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Ketidakpastian ekonomi global dan meningkatnya tuntutan terhadap
praktik keberlanjutan di negara berkembang, termasuk Indonesia,
mendorong perusahaan untuk mengintegrasikan manajemen risiko dengan
strategi keberlanjutan. Penelitian ini bertujuan untuk menguji pengaruh
ERM terhadap kinerja perusahaan dengan mempertimbangkan peran
sustainability performance. Penelitian ini menggunakan regresi data panel
pada 120 perusahaan non-keuangan yang terdaftar di Bursa Efek Indonesia
selama periode 2019-2023. Hasil penelitian menunjukkan bahwa ERM
dan sustainability performance berpengaruh positif terhadap kinerja
perusahaan. Namun, sustainability performance tidak terbukti memediasi
hubungan antara ERM dan kinerja perusahaan. Temuan ini menunjukkan
bahwa manajemen risiko dan keberlanjutan berkontribusi terhadap kinerja
perusahaan melalui jalur yang berbeda. Secara praktis, perusahaan perlu
meningkatkan integrasi antara manajemen risiko dan strategi
keberlanjutan, sementara regulator didorong untuk memperkuat standar
pengungkapan keberlanjutan.

Kata Kunci: Enterprise Risk Management, Kinerja Perusahaan, Kinerja
Keberlanjutan, Teori Pemangku Kepentingan

ABSTRAK

Growing global economic uncertainty and increasing sustainability
demands in developing countries, including Indonesia, require firms to
integrate risk management with sustainability strategies better. This study
aims to examine the effect of ERM on firm performance while accounting
for sustainability performance. The study employs panel data regression
on 120 non-financial companies listed on the Indonesia Stock Exchange
during the period 2019-2023. The results show that both ERM and
sustainability performance have a positive effect on firm performance.
However, sustainability performance does not mediate the relationship
between ERM and firm performance. These findings suggest that risk
management and sustainability contribute to firm performance through
different pathways. In practice, firms need to align risk management with
sustainability strategies better, while regulators should strengthen
sustainability disclosure standards.
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1. Introduction

In today’s increasingly uncertain global business environment, marked by geopolitical
tensions and economic instability, companies are facing greater operational and financial
risks (Anggraini & Hidayat, 2025; Roscoe et al., 2023). In Indonesia, these challenges are
even more pronounced. The country ranks as the second most vulnerable in the world
according to the 2024 World Risk Index (WRR, 2024), highlighting the urgency for firms
to manage risk more effectively. In this context, implementing Enterprise Risk
Management (ERM) is no longer optional, but essential for navigating uncertainty and
sustaining long-term performance (Nkansa et al., 2025; Nugroho, 2025).

That said, previous studies suggest that ERM is often applied only as a formality to
meet regulatory requirements rather than being fully integrated into strategic decision-
making (Al-Shaikh et al., 2021; Malik, 2026). From a stakeholder perspective, this “check-
the-box™ approach limits a company’s ability to address environmental and social risks
properly. As a result, ERM may not deliver real performance improvements and can even
increase financial and reputational risks (Sitinjak & Khabibah, 2023).

To overcome this issue, ERM needs to be aligned with Sustainability Performance
(SP), which reflects how firms respond to stakeholder expectations, particularly regarding
Environmental, Social, and Governance (ESG) concerns (Saeidi et al., 2021). In Indonesia,
this alignment is becoming increasingly important due to regulations from the Financial
Services Authority (OJK), such as POJK No. 51/POJK.03/2017 and POJK No.
16/SEOJK.04/2021, which require companies to disclose sustainability practices
(Rahmaniati & Ekawati, 2024). From a theoretical standpoint, sustainability performance
can act as a bridge between ERM and firm performance. Companies that manage ESG-
related risks effectively are more likely to meet stakeholder expectations and achieve better
long-term outcomes (Kalash, 2023; Quang et al., 2024).

Despite its relevance, several gaps remain in the literature. First, findings on the
relationship between ERM and firm performance remain inconsistent, suggesting that
ERM’s impact may depend on other supporting mechanisms (Nasr et al., 2019; Quang et
al., 2024). Second, many studies measure ERM using qualitative approaches or disclosure
indices, which may not fully reflect the effectiveness of risk management in practice (Khan
et al., 2022). Third, research examining the combined relationship among ERM,
sustainability performance, and firm performance remains limited, especially in emerging
markets like Indonesia, where environmental and economic risks are relatively high.

