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Abstract. The growing adoption of Environmental, Social, and Governance (ESG) principles has transformed the 

banking industry from a profit-oriented business model toward sustainable value creation. In the Islamic banking 

sector, ESG disclosure is closely aligned with the principles of Maqasid al-Shariah, which emphasize ethical 

conduct, transparency, social responsibility, and environmental stewardship. This study aims to examine the effect 

of ESG disclosure on the financial performance of Islamic commercial banks in Indonesia during the 2020–2025 

period. The research employs a quantitative explanatory approach using panel data obtained from the annual 

reports and sustainability reports of Islamic commercial banks. ESG disclosure is measured through the 

environmental, social, and governance dimensions, while financial performance is represented by Return on 

Assets (ROA) and Return on Equity (ROE). Panel data regression analysis is applied to evaluate both the partial 

and simultaneous effects of ESG disclosure on financial performance. The findings indicate that environmental, 

social, and governance disclosures each have a positive and significant effect on financial performance, while the 

three dimensions jointly contribute to improving the profitability of Islamic banks. Among the ESG dimensions, 

governance disclosure demonstrates the strongest influence, highlighting the importance of transparency, 

accountability, and effective Shariah governance in achieving sustainable financial performance. These findings 

contribute to the literature on sustainable finance and Islamic banking by providing empirical evidence from 

Indonesia and offer practical implications for banking practitioners, regulators, and investors in strengthening 

ESG implementation to enhance long-term competitiveness and sustainable value creation. 
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1. INTRODUCTION 

The banking industry has undergone a significant transformation in recent years as 

financial institutions increasingly integrate Environmental, Social, and Governance (ESG) 

principles into their business strategies (Dian et al., 2026). Beyond the traditional objective of 

maximizing profits, banks are expected to create long-term value through sustainable and 

responsible business practices. ESG disclosure has consequently become an important 

mechanism for enhancing transparency, reducing information asymmetry, strengthening 

stakeholder confidence, and improving organizational competitiveness ((Mohammad & 

Wasiuzzaman, 2021); (Gutiérrez‐Ponce & Wibowo, 2023)). In the context of Islamic banking, 

ESG principles are closely aligned with the objectives of Maqasid al-Shariah, which 

emphasize ethical conduct, social justice, environmental stewardship, and accountability. 

Therefore, effective ESG disclosure is expected to strengthen corporate legitimacy and 

contribute to sustainable financial performance ((Mallin et al., 2014); (Platonova et al., 2018); 

(Boudawara et al., 2023)). In Indonesia, the implementation of sustainable finance policies by 

the Financial Services Authority (OJK) has encouraged Islamic banks, particularly Bank 
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Syariah Indonesia (BSI), to enhance sustainability reporting and integrate ESG principles into 

their strategic operations (Adirestuty et al., 2024). 

Previous studies generally indicate that ESG disclosure positively influences corporate 

financial performance by improving corporate reputation, stakeholder relationships, and 

operational efficiency ((Mohammad & Wasiuzzaman, 2021); (Gutiérrez‐Ponce & Wibowo, 

2023)). Empirical evidence from Indonesia also supports this relationship, showing that ESG 

disclosure contributes to higher profitability and stronger financial performance in the banking 

sector ((Cahyaningtyas et al., 2024); (Albinurrizqi et al., 2025); (Kardilah et al., 2025)). 

Likewise, Fathihani et al. (2025) found that firm size strengthens the relationship between ESG 

disclosure and financial performance, while Platonova et al., (2018) confirmed that corporate 

social responsibility disclosure enhances the profitability of Islamic banks in the GCC region. 

These findings suggest that ESG disclosure has evolved from a voluntary reporting practice 

into a strategic instrument for creating long-term value and maintaining competitive advantage 

within the financial sector. 

Despite these positive findings, previous research presents inconsistent results regarding 

the effectiveness of ESG disclosure. Alghafes et al., (2024) reported that although certain ESG 

dimensions positively affect Islamic banks' financial performance, the overall ESG score does 

not consistently produce significant financial outcomes. Similarly, Shalhoob (2025) 

emphasized that the relationship between ESG disclosure and financial performance depends 

on governance quality and institutional characteristics, while Muneer et al., (2025) argued that 

environmental disclosure alone is insufficient to ensure financial sustainability without 

effective corporate governance. Furthermore, empirical studies focusing specifically on Bank 

Syariah Indonesia remain limited, as most previous research has examined the broader banking 

industry or conducted cross-country analyses. Consequently, there is still limited understanding 

of how the individual environmental, social, and governance dimensions influence the financial 

performance of Indonesia's largest Islamic bank. 

