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Abstract. The nexus between Environmental, Social, and Governance (ESG) 

disclosure and corporate risk management is increasingly pivotal, yet empirical 

evidence from emerging markets remains fragmented. This study investigates the 

influence of ESG transparency on firm risk—specifically total and idiosyncratic 

risk—among non-financial companies listed on the Indonesia Stock Exchange 

(IDX). The analysis utilises an unbalanced panel of 376 firm-year observations 

from the IDX100 index spanning 2017–2023. Underpinned by signalling theory, 

the study employs a Random Effects Model (REM) to isolate the impact of 

disclosure practices on risk volatility. The empirical results demonstrate a 

significant, robust negative association between ESG disclosure and both 

dimensions of risk. These findings suggest that enhanced sustainability 

reporting serves as a credible signal of managerial competence and governance 

quality, thereby mitigating information asymmetry and stabilizing investor 

expectations. Consequently, this research extends the corporate finance literature 

by highlighting the risk-mitigating role of ESG within an emerging economy 

context. It offers strategic implications for corporate executives to utilise 

transparency as a hedging mechanism and urges regulators to foster 

standardized reporting frameworks to enhance market resilience. 
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1 Introduction 

Over the past decade, the disclosure of Environmental, Social, and Governance (ESG) 

information has emerged as a critical aspect of corporate transparency and 

accountability. As investors and regulators increasingly prioritize sustainability 

information, ESG disclosure has become a vital mechanism for conveying a firm's 

non-financial performance, risk management strategies, and long-term value 

orientations. Beyond its ethical and reputational dimensions, ESG disclosure serves as 

a strategic communication tool that shapes investor perceptions, mitigates information 

asymmetry, and bolsters market confidence [2]. 

In financial theory, risk is central to firm valuation and investment decision-making 

[3, 4]. Firms are exposed to both systematic risk, which arises from market-wide 

factors, and idiosyncratic risk, which is specific to a firm. Transparent and credible 
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fostering greater confidence in the firm’s financial stability. 

company’s prospective cash flows and performance outcomes [11]. It encompasses 
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Total risk reflects the overall volatility of a firm’s 

firms’
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•

from 2017 to 2023, which reflects Indonesia’s increasing regulatory attention to 

firm’s

firm’s

using Bloomberg’s standardized framework.
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total assets, which represents a firm’s operational performance. The market

measured using the current ratio, reflects a firm’s ability to meet short

RISK₍ᵢₜ₎= α β₁lnESGDISC₍ᵢₜ₎ β₂SIZE₍ᵢₜ₎ β₃LEV₍ᵢₜ₎+ β₄ROA₍ᵢₜ₎ β₅MTB₍ᵢₜ₎ β₆LIQ₍ᵢₜ₎ ε₍ᵢₜ₎

where RISK₍ᵢₜ₎ represents either total risk (TOTR) or idiosyncratic risk (IDIOR) for 
firm i in year t, and εᵢₜ is the error term. The coefficient β1 is the main parameter of 

β1 supports the hypothesis that higher ESG disclosure reduces firm risk.

Indonesia’s
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−1.1812 −0.7702**

−0.0105 −0.0511
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information efficiency, bolster market credibility, and support Indonesia’s transition 
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