To address these gaps, this study proposes an integrated framework that connects
ERM, sustainability performance, and firm performance. ERM is measured using a
disclosure index to capture how risk management is structured within firms. In addition,
financial stability at the firm level is considered to provide a more complete view of risk-
related outcomes. The main objective of this study is to analyze how ERM affects firm
performance, with sustainability performance as a mediating variable.

This study offers several contributions. Academically, it provides a more
comprehensive understanding of how risk management and sustainability interact to
influence firm performance. From an ethical standpoint, it highlights the importance of
incorporating stakeholder-related risks into risk management practices. In practice, it
underscores the need for companies to align ERM with sustainability efforts to manage
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both financial and non-financial risks. Finally, from a policy perspective, the findings can
support the development of regulations that better integrate risk management and
sustainability practices, particularly in emerging markets such as Indonesia.

This study offers several contributions. From an ethical perspective, it highlights the
importance of addressing stakeholder risks, particularly environmental and social issues,
within risk management practices. From a practical perspective, the study underscores the
importance of integrating ERM with sustainability performance to manage both financial
and non-financial risks. From a policy perspective, the findings point to the need for
stronger alignment between ERM and sustainability. In particular, this study provides
insights that may support the development of regulatory frameworks to optimize the role of
ERM and sustainability performance within corporate strategy. From a policy perspective,
the findings imply that strengthening sustainability may facilitate the integration of ERM
and sustainability practices, particularly in emerging markets such as Indonesia.

2. Theoretical Framework and Hypothesis Development
2.1 Key Concept and Theory

This study adopts stakeholder theory to explain the mechanism linking ERM, SP, dan
FP. Stakeholder theory posits that firms are responsible not only to shareholders but also to
a broader set of stakeholders, including employees, customers, regulators, and society
(Donaldson & Preston, 1995; Freeman, 1984). From this perspective, firm performance
should not be assessed only in financial terms, but also in terms of how well the firm
responds to environmental and social responsibilities that matter to its stakeholders.

Seen from this angle, managing risks related to stakeholder interests becomes an
essential part of organizational strategy. ERM offers a structured approach that helps firms
identify, assess, and manage risks, including those related to environmental, social, and
governance (ESG) issues (Resende et al., 2024). When these risks are incorporated into
strategic decision-making, ERM can improve governance quality, reduce uncertainty, and
increase operational efficiency, all of which may contribute to stronger firm performance.

At the same time, stakeholder theory also suggests that firms are under increasing
pressure to respond to sustainability demands. Sustainability performance reflects the
extent to which firms address ESG issues and align their operations with stakeholder
expectations. Firms with stronger sustainability performance are generally more likely to
build trust, strengthen legitimacy, and maintain better relationships with stakeholders,
which can improve both financial and non-financial performance outcomes (Zheng & Bu,
2024; Fagera et al., 2026; Loureiro et al., 2021).

Overall, stakeholder theory provides a useful framework for understanding how firms
manage both risk and sustainability to create value. ERM is expected to improve firm
performance directly through better governance and stronger risk control, while
sustainability performance contributes by helping firms meet stakeholder expectations. The
relationship among these elements ultimately depends on how closely risk management
practices are aligned with sustainability objectives.

2720-9067 (ISSN), 2685-1059 (E-ISSN)

73
open access at: https://akurasi.unram.ac.id



Jurnal Studi Akuntansi dan Keuangan Vol. 9 (1), 2026, halaman 71 - 90

2.2 Hypothesis Development
2.2.1. ERM and Firm Performance

Dewi et al. (2024) argue that the effective implementation of ERM enhances firm
performance by reducing performance volatility and improving the quality of managerial
decision-making through systematic risk integration. From a stakeholder perspective, ERM
serves as a critical mechanism for aligning firm actions with stakeholder expectations,
particularly by enabling the identification and management of risks that affect both
financial and non-financial outcomes. Such alignment may strengthen corporate reputation
and stakeholder confidence, thereby contributing to superior firm performance (Iznillah &
Rasuli, 2024).