Based on these research gaps, this study investigates the role of ESG disclosure in 

enhancing the financial performance of Bank Syariah Indonesia. Unlike previous studies, this 

research focuses specifically on BSI while examining the individual contributions of 

environmental, social, and governance disclosures to financial performance. The study is 

expected to provide empirical evidence that enriches the literature on sustainable finance and 

Islamic banking while offering practical insights for regulators, banking practitioners, and 

investors regarding the strategic importance of ESG implementation. Accordingly, the 

objective of this study is to analyze the influence of ESG disclosure on the financial 
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performance of Bank Syariah Indonesia and to demonstrate how sustainable reporting can 

contribute to long-term value creation beyond conventional profitability measures. 

 

2. LITERATURE REVIEW 

Stakeholder Theory 

Stakeholder Theory, introduced by Freeman (1984), argues that organizations are 

responsible not only to shareholders but also to a broader range of stakeholders, including 

customers, employees, regulators, investors, local communities, and the environment. 

Corporate sustainability and long-term competitiveness depend on an organization's ability to 

satisfy stakeholder expectations through transparent governance and responsible business 

practices. Within the banking industry, ESG disclosure serves as an important communication 

mechanism that reduces information asymmetry, strengthens stakeholder confidence, and 

enhances corporate reputation. Comprehensive ESG reporting enables banks to demonstrate 

accountability while improving their legitimacy and access to financial resources (Mohammad 

& Wasiuzzaman, 2021). 

In the context of Islamic banking, stakeholder theory is closely aligned with the principles 

of Maqasid al-Shariah, which emphasize justice (adl), public welfare (maslahah), 

transparency, and ethical responsibility. Consequently, Islamic banks are expected to generate 

value not only through financial profitability but also through social and environmental 

contributions. ESG disclosure therefore becomes an effective instrument for demonstrating 

accountability to both financial stakeholders and society as a whole (Mallin et al., 2014). 

Legitimacy Theory 

Legitimacy Theory suggests that organizations continuously seek legitimacy by ensuring 

that their operations conform to societal norms, expectations, and values. Companies disclose 

sustainability information to demonstrate that their activities are socially acceptable and 

environmentally responsible, thereby maintaining their social license to operate (Suchman, 

1995). 

ESG disclosure represents one of the most important legitimacy strategies in modern 

corporate reporting. Financial institutions that provide transparent sustainability information 

are more likely to gain stakeholder trust, improve corporate reputation, and reduce reputational 

risk. For Islamic banks, legitimacy extends beyond legal compliance because they must also 

satisfy Shariah principles and ethical standards. Therefore, comprehensive ESG reporting 

strengthens institutional credibility while supporting sustainable financial performance 

(Platonova et al., 2018). 
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ESG Disclosure 

Environmental, Social, and Governance (ESG) disclosure refers to the voluntary or 

mandatory reporting of non-financial information concerning an organization's environmental 

performance, social responsibility, and governance practices. ESG reporting has evolved into 

one of the principal mechanisms for evaluating corporate sustainability and long-term value 

creation (Nur Asrin et al., 2025). 

The environmental dimension includes initiatives such as energy efficiency, carbon 

emission reduction, sustainable financing, green investment, and environmental risk 

management. The social dimension covers employee welfare, customer protection, financial 

inclusion, community development, diversity, and corporate social responsibility. The 

governance dimension encompasses board effectiveness, transparency, risk management, 

internal control systems, shareholder protection, and ethical corporate conduct (Fauzi et al., 

2026; Mohammad & Wasiuzzaman, 2021). 

For Islamic banks, ESG disclosure extends beyond conventional sustainability reporting 

because Shariah principles inherently encourage ethical investment, social justice, equitable 

wealth distribution, and environmental stewardship. Consequently, ESG implementation 

complements Islamic financial objectives by integrating sustainability with religious and 

ethical values (Boudawara et al., 2023). 

Financial Performance 

Financial performance reflects an organization's ability to generate profits, utilize assets 

efficiently, and create sustainable value for shareholders and stakeholders. In the banking 

sector, financial performance is commonly evaluated using profitability indicators such as 

Return on Assets (ROA), Return on Equity (ROE), Net Profit Margin (NPM), and other 

operational efficiency measures. 

Previous studies suggest that effective ESG implementation contributes to improved 

financial performance through enhanced operational efficiency, stronger customer loyalty, 

lower financing costs, and reduced business risks (Gutiérrez‐Ponce & Wibowo, 2023). 

Furthermore, sustainable business practices enhance organizational resilience by strengthening 

investor confidence and supporting long-term profitability. 

ESG Disclosure and Financial Performance 

The relationship between ESG disclosure and financial performance has attracted 

increasing attention within the sustainable finance literature. The majority of empirical studies 

conclude that organizations with higher ESG disclosure generally achieve superior financial 



 
 

e-ISSN :2988-134X ; p-ISSN :2988-148X; Hal 78-91 

 

performance because transparency enhances stakeholder confidence and strengthens corporate 

reputation (Mohammad & Wasiuzzaman, 2021). 

