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Abstract. As it reflects a company's performance and future prospects, firm value is very 

important to investors and other stakeholders. A good firm value indicates that the company has 

the ability to manage its operations effectively and efficiently. Companies must not only generate 

financial returns, but they must also consider how their operations impact society and the 

environment. Environmental costs, also known as environmental costs, include all costs that 

businesses make to reduce negative impacts on the environment, such as waste management, 

efficient use of resources, and other efforts to preserve the environment. the purpose of this study 

is to determine how environmental costs and good corporate governance affect firm value. the 

method used in this study is a systematic literature review. The results of this study indicate that 

environmental costs and good corporate governance have an influence on firm value, although 

the mechanism and implications of their influence are different. Environmental cost 

expenditures, if managed properly, can increase firm value through increased reputation, 

operational efficiency, access to financing sources, and reduced risks related to environmental 

regulations. 
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1. Introduction

Firm value is very important for investors and other stakeholders, because it reflects
the company's performance and prospects in the future [1]. A good company value
indicates that the company is able to manage its business activities effectively and
efficiently. Companies are not only required to achieve financial benefits, but also to
consider  the  impact  of  their  operations  on  the  environment  and  society  [2].  One
important aspect in this context is environmental cost, which includes all expenditures
made by companies to reduce negative impacts on the environment, such as waste
management,  efficient  use of  resources,  and other  efforts  in  order  to preserve the
environment.
In  addition  to  environmental  costs,  the  implementation  of  Good  Corporate
Governance is also considered to have an influence on firm value. GCG is a set of
mechanisms,  policies,  and  procedures  used  to  manage  a  company  well,  which
includes transparency,  accountability,  responsibility,  independence,  and fairness  in
company  management  [3]  .  Good  GCG  implementation  is  believed  to  increase
company value, both in the short and long term, by strengthening investor and other
stakeholder confidence [4].
Research  on  the  influence  of  environmental  costs  and  GCG  on  firm  value  is
increasingly relevant, given the increasing demands from various parties, including
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the  government,  investors,  and  society,  for  companies  to  be  socially  and
environmentally responsible. Several previous studies have indicated that companies
that pay attention to environmental issues and implement good GCG tend to have
higher firm value.
However, there are still different results in various studies related to the relationship
between environmental costs and GCG with firm value, which makes this literature
review  important  to  conduct.  This  literature  review  aims  to  collect,  analyse  and
evaluate existing empirical findings to provide a more comprehensive understanding
of how environmental costs and GCG practices can affect firm value.
Thus, this study is expected to make a significant contribution to the development of
corporate management theory and practice, as well as provide guidance for companies
in managing environmental costs and implementing GCG effectively to increase their
corporate value.

2. Literatur Review

2.1 Enviromental Cost

Environmental costs are costs associated with activities to reduce, restore, and prevent
environmental  damage  caused  by  company  operations  [2].  Various  studies  have
examined the effect of environmental costs on firm value. The results show that well-
managed environmental costs can reduce environmental risks, improve the company's
image, and ultimately have a positive impact on firm value (Effendi, 2021). On the
other hand, high environmental costs can affect company profitability in the short
term,  but provide long-term benefits  through improved reputation and compliance
with environmental regulations [5].

2.2 Good Corporate Governance

Good Corporate Governance is a good corporate governance system, which can help
improve  corporate  accountability  and  transparency  and  protect  the  interests  of
stakeholders [6]. Previous research shows that implementing effective GCG practices
can increase  company value by  reducing risk  and  increasing investor  confidence.
Good Corporate Governance (GCG) is a set of systems that regulate and control the
company to create added value for stakeholders. The purpose of implementing GCG
is to reduce problems that arise as a result of agency problems and provide security to
shareholders or investors that their rights are considered and protected. Awareness of
GCG practices will encourage corporate transparency and investors will appreciate
the value of complete information presented by the company to help them evaluate
the company's performance and prospects.

2.3 Firm Value

Firm value is the investor's perception of the company's success rate which is often
associated  with  the  stock  price.  High  company  value  reflects  the  prosperity  of
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shareholders,  which  is  the  main  goal  of  the  company  [7].  Company  value  is  a
condition in which a company will gain public trust with operational activities since
the  company  was  founded  [8].  The  purpose  of  company  value  is  to  explain  the
company's  current  condition  to  outsiders  (shareholders,  the  general  public,  and
potential  investors) through stock price indicators.  High and low share prices will
affect  potential  investors  in  the  company.  The  share  price  will  make  potential
investors determine whether the company is worth investing in. The higher return to
investors  explains  that  the  company's  share  price  is  at  a  high  level,  so  that  the
company's  goal  of  maximising shareholder  prosperity  can be realised because  the
company value is high [9].

3. Methodology

This study uses a systematic literature review approach to analyse the influence of
factors  such as  sustainability  environmental  costs,  and governance  on firm value.
systematic  literature  review  is  a  research  method  used  to  collect,  analyse,  and
synthesise information from relevant literature in a structured and planned manner
[10]. This method was chosen because it is able to provide a comprehensive overview
of the topic under study by synthesising various previous studies.
The databases used to search for articles were Google Scholar, Publish or Perish and
Semantic  Scholar.  The  search  was  conducted  using  the  keywords  ‘Environmental
Cost’ and ‘Good Corporate Governance’ and ‘Firm Value’. the inclusion criteria used
were: peer-reviewed journal articles published in the last 5 years (2019-2023). The
Research Question (RQ) of this study consists of two questions, namely RQ 1 How
does  enviromental  cost  affect  firm  value?  and  RQ  2  How  does  good  corporate
governance affect firm value?