ERM is conceptualized as a comprehensive and integrated framework for identifying,
assessing, and managing risks that may influence organizational outcomes (Chartpolrak &
Tangthong, 2020). Its implementation allows firms to mitigate uncertainty, limit
unexpected losses, and enhance adaptive capacity in dynamic business environments
(Murinda et al., 2021). Consequently, ERM is expected to improve firm performance
across both financial and non-financial dimensions, including profitability and efficiency,
as well as operational sustainability and corporate reputation (Sitinjak & Khabibah, 2023;
Nur & Pangestuti, 2024).

In this study, ERM is operationalized using an ERM index that captures the structural
embeddedness of risk management practices. The index, adapted from Florio & Leoni
(2017) and extended by Dewi et al. (2024), encompasses key dimensions such as risk
management function, governance structure, reporting mechanisms, and risk analysis
processes. These dimensions reflect the degree to which risk management is
institutionalized within corporate governance systems. A higher ERM index indicates a
more formalized and comprehensive risk management implementation, which is expected
to enhance organizational outcomes. Building on this theoretical foundation, ERM is
hypothesized to influence firm performance positively.

Hi: Enterprise Risk Management has a positive effect on Firm Performance

2.2.2. ERM and Sustainability Performance

In response to increasing stakeholder pressure and intensifying global competition,
firms are expected to manage not only financial risks but also ESG-related risks. In this
context, ERM offers a comprehensive and integrated framework for identifying and
managing such risks (Dewi et al., 2024; Resende et al., 2024). From a stakeholder
perspective, the effective management of ESG risks is critical for aligning corporate
activities with stakeholder expectations and achieving long-term sustainability outcomes.

The implementation of ERM facilitates integrating sustainability considerations into
both strategic and operational decision-making. By embedding ESG risks within risk
management processes, firms are better equipped to mitigate environmental and social
risks, reduce negative externalities, and maintain legitimacy in the eyes of stakeholders.
This integration is expected to enhance sustainability performance, particularly when
supported by internal initiatives such as green practices and sustainability-oriented
investments, which signal a firm’s responsiveness to stakeholder demands (Ramadana et
al., 2025; Supriyanto et al., 2025).

2720-9067 (ISSN), 2685-1059 (E-ISSN)

74
open access at: https://akurasi.unram.ac.id



Jurnal Studi Akuntansi dan Keuangan Vol. 9 (1), 2026, halaman 71 - 90

Moreover, ERM strengthens the incorporation of ESG factors into corporate
governance and risk assessment mechanisms. By systematically evaluating sustainability
risks and opportunities, firms can improve transparency, accountability, and the
effectiveness of sustainability-related disclosures (Boffo & Patalano, 2020; Bhandari et al.,
2022). As such, ERM not only supports risk mitigation but also facilitates the alignment
between risk management practices and broader sustainability objectives. Based on this
theoretical argument, ERM is expected to influence sustainability performance positively.
Ha: Enterprise Risk Management has a positive effect on Sustainability Performance.

2.2.3. Sustainability Performance and Firm Performance

In today’s increasingly complex and uncertain business environment, firms are
expected to go beyond financial objectives by integrating sustainability considerations into
their strategic decision-making (Aifuwa, 2020). Sustainability performance reflects how
well a firm manages environmental, social, and governance issues which are becoming
increasingly important for stakeholders and long-term value creation.

From a stakeholder perspective, firms with stronger sustainability performance are
generally better equipped to meet stakeholder expectations, manage risks related to
environmental and social issues, and maintain organizational legitimacy. These capabilities
can contribute to improved firm performance by enhancing corporate reputation,
strengthening relationships with stakeholders, and enabling more efficient resources use
(Qaisi, 2019). In addition, sustainability-driven practices such as environmental initiatives
and responsible governance aim to promote greater transparency and accountability, which
can further support firm performance (Anita & Amalia, 2021; Ho et al., 2024).

Sustainability performance also plays an important role from an investor standpoint. It
often serves as a signal of a firm’s long-term viability and risk management quality. Firms
that demonstrate strong ESG performance are more likely to attract investment, thereby
positively affecting their financial outcomes (Widyastuti, 2024). Moreover, governance
mechanisms that support sustainability practices can enhance organizational resilience,
helping firms remain stable and competitive over time (Kuruppu et al., 2019; Mangla et al.,
2019). These arguments suggest that sustainability performance is likely to influence firm
performance positively.

Hs: Sustainability Performance has a positive effect on Firm Performance.

