The Mediating Role of Corporate Social Responsibility in the Relationship Between Firm Reputation and Firm Value: Evidence from Indonesian Public Companies 
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ABSTRACT

	Aims: This study investigates whether corporate social responsibility (CSR) mediates the effect of firm reputation on firm value in publicly listed companies in Indonesia. The analysis is based on panel data from 51 non-financial companies listed on the Indonesia Stock Exchange over the period 2017–2022. Firm reputation is proxied by brand image (awards and recognition) and Big-4 auditor affiliation, while firm value is measured using Economic Value Added (EVA). CSR was measured using an ESG disclosure score. Control variables include Return on Assets (ROA) and firm size. Panel regression and Sobel mediation tests are applied.
Study design:  This study uses a quantitative explanatory approach with a panel data regression design to examine the effect of corporate reputation on firm value, as well as the mediating role of Corporate Social Responsibility (CSR) activities. This framework draws on stakeholder theory and the resource-based view, with statistical testing conducted using standardized secondary data. This approach was chosen to enable a more robust analysis of causal relationships across time and between firms. The sample was selected using a purposive sampling technique, with the following criteria: consistently publishing annual reports and sustainability reports (CSR) during the observation period, providing complete data for reputation variables (awards & Big-4 auditors), CSR disclosure, and company value (EVA). Based on these criteria, 51 companies were obtained that met the requirements and were used as the final sample of the study.
Place and Duration of Study: This study examines companies listed on the Indonesia Stock Exchange (IDX) over a six year period, spanning from 2017 to 2022. 
Methodology: This study uses panel data regression because it combines cross-firm (cross-section) and time-series dimensions, resulting in more accurate and informative estimates. The initial stage of the analysis includes presenting descriptive statistics for all research variables to understand the general characteristics of the data. Then, Pearson correlation analysis is conducted to evaluate the initial relationships between variables and detect potential multicollinearity. Next, the panel regression model (FEM or REM) is selected using the Hausman test. Finally, a mediation test is conducted using the Sobel test.
Results: That corporate reputation, as measured by the number of brand awards and the involvement of Big-4 auditors, has a positive and significant effect on firm value as proxied by Economic Value Added (EVA). In addition, corporate reputation also significantly influences the level of Corporate Social Responsibility (CSR) disclosure, and CSR in turn contributes significantly to increasing firm value. The mediation test using the Sobel test shows that CSR statistically mediates the relationship between corporate reputation and firm value, with a z value of 2.53 (p = 0.012), indicating that CSR functions as a translational mechanism from reputation assets to economic value in the context of Indonesian public companies.
Conclusion: That corporate reputation has a significant positive effect on corporate value, both directly and indirectly through the disclosure of Corporate Social Responsibility (CSR) activities. Corporate reputation reflected in external awards and auditor affiliations contributes to increased transparency and credibility of CSR, which in turn increases the company's economic value as reflected in EVA. that CSR is not only a moral or legal obligation, but also a strategic tool to actualize the power of reputation into financial added value.



Keywords: Firm reputation, CSR, firm value, brand image, big-4 Auditors, EVA


1. INTRODUCTION 

In today’s stakeholder-driven environment, firm value is increasingly shaped by intangible assets such as reputation and social legitimacy. Reputation, derived from brand perception, public awards, and affiliations with trusted audit institutions, serves as a crucial signal to investors and regulators. However, how this reputational capital translates into measurable firm value is still a crucial question for emerging markets, where transparency, governance structures, and investor protections vary significantly.
Corporate social responsibility (CSR) is often proposed as the channel through which intangible factors like reputation affect stakeholder trust and thus firm value. Firms may adopt CSR as a proactive strategy to institutionalize their reputational strength, thereby signaling alignment with societal expectations and long-term stakeholder orientation. In the context of Indonesia—a country characterized by regulatory evolution, rising investor activism, and growing ESG awareness—this mediation pathway warrants closer scrutiny. This paper seeks to explore the mediating role of CSR in the relationship between firm reputation and firm value, while providing empirical insights with theoretical and policy implications.

Literature Review and Hypothesis Development

1.1 Firm Reputation and Firm Value
Firm reputation represents a collective perception of a company’s credibility, integrity, and performance over time. It is accumulated through consistent stakeholder engagement, awards, governance practices, and third-party validation (Fombrun & Shanley, 1990). In financial markets, high-reputation firms are often favored by institutional investors, benefit from lower capital costs, and exhibit higher valuation multiples. Several empirical studies confirm a positive link between reputation and firm performance, but mechanisms remain under debate.
In Indonesia, where brand trust is crucial due to information asymmetry and limited law enforcement, corporate reputation is generally proxied using brand recognition indicators and Big-4 auditor engagement. Both indicators reflect external validation and internal compliance.