4. Result

Environmental Cost to Company Value (RQ1)

Environmental  costs  are  expenditures  made  by  companies  to  reduce  the  negative
impact of their operations on the environment [11]. This includes activities such as
waste  management,  emission  reduction,  efficient  use  of  natural  resources,  and
investment  in  environmentally  friendly  technologies.  The  relationship  between
environmental costs and firm value has been the subject of extensive discussion, with
diverse views on how these expenditures affect firm value.  
There are two main views in understanding this relationship. On the one hand, there is
the notion that environmental costs can be an additional burden to the firm, reducing
short-term profitability  and ultimately lowering firm value.  From this  perspective,
costs incurred for environmental activities often do not directly generate profits, so
they are considered unnecessary expenses by some investors. A decrease in profits
due  to  an  increase  in  environmental  costs  can  negatively  affect  the  company's
valuation in the market, at least in the short term [12].
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However, on the other hand, there is a view that environmental costs can actually
increase firm value in the long run [13]. Environmental expenditure is often seen as a
form of investment in sustainability, which can bring various benefits to the company.
For example, companies that are proactive in addressing environmental issues tend to
have  a  better  reputation  in  the  eyes  of  consumers,  communities  and  other
stakeholders.  This  positive  reputation  can  increase  customer  loyalty  and  attract
investors who care about corporate social responsibility.
In addition, investment in green technology can also improve a company's operational
efficiency, reduce waste, and lower costs in the long run [14]. All of these have the
potential to increase a company's profitability. Beyond that, companies committed to
sustainability often have better access to financing sources, including from investors
who focus on sustainable investments [15].  Furthermore,  companies that  maintain
good environmental performance can reduce risks related to government regulations,
fines  or  sanctions.  Thus,  they  can  also  minimise  the  risks  that  may arise  due  to
increasingly stringent environmental regulations in various countries.
Overall, while environmental costs may appear to be an additional burden, if managed
well, these expenditures can be a factor that increases firm value. Investments in the
environment  not  only  have  the  potential  to  improve  a  company's  reputation  and
efficiency but also reduce long-term risks, all of which can contribute to increased
company value in the eyes of investors and the market as a whole.

Good Corporate Governance (GCG) refers to a set of principles, mechanisms, and
practices  designed  to  direct  and  control  companies  to  operate  effectively,
transparently,  and  accountably.  Good  GCG  implementation  aims  to  protect  the
interests of stakeholders, including shareholders, employees, customers, and the wider
community [16]. The relationship between GCG and firm value has become a major
focus in management research as effective GCG is believed to have a positive impact
on firm performance and value.
Good GCG implementation can increase firm value through several key mechanisms.
First,  strong  GCG  increases  transparency  in  financial  reporting  and  management
decision-making. When a company operates with high transparency, investors and
other stakeholders have greater trust in the information provided by the company.
This trust can increase investors' interest in buying the company's shares, which in
turn can increase the company's share price and market value.
In  addition,  good  GCG  also  ensures  accountability  in  the  management  of  the
company. Responsible and accountable boards of directors and management tend to
make more prudent decisions and focus on the long-term interests of the company,
rather than just pursuing short-term profits. Decisions made with long-term interests
in mind are usually more sustainable and can increase the profitability of the company
in the long run, which ultimately also increases the value of the company.
Furthermore, effective GCG can reduce the risks faced by the company. With strong
internal  controls  and  effective  risk  management  policies  in  place,  companies  can
better identify and manage risks, thereby reducing the likelihood of financial scandals,
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legal violations, or other problems that could harm the company. This risk reduction
increases  the  stability  of  the  company's  operations  and makes  the  company more
attractive to risk-averse investors.
On the other hand, good GCG also creates a conducive work environment,  where
employees feel more valued and motivated to contribute to the company's success.
Companies  with  good  governance  tend  to  have  a  positive  organisational  culture,
which  can  increase  productivity  and  innovation,  factors  that  also  contribute  to
increased company value.
Overall, effective implementation of Good Corporate Governance can increase the
value of a company through increased transparency, accountability, risk reduction,
and the creation of a positive work culture. Investors tend to value companies that
implement  good  GCG,  as  it  reflects  solid  management  and  better  long-term
sustainability prospects. As a result, companies with good GCG often have higher
valuations  in  the  market,  as  they  are  perceived  as  safer  and  more  promising
investments.

5. Conclusion

Based on the above discussion, it can be concluded that environmental costs and good
corporate governance have an influence on firm value, although the mechanism and
implications  of  their  influence  are  different.  Environmental  cost  expenditures,  if
managed properly, can increase firm value through improved reputation, operational
efficiency, access to financing sources, and reduced risks related to environmental
regulations.  Environmental  costs  and  good  corporate  governance  (GCG)  play  an
important role in influencing firm value. While environmental costs may initially be
seen as a financial  burden, proper management and commitment to environmental
sustainability  can enhance corporate  reputation,  operational  efficiency,  and reduce
regulatory risk, which ultimately contribute positively to increasing firm value in the
long run.
On  the  other  hand,  effective  GCG  implementation  creates  transparency,
accountability  and  good  risk  management  within  the  company,  which  enhances
investor confidence and operational stability. With good governance, companies are
more likely to achieve long-term sustainable success, which also increases the value
of the company in the eyes of stakeholders and the market. Overall, the combination
of  commitment  to  the  environment  and  good  governance  practices  not  only
strengthens a company's reputation and performance, but is  also a major factor in
increasing the value of the company, making it more attractive to investors and other
stakeholders. 
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