2.2.4. ERM, Firm Performance, and Sustainability Performance

The growing emphasis on environmental, social, and governance practices has made
sustainability an increasingly important factor in evaluating firm performance. Today,
firms are expected not only to achieve financial goals but also to respond to stakeholder
expectations regarding social and environmental issues. From a stakeholder perspective,
effectively managing these expectations is key to creating long-term value and maintaining
organizational legitimacy (Rahi et al., 2022).

In this regard, ERM plays an important role by helping firms identify and manage
ESG-related risks. When risk management is integrated with sustainability considerations,
firms are better able to incorporate environmental and social risks into their strategic
decisions. This integration can support the development of sustainability performance by
improving how firms respond to ESG risks and opportunities (Rahmaniati & Ekawati,
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2024). Sustainability performance is likely to influence firm performance. Firms with
stronger sustainability performance tend to build better relationships with stakeholders,
reduce potential risks, and enhance transparency and accountability. These factors can
contribute to improved outcomes, both financially and non-financially (Arrive et al., 2019).
Taken together, these arguments suggest that ERM may affect firm performance
indirectly through sustainability performance. In other words, ERM facilitates integrating
ESG risks into organizational processes, thereby strengthening sustainability performance
and enhancing firm performance. In this way, sustainability performance acts as a
mediating mechanism linking ERM and firm performance.
Ha: Sustainability Performance mediates the relationship between ERM and Firm
Performance.

The hypotheses in this research are illustrated in Figure 1. This figure represents the
study's framework and provides a visual overview of the proposed relationships between
the variables.

Sustainability
Performance

Enterprise Risk Firm Performance
Management

Figure 1. Research Model

3. Research Method
3.1 Data and Sample

This study used panel regression data to analyze 120 non-financial companies. The
approach used is quantitative, taking a sample of non-financial companies listed on the
Indonesia Stock Exchange (IDX) for the 2019-2023 period. The non-financial sector
reflects real economic activity through the production of goods and services, thereby
playing an important role in boosting economic growth. A total of 600 observable data
points were obtained. This study aims to determine the influence of several variables on a
company's performance, using data from each company’s financial and sustainability
reports.

All companies listed on the Indonesia Stock Exchange during this period were
included in the research sample. Some of these companies will then be grouped based on
their industry sectors, namely: (1) basic materials, (2) energy, (3) infrastructure, (4)
healthcare, (5) non-cyclical consumers, (6) industry, (7) property, (8) cyclical consumers,
(9) technology, and (10) transportation. This approach enable a more structured analysis,
allowing differences in sectors characteristics to be examined in relation to the variables
being studied.
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Table 1. Research Sample Criteria

Criteria Total
Non-financial companies listed on the Indonesian Stock Exchange 850
Companies that did not publish sustainability report 730
Total Sample 120
5 years of observation (120x5) 600

3.2 Variables Measurement

In this study, ERM is measured using an ERM Index, which reflects how risk
management is structurally implemented within the firm. The index is adapted from Florio
& Leoni (2017) and extended by Dewi et al. (2024) to suit the Indonesian context better.
The index includes several key components, such as the existence of a risk management
division or committee, the appointment of a head or director responsible for risk
management, the presence of a risk management committee that reports to the board of
commissioners, the frequency of risk reporting, the depth of risk analysis, and the methods
used to assess risk. Each component is measured using a dummy scoring approach, where
a score of 1 is assigned if the firm meets the criterion and 0 if it does not. The total score
ranges from 0 to 6, with higher scores indicating a more structured and comprehensive
implementation of risk management practices. Overall, this index shows the extent to
which risk management is formally embedded in the firm’s governance structure and
organizational processes.

Table 2. Measurement Variables

Variables Indicator Source References
Enterprise Risk A score of 1 is assigned if the company fulfills each =~ ERM

Management ERM effectiveness criterion and 0 if it does not. The  Index

(ERM) criteria include the existence of a risk management

division/committee, head of risk management,
reporting to the board, reporting frequency, depth of
risk analysis, and risk analysis methods. Companies
that fulfill all six criteria receive a total score of 6