1.1.1 Relationship between Big-4 KAP Audit and Firm Value
Audits by Big-4 Public Accounting Firms (KAP), namely Deloitte, PwC, EY, and KPMG, represent a representation of external reputation and quality assurance for a company's financial statements. Within the framework of Signaling Theory (Connelly et al., 2011), the involvement of Big-4 public accounting firms sends a positive signal to investors and stakeholders regarding the company's credibility, as well as quality assurance that can reduce information risk, thereby increasing market confidence, ultimately increasing firm value. Natalia et al. (2024) assessed that due to their higher reputation and quality expectations, audit fees for companies using Big-4 public accounting firms tend to be higher. And generally, due to their scale and international exposure, they have higher technical capabilities, training, and quality human resources (Hidayah et al., 2021). Based on this, we propose the following hypothesis:

Hypothesis 1: Big-4 KAP Audit have a positive effect on firm value.

1.1.2 Relationship between Brand Image and Firm Value
Brand image is the public's perception of a company's reputation and brand value, reflecting consumer image, corporate values, and strategic differentiation. From the RBV perspective, brand image is an intangible resource that creates competitive advantage. Meanwhile, in Signaling Theory, brand image serves as a market signal regarding a company's quality and integrity (Connelly et al., 2011).
Research by Keller (1993), Morgan and Rego (2009), and Mizik and Jacobson (2008) shows that a strong brand image is positively correlated with firm value. Similarly, research by Martínez and Rodríguez del Bosque (2013) and Fatma et al. (2015) also shows that authentic CSR strengthens brand image, while a positive brand image drives effective CSR implementation through public loyalty and trust. Therefore, we propose Hypothesis 2:

Hypothesis 2: Brand image have a positive effect on firm value.

1.2 CSR as a Mediating Mechanism
CSR encompasses voluntary organizational practices that go beyond legal obligations to address environmental, social, and governance (ESG) concerns. It serves as a vehicle for stakeholder engagement and as a reputational buffer in times of crisis (Porter & Kramer, 2011). From the resource-based view (RBV), CSR can be viewed as a dynamic capability that converts intangible resources like reputation into sustained competitive advantage (Barney, 1991). 

Companies with a strong reputation tend to be more proactive in disclosing CSR activities due to higher visibility and stakeholder expectations. Conversely, companies with a weak reputation may struggle to incorporate CSR into their strategy due to limited credibility. Various empirical studies have shown that CSR can enhance firm value through reduced risk, improved access to capital, and increased customer loyalty. Pérez-Cornejo and de Quevedo-Puente (2022) demonstrated that CSR acts as a mediator in the relationship between ERM quality and corporate reputation. This reinforces the logic that reputation and CSR are interconnected through an indirect causal pathway to performance. Similarly, Bardos et al. (2020) found an impact of CSR on market reputation, and this perception increases firm value; a mediation analysis demonstrated an indirect effect of CSR on firm value through the market reputation channel. This research supports the “reputation/market equity” framework as a link between firm value. Based on this, we formulate the following hypotheses:

Hypothesis 3: CSR mediates the relationship between firm reputation and firm value.

2. methodology 

This research employs a panel data regression approach using annual and sustainability report data from 51 non-financial companies listed on the Indonesia Stock Exchange (IDX) over the 2017–2022 period. These firms were selected based on availability of complete data and consistent ESG reporting.

2.1 Variable Measurement
- 	Independent Variable – Firm Reputation: Measured using two proxies: (1) ) total number of company awards or certificates, and (2) a dummy variable for Big-4 audit firm engagement (1 = Big-4, 0 = otherwise).
- 	Mediator – CSR Activity: Measured by CSR disclosure score, which was derived from company disclosures using a standardized GRI-based checklist. Scores range from 0 to 1.
- 	Dependent Variable – Firm Value: Measured using Economic Value Added (EVA), calculated as NOPAT minus capital charge.
- Control Variables: Return on Assets (ROA) and firm size (logarithm of total assets).

2.2 Analytical Strategy
Data were analyzed using EViews 13 software. Descriptive statistics and correlation analysis were conducted first. Then, fixed-effect and random-effect panel regression models were estimated, and the Hausman test was used to determine the appropriate model. The Sobel test was applied to assess the mediating role of CSR.

3. results and discussion

Descriptive statistics indicate moderate variation across firms in terms of awards received, audit affiliation, CSR scores, and EVA. 

