risk of uncollectible debt. The more
outstanding a firm's debt than its assets, the greater the firm's risk to pay its obligations. The
greater the leverage ratio, the greater the level of dependence on creditors and the greater the
burden of debt costs paid by the firm. Banks with high leverage ratios should make more
expansive social disclosures as good news to shareholders. The excellent communication calmed
principals so that they did not put pressure on the market mechanism on shareholders.
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The test results show that profitability affects firm value through sustainability disclosure.
The disclosure is an intervening variable that connects profitability and firm value. Profitability
has no direct effect on firm value. Profitability affects the disclosure, and the disclosure affects
the firm's value. Profitability correlates with the extent of disclosure. If profitability decreases,
the disclosure becomes more comprehensive, and vice versa.
The result is consistent with previous researches (Emilsson et al., 2012; Sunghee &
Heungjun, 2016) and contrasts with the others (Činčalová & Hedija, 2020; Salehi et al., 2019).
Profitability is generally defined as the firm's ability to generate profits to increase shareholder
value. Agency theory shows the possibility of adverse selection due to information asymmetry.
To lower this view, banks need to provide information about the firm's performance to principals
and bondholders to know what the firm's activities are doing.
The decrease in profitability is interpreted as incredible performance. For principals, it is
bad news, so that it may put pressure on management. In these conditions, management hopes to
divert the principal's attention from it. Expanding the disclosure is one way to be taken. The
firm's attention to social and community is strengthening the legitimacy that the firm can survive.
The smaller the firm's profit, the more extensive the social information the firm discloses. It is
done to reduce agency costs that may arise due to these conditions.
It is proven that firm growth does not directly affect firm value. The influence of firm
growth must be through disclosure. The correlation between the two variables is negative.
The test results show that growth affects firm value through sustainability disclosure.
Sustainability disclosure is a solution to the inconsistency theory, which states that growth
affects firm value. This variable mediates the relationship between growth and firm value. The
correlation between growth and sustainability disclosure is negative. The lower the firm's
growth, the management needs to provide good news to reduce pressure from the principal.
Sustainability disclosure is good news that reduces pessimistic principals' assessment to value
the firm value.
The negative operating income growth is anticipated by management by publishing a
broader disclosure of sustainability disclosure. A decrease in growth is an indication of a
reduction in productivity. If a decline occurs, it is bad news for the principal. The productivity of
the firm encourages higher firm profits so that profits for shareholders will also increase.
Principals will respond well to this increase to attract principals to invest their funds in the firm.
Low growth is exposed to the risk of fluctuations in earnings in the future. Principals will give
low value to the firm.
Banks have an incentive to differentiate themselves from other banks by expanding their
sustainability disclosure information. So the lower the level of profitability and growth, the firm
needs performance levers. Banks with bad news tend to display other information as good news
to aim that their value does not decrease. It is hoped that complete annual report information will
have a positive impact on the firm. If the disclosure of good news is not carried out, the market
will interpret it as bad news to impact its low rating.
This study's results align with banks with low profitability and growth that tend to
provide more detailed information because they want to convey to principals about the firm's
prospects. Banks will provide more detailed disclosures regarding their social responsibility so
that the public, investors, creditors, and other interested parties know with certainty the firm's
social responsibility. Expanding sustainability disclosures can reduce management concerns that
decreased profitability and growth and increased leverage concluded by some researchers (Peter
& Ayoib, 2016; Sunghee & Heungjun, 2016; Szegedi et al., 2020).
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CONCLUSION
Change in total assets are the effects of derivatives and carry over from year to year. It is
what causes the principal to pay less attention to bank size compared to other operational
variables. Changes in asset size have no impact on sustainability disclosure. The stated
hypothesis 1 that the greater the firm size, the greater the scope for disclosure of sustainability
disclosure to divert principals from the impact of changes in firm size and pay more attention to
corporate sustainability disclosure is rejected
Sustainability disclosure is good news related to bank performance to principals, reducing
the negative impact of other bad news. If sustainability disclosure is low, it will result in a
decrease in bank value. Stability and profitability can be achieved if the bank carries out social
activities. Hypothesis 2 states that when the level of leverage increases, the scope of
sustainability disclosure also increases to divert principals' attention from the impact of
profitability changes to regional attention on firm's sustainability disclosure is accepted.
Sustainability disclosure can be used by management to divert to a slow growth situation.
Hypothesis 3 states that when the firm's growth has decreased, the sustainability disclosure scope
increases to divert principals' attention from the impact of profitability changes to the firm's
sustainability disclosure is accepted.
Sustainability disclosure can cover the adverse effects of increasing corporate debt.
Principals provide a positive assessment of broader disclosures. They see that the bank is doing
many social activities so that the possibility of litigation and demands from social and
environmental aspects is lower. Hypothesis 4 states that when the level of leverage increases, the
scope of sustainability disclosure also increases to divert principals' attention from the impact of
profitability changes to regional attention on firm's sustainability disclosure is accepted.
This study is limited in several ways. GRI data is data that requires accuracy in
conducting the content analysis. Misidentification will lead to mistaken placement of the
sustainability disclosure score. Research findings can use software that can perform content
analysis. In 2018, a new GRI standard was issued so that banks prepare sustainability reports for
2019 using these standards. This study still uses the GRI 4 standard and thus requires some
modifications.
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