(100%).
Sustainability Measured using Environmental, Social, and ESG Score GRI
Performance Governance (ESG) score based on sustainability Standards
(SP) reporting standards from the Global Reporting
Initiative (GRI).
Firm Measured using Return on Assets (ROA), which ROA Financial
Performance shows how effectively a company utilizes its assets Report
(FP) to generate profits.
Leverage Measured using Debt to Asset Ratio (DAR), which Total Debt Financial
(LEV) represents the proportion of company assets financed /Total Report
by debt Assets
Firm Age Calculated as Observation Year — Year of Company  Company
(FIRMAGE) Establishment + 1 to represent how long the Age Profile

company has been operating.
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Variables Indicator Source References
Firm Size Measured using the natural logarithm of total assets In (Total Financial
(FIRMZ) to normalize company size differences. Assets) Report

Sustainability Performance (SP) can be measured by using the Environmental, Social,
and Governance (ESG) score, which is referenced in a sustainability reporting standard
from the Global Reporting Initiative (GRI). ESG can guide the extent to which the
company implements a sustainability principle in three main aspects, including (1) the
environment, which includes a management of the company's impact on the environment;
(2) social, providing a mirror on the company's responsibility to a stakeholder; and (3)
economics, the focus on a company's contribution to good governance and economic
development. The ESG score is obtained on a company's contribution to good governance
and economic development. ESG scores can be obtained from a company's sustainability
report and reflect how an ESG principle is applied in its operational activities.

A measurement of Firm Performance (FP) provides a value of how effectively the
company utilizes its assets to obtain profits. This indicator shows the net profit per unit of
the company’s assets, making it a very important measure for assessing profitability from a
financial perspective. The higher the ROA, the more efficiently the company uses its assets
to generate profits.

This research can include several control variables, such as leverage, measured as the
ratio of total debt to total assets, to indicate the proportion of the company's funding
derived from liabilities. The age of the company can be calculated by subtracting the year
of the data from the year of the company's establishment, then adding 1, so that it reflects
how long the company has been operating. Meanwhile, the company’s size can be
calculated by taking the natural logarithm of total assets to adjust the data scale and reduce
bias caused by differences in the company size.

3.3 Research Method

The empirical model is estimated using panel-data regression to test the proposed

relationships, as presented in Equations 1-3.

FP = o1+ 1ERM + [2LEV + BsFIRMAGE + BaFIRMSZ + €. (1)
SP = a2 + B1ERM + P:LEV + BsFIRMAGE + BsaFIRMSZ + €., (2)
FP = as + f1ERM + B2SP+ BsLEV+ BAFIRMAGE + BsFIRMSZ + €....eeeeieieene (3)
Where,

ERM = Enterprise Risk Management

SP = Sustainability Performance

FP = Firm Performance

LEV = Leverage

FIRMAGE =Firm Age

FIRMZ = Firm Size

4. Results and Discussion
Based on Table 3, the sample includes 600 firm-year observations drawn from 120
non-financial companies during the 2019-2023 period. The energy sector accounts for the
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largest share of the sample, with 135 observations, followed by consumer cyclicals (105),
infrastructure (100), and consumer non-cyclicals (70). Other sectors, such as industrials,
healthcare, and property and real estate, are moderately represented, while technology and
transportation have the fewest observations.

This distribution suggests that the sample covers firms with varying degrees of
exposure to environmental, social, and operational risks. For example, companies in the
energy and infrastructure sectors generally face greater environmental and regulatory
pressures. In contrast, firms in technology and transportation are often exposed to
relatively lower levels of such risk.

Although the study includes firms from a range of industries, sector-specific effects are
not explicitly incorporated into the regression model. Instead, the analysis relies on firm-
level control variables to capture part of the variation across firms. This condition should
be noted as a limitation, as industry characteristics may shape the relationships among
enterprise risk management, sustainability performance, and firm performance. Future
studies could strengthen the analysis by incorporating industry-based models or conducting
sectoral comparisons to better account for these differences.