Table 1. Summary of Descriptive Statistics
	Variable 
	 Mean
	Median
	 Std. Dev.
	Skewness
	Kurtosis

	FV
	 8.06E+12
	 2.85E+11
	2.25E+13 
	0.231355
	0.36768

	CSR
	0.668072
	0.660000
	0.145663
	0.153219
	3.427742

	BIG4
	0.640523
	1.000000
	0.480633
	-0.585698
	1.343043 

	BI
	21.28105
	14.00000
	22.88215
	0.214879
	0.175395



The average firm value (FV) is 8.06 × 10¹², while the median is only 2.85 × 10¹¹, indicating a highly asymmetric (positively skewed) data distribution with the possibility of outliers at the top. This is reinforced by the high standard deviation (2.25 × 10¹³). A skewness value of 0.231 indicates a distribution that is slightly skewed to the right (positive), while a kurtosis value of 0.367 indicates that the data distribution is more platykurtic (has a lower peak than a normal distribution).
The CSR variable has a mean value of 0.668 and a median of 0.66, indicating a relatively symmetrical data distribution. A standard deviation of 0.145 indicates moderate data distribution, while a skewness of 0.153 and kurtosis of 3.42 indicate a nearly normal but slightly leptokurtic data distribution.
The BIG4 dummy variable shows a mean proportion of 0.640, indicating that approximately 64% of the sample companies use the services of Big Four accounting firms. A median value of 1.00 indicates that the majority of observations fall into category 1 (using Big Four accounting firms). A skewness value of –0.586 indicates that the distribution is slightly skewed to the left (negative skew), and a kurtosis of 1.34 indicates a distribution that is flatter than a normal distribution.
Brand image (BI) had an average of 21.28%, with a median of 14%, indicating that most companies have a relatively low proportion of independent commissioners. The data distribution was very high, with a standard deviation of 22.88. Skewness values ​​of 0.215 and kurtosis of 0.175 indicated a distribution close to normal.

Regression analysis (Table 2.) reveals brand image and Big-4 auditor status both have a positive and significant impact on firm value (P < 0.01). CSR disclosure positively and significantly influences firm value (P < 0.01). Profitability (P < 0.05) and firm size (P < 0.01) as controls also showed a positive and significant influence on firm value. So as, Sobel test shows a significant mediation effect of CSR on the relationship between corporate reputation through brand image and big-4 KAP audits with corporate value (P = 0.005 and P = 0.009).

Table 2. Summary of Regression Results and Mediation Analysis
	Predictor
	Outcome
	Coefficient
	t-Stat
	Significance
	Sobel Test Result

	Big-4 KAP Auditor
	EVA
	0,749
	3,02
	p < 0,01
	p = 0,009 (significant)

	Brand Image
	EVA
	0,631
	4,55
	p < 0,01
	p = 0,005 (significant)

	CSR Activity
	EVA
	0,734
	3,04
	p < 0,01
	–

	ROA
	EVA
	0,637
	2,54
	p < 0,05
	–

	Firm Size
	EVA
	0,821
	5,79
	P < 0,01
	



The findings support stakeholder and signaling theories. Firms with stronger reputations are more likely to disclose CSR activities, which are perceived positively by capital markets and stakeholders. A good corporate reputation can reduce the cost of capital, thereby increasing the company's value through EVA. While CSR may have short-term costs, in the long run it can increase EVA through better operational efficiency, higher customer loyalty, or reduced risk, which lowers the cost of capital (Stern et al., 1995; Stewart, 1991). Companies with a strong and positive brand image are more likely to meet stakeholder expectations, which in turn increases their trust and support for the company. This creates long-term value that can significantly impact firm value (Freeman & & McVea, 2006). This confirms that CSR is not only a byproduct of good reputation but also a strategic tool for enhancing firm value.

Furthermore, the mediating effect of CSR demonstrates a nuanced pathway where reputational assets are translated into economic value via responsible practices. This has practical implications for corporate boards and policymakers seeking to balance profitability with sustainability.

In Indonesia, the positive valuation of CSR may be partially driven by increasing investor attention to ESG metrics, heightened regulatory scrutiny, and broader stakeholder activism. Our findings add to the regional literature by showing that even in emerging markets, intangible assets like reputation can be monetized through responsible disclosure.

4. Conclusion

This study concludes that firm reputation significantly enhances firm value and that CSR acts as a mediating mechanism in this relationship. Firms should view CSR not just as compliance but as a strategic extension of their reputational capital. Our results suggest that for companies aiming to sustain value in competitive and socially aware markets, integrating CSR into reputational strategy is essential.
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