Table 3. Distribution of Industrial Sectors

SIC Year

2019 2020 2021 2022 2023 Total
Energy 27 27 27 27 27 135
Basic Materials 6 6 6 6 6 30
Industrials 11 11 11 11 11 55
Consumer Non-cyclicals 14 14 14 14 14 70
Consumer Cyclicals 21 21 21 21 21 105
Healthcare 9 9 9 9 9 45
Property and Real Estate 9 9 9 9 9 45
Technology 1 1 1 1 1 5
Infrastructure 20 20 20 20 20 100
Transportation & Logistics 2 2 2 2 2 10
Total 120 120 120 120 120 600

Source(s): Authors analysis
4.1 Descriptive Statistics

Table 4. Descriptive Statistics Test Result

Variable N Mean Std. Deviation Minimum Maximum
FP 600 6.538 10.094 -11.950 59.930
ERM 600 1.777 0.417 0.000 1.000
SP 600 0.362 0.258 0.010 1.000
LEV 600 0.525 0.234 0.060 1.769
FIRMAGE 600 37.187 22.593 1.500 116.500
FIRMSZ 600 9.318 1.469 5.035 12.125

Source(s): Authors analysis

Based on Table 4, a descriptive statistical test of 600 samples indicates an initial
characteristic of each variable before further analysis. An FP variable averages 6.538, with
a range of -11.950 to 59.930, suggesting a significant variation in the company's
2720-9067 (ISSN), 2685-1059 (E-ISSN)
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performance. indicating a high level of variation in company performance across the
sample. The relatively large standard deviation of 10.094 further suggests substantial
dispersion, implying that firms experience significantly different performance outcomes,
indicating a variation in risk management practices between companies, most of which
have succeeded in adopting an ERM strategy, while others have not been optimal (Karina
et al., 2023).

In contrast, an SP variable has an average of 0.362 and a range of 0.010-1.000,
indicating that most companies have low to moderate sustainability performance, so
sustainability is not yet a top priority. In addition, the Leverage (LEV) control variable has
an average of 0.525. The maximum value of 0.060 and the maximum of 1.769 reflect a
company's dependence on debt in its capital structure. The variable for company age
(FIRMAGE) has an average of 37.187. The range of values 1.5-116.5 indicates a variation
in the age of the companies in the sample, from newly established to long-established.
Meanwhile, a company size (FIRMSZ) has an average of 9.318, with a range of 5.035-
12.125. This finding reflects a difference in the size of the company in the sample, from
small to large. Overall, these findings can provide an important preliminary picture of the
distribution and variation of the data, as a basis for further analysis in this study.

4.2 Empirical Result

Based on Table 5, which presents a Pearson correlation test, it is concluded that an
ERM shows a weak but statistically significant positive correlation with FP (r=0.116; p <
0.01). This result can provide a clue to a better ERM implementation and higher company
performance, indicating an effective application of risk management in improving
company performance (Anugerah et al., 2023). In addition, SP can provide clues to the
presence of a positive and significant correlation between FP (r = 0.223; p < 0.01),
suggesting that a company's sustainability performance can contribute to overall
performance improvement (Dayal et al., 2024). A LEV variable indicates a negative
correlation of FP (r= -0.056), but this relationship cannot be significant (p > 0.1), so the
effect cannot be confirmed consistently. Some other control factors, such as FIRMAGE
and FIRMSZ, may indicate a different outcome: a firm's age has a positive and significant
correlation with FP (r = 0.122; p < 0.01), while firm size cannot provide a significant
correlation with FP (r = -0.028; p > 0.1). This result provides clues that the size of the
company is not always a guarantee of increased profitability or operational efficiency
(Kristianthy & Ekawati, 2024). Overall, the results of this study indicate that ERM and SP
have significantly contributed to improving a company's performance, while a control
variable has a lower influence.

Table 5. Pearson Correlation Test Result

FP ERM SP LEV FIRMAGE FIRMSZ
FP 1.000
ERM 0.116™ 1.000
(0.004)
SP 0.223™ 0.058 1.000
(0.000)  (0.159)
LEV -0.056  0.110"" -0.081" 1.000
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FP ERM SP LEV FIRMAGE FIRMSZ
(0.170)  (0.007)  (0.048)
FIRMAGE 0.122""  0.127™ 0.065  0.093" 1.000
(0.003)  (0.002)  (0.110)  (0.023)
FIRMSZ -0.028 02057 0.193™ 0.022 0.198"" 1.000
(0.494)  (0.000)  (0.000)  (0.590) (0.000)
p-values in parentheses
'p<0.1," p<0.05 " p<0.01
Source(s): Authors analysis
Table 6. Regression Test Results
(1) FP (2) SP (3) FP
ERM 2.976™ 0.010 2.871
(2.75) (0.37) (2.87)
LEV -3.440 -0.1117 -2.269
(-0.85) (-2.68) (-0.56)
FIRMAGE 0.057 0.000 0.052
(1.52) (0.88) (1.51)
FIRMSZ -0.548 0.032"" -0.882°
(-1.17) (3.81) (-1.81)
SP 10.555™
(4.13)
_cons 4.715 -0.076 5.520
(0.88) (-0.93) (1.02)
Year FE Yes Yes Yes
2 0.046 0.340 0.094
2 a 0.033 0.331 0.080
N 600 600 600
¢ statistics in parentheses
"p<0.1," p<0.05 " p<0.01
Source(s): Authors’ own work
Table 7. Path Analysis of ERM, SP, and FP
Variable Path Coef t Sig.
ERM ERM — FP (Direct) 2.976 3.68  0.000%**
ERM ERM— SP 0.010 0.37 -
ERM SP — FP 10.555 4.13  0.000%**
ERM ERM — FP (with SP) 2.871 377 0.000%**
ERM ERM — SP — FP (Indirect) 0.1056 - -

Source(s): Authors analysis

4.3 Discussion

This study employs a path analysis to examine the relationships among enterprise risk
management, as measured by the ERM index (ERM), SP, and FP. The analysis is
conducted using several regression models. Model (1) examines the direct effect of ERM
on firm performance (ERM — FP). Model (2) tests the effect of ERM on sustainability
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performance (ERM — SP). Model (3) evaluates the effect of sustainability performance on
firm performance (SP — FP). Models (4) and (5) incorporate the mediating variable to
assess the indirect effect, with its significance further evaluated using the Sobel test.

The results of the regression and path analyses provide an integrated understanding of
the relationships among ERM, as measured by the ERM index, sustainability performance
(SP), and firm performance (FP). Overall, the findings indicate that ERM has a positive
and significant effect on firm performance, suggesting that firms with more structured risk
management practices are better able to manage uncertainty and achieve superior
performance outcomes. These findings support prior studies highlighting that effective risk
management contributes to improved organizational performance through enhanced risk
control and strategic decision-making (Resende et al., 2024).

However, a different pattern emerges when examining the relationship between ERM
and sustainability performance. The results show that ERM affects sustainability
performance, suggesting that formal risk management structures do not necessarily
translate into improved sustainability outcomes. This result suggests that the existence of
risk management committees, reporting systems, and governance structures may not be
sufficient to drive sustainability initiatives in practice.

In contrast, sustainability performance has a strong, significant effect on firm
performance, underscoring its role as an important driver of corporate value. Firms with
higher sustainability performance are more likely to improve their operational efficiency,
strengthen stakeholder relationships, and enhance their reputation, which ultimately
contributes to better firm performance (Biju et al., 2025)

When sustainability performance is included in the model, the direct effect of ERM on
firm performance remains significant. It indicates that sustainability performance does not
mediate the relationship between ERM and firm performance. In other words, ERM
contributes to firm performance primarily through direct mechanisms, such as improved
governance, risk control, and strategic decision-making, rather than through sustainability
performance.

These findings suggest a gap between formal risk management implementation and its
integration with sustainability practices. In many firms, risk management is implemented
as part of governance compliance, while sustainability initiatives are managed separately,
resulting in limited interaction between the two. This condition may explain why ERM
does not significantly influence sustainability performance and why the mediating role of
sustainability performance is not supported.

This insignificant relationship between ERM and sustainability performance may be
related to the institutional and organizational context in Indonesia. In the Indonesian
setting, risk management and sustainability functions are often structured as separate
organizational units, with ERM primarily focusing on financial and operational risks. In
contrast, sustainability initiatives are commonly associated with corporate social
responsibility or compliance functions. Although regulations such as POJK No.
51/POJK.03/2017 mandate sustainability reporting, corporate responses may emphasize
formal disclosure rather than the integration of sustainability considerations into risk
management processes. As a result, ERM implementation may place greater emphasis on
governance structures and regulatory compliance, without fully embedding ESG
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considerations into strategic decision-making. This separation may limit ERM’s ability to
influence sustainability performance, which helps explain the non-significant relationship
between ERM and SP observed in this study.

From a stakeholder theory perspective (Freeman, 1984). Firms are expected to
integrate risk management and sustainability to address broader stakeholder expectations.
However, the findings of this study indicate that such integration has not been fully
realized in practice. As a result, sustainability performance functions as an independent
driver of firm performance rather than as a transmission mechanism linking risk
management to performance outcomes.

Overall, this study highlights that ERM and sustainability performance contribute to
firm performance through different pathways. ERM acts as a direct driver of performance,
while sustainability performance independently enhances firm performance but does not
mediate the relationship. These results emphasize the importance of aligning risk
management practices with sustainability strategies to achieve more integrated and
sustainable value creation.

To further confirm this mediating role, a Sobel test was conducted. The mediating role
of sustainability performance was examined using the Sobel test. ERM was used as an
independent variable. The results of the Sobel test showed a Z-value of 0.37, which is
below the critical value at the 5% significance level. It indicates that the role of
sustainability performance in explaining the relationship between ERMB and firm
performance appears limited, even though there is a significant positive relationship
between sustainability performance and firm performance.

Table 8. Sobel Test
Path a SEa b SEb  Z-value
ERM — SP — FP 0.010 0.027 10.555 2.556 0.37

The results indicate that ERM does not have a significant effect on sustainability
performance. This finding suggests that formal risk management structures may not
necessarily be integrated into firms’ sustainability practices. In other words, the existence
of risk management committees and disclosures does not automatically translate into
improved environmental or social performance. This result can be interpreted from an
institutional perspective, where organizations may adopt formal structures to meet
regulatory expectations and maintain legitimacy, without fully embedding these practices
into their strategic decision-making processes. In addition, this study is limited to non-
financial firms in Indonesia, which may restrict the generalizability of the findings across
different industries. Variations in industry characteristics and risk exposure may influence
how risk management practices relate to sustainability performance. Therefore, future
research is encouraged to conduct cross-sector analysis to capture these differences better.

This result suggests that the SP plays a mediating role in ERM and FP. An effective
sustainability performance will transform risk management practices into a competitive
advantage, because a company that prioritizes sustainability is more resilient in the face of
risk and gains stakeholder support. Sustainability can also contribute to a company's
reputation, competitiveness, and increased value and performance (Bhandari et al., 2022;
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Carvajal & Nadeem, 2023). This result reinforces a stakeholder theory that emphasizes a
mutual relationship between the company and its stakeholders, where ERM plays a role in
managing risk boosting sustainability performance, which ultimately leads to increased
financial results. Thus, a linkage among ERM, SP, and FP will become a strategic element
amid the dynamics and pressure from external businesses.

5. Conclusions, Implications, and Limitations

This study examines the relationship between ERM, SP, and FP. The results show that
ERM has a positive and significant effect on firm performance, suggesting that more
structured risk management practices are associated with better organizational outcomes.
However, ERMB does not have a significant effect on sustainability performance, and the
mediating role of SP is not supported. These findings indicate that although risk
management contributes directly to firm performance, its integration with sustainability
practices remains relatively limited.

From a practical perspective, these results suggest that firms need to move beyond
treating ERM as merely a compliance requirement. More specifically, companies should
integrate risk management processes with sustainability planning by including ESG risks
in enterprise risk registers, aligning the roles of risk management and sustainability
functions to reduce fragmented decision-making, and incorporating sustainability risk
indicators into performance evaluation and internal control systems. Through this kind of
integration, risk management can play a broader role not only in protecting firm value but
also in supporting long-term sustainability goals.

From a policy perspective, the findings imply that regulators may need to strengthen
the connection between risk management and sustainability disclosure frameworks. For
instance, regulatory guidance could encourage firms to more explicitly link ERM practices
with ESG risk management and sustainability reporting requirements. This guidance could
improve the effectiveness of risk management implementation beyond formal compliance
and increase transparency in corporate sustainability practices.

This study also has several limitations. First, the sample includes only non-financial
firms in Indonesia, which may limit the generalizability of the findings to other sectors or
settings with different risk profiles. Second, the ERM index captures the structural side of
risk management implementation, but it may not fully reflect how effective those practices
are in practice. Third, because the study relies on secondary data, it cannot fully capture the
internal processes involved in integrating risk management and sustainability.

Given these limitations, future research could extend this work in several ways. It
could compare firms across sectors to examine whether the relationship between ERM,
sustainability performance, and firm performance differs by industry, expand the
observation period to capture changes over time, and use qualitative approaches such as
case studies or interviews to gain a deeper understanding of how firms actually integrate
risk management and sustainability practices.
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