Within Islamic banking, Platonova et al., (2018) demonstrated that corporate social 

responsibility disclosure positively affects profitability among Islamic banks operating in GCC 

countries. Similarly, Mallin et al., (2014) reported that Islamic banks engaging in socially 

responsible activities exhibit stronger financial performance due to enhanced stakeholder trust 

and ethical business conduct. 

Recent evidence also supports the positive contribution of ESG disclosure in banking. 

Cahyaningtyas et al., (2024) found that ESG disclosure significantly improves corporate 

performance among Indonesian banks. Likewise Albinurrizqi et al., (2025) and Kardilah et al., 

(2025) concluded that ESG disclosure contributes positively to financial performance after 

controlling for leverage, liquidity, and firm characteristics. Fathihani et al., (2025) further 

demonstrated that firm size strengthens the positive relationship between ESG disclosure and 

financial performance in Indonesian banking institutions. 

However, the empirical evidence remains inconclusive. Alghafes et al., (2024) reported 

that while governance and social dimensions significantly influence Islamic banks' 

profitability, the overall ESG score does not consistently produce statistically significant 

effects. Shalhoob (2025) also observed that institutional governance quality and regulatory 

environments moderate the effectiveness of ESG implementation. Furthermore, Muneer et al., 

(2025) emphasized that environmental disclosure contributes to financial sustainability only 

when accompanied by effective corporate governance mechanisms. These inconsistent 

findings suggest that the influence of ESG disclosure varies across institutional settings, 

regulatory environments, and banking systems, thereby justifying further investigation within 

the Indonesian Islamic banking context. 

Previous Studies 

Several studies have examined ESG disclosure and financial performance in banking and 

Islamic finance. Adirestuty et al., (2024) analyzed the sustainability reports of Bank Syariah 

Indonesia and Maybank Islamic Berhad and found continuous improvements in sustainability 

disclosure practices, although reporting quality differed between institutions. Boudawara et al., 

(2023) demonstrated that Shariah governance quality significantly improves ESG performance 

among Islamic banks operating across multiple countries. 

In Indonesia, Gutiérrez‐Ponce & Wibowo (2023) concluded that sustainability activities 

positively influence banks' financial performance. Similarly, Cahyaningtyas et al., (2024), 

Albinurrizqi et al., (2025), Kardilah et al., (2025), and Fathihani et al., (2025) consistently 
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reported positive relationships between ESG disclosure and profitability within the Indonesian 

banking sector. 

International studies provide additional evidence. Platonova et al., (2018) confirmed that 

CSR disclosure enhances financial performance in Islamic banks, while Alghafes et al., (2024) 

highlighted the importance of governance practices in determining Islamic banks' profitability. 

Yusuf et al., (2023) further argued that integrated reporting and corporate governance improve 

financial sustainability within Islamic banking institutions. 

Despite these contributions, relatively few studies specifically investigate the effect of 

ESG disclosure on the financial performance of Bank Syariah Indonesia, particularly by 

examining the individual contributions of environmental, social, and governance dimensions. 

Most previous research focuses either on the broader banking industry or on cross-country 

Islamic banking comparisons. This study addresses this gap by providing institution-specific 

evidence for Indonesia's largest Islamic bank. 

Research Framework and Hypotheses Development 

Based on Stakeholder Theory and Legitimacy Theory, organizations that disclose high-

quality ESG information are expected to gain stronger stakeholder trust, improve institutional 

legitimacy, reduce reputational risk, and ultimately enhance financial performance. In Islamic 

banking, these theoretical relationships are reinforced by Shariah principles emphasizing 

accountability, transparency, and sustainable value creation. 

Accordingly, this study proposes that ESG disclosure positively influences the financial 

performance of Bank Syariah Indonesia. More specifically, improvements in environmental 

responsibility, social performance, and governance quality are expected to strengthen 

profitability and support long-term financial sustainability. Based on the literature review, the 

following hypotheses are proposed: 

H1: Environmental disclosure has a positive effect on the financial performance of Bank 

Syariah Indonesia. 

H2: Social disclosure has a positive effect on the financial performance of Bank Syariah 

Indonesia. 

H3: Governance disclosure has a positive effect on the financial performance of Bank Syariah 

Indonesia. 

H4: Environmental, social, and governance disclosures simultaneously have a positive and 

significant effect on the financial performance of Bank Syariah Indonesia. 
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3. METODE PENELITIAN 

Research Design 

This study employed a quantitative research approach with an explanatory design to 

examine the effect of Environmental, Social, and Governance (ESG) disclosure on the financial 

performance of Islamic commercial banks in Indonesia. The study used secondary panel data 

collected from Annual Reports and Sustainability Reports published by Islamic banks during 

the 2020–2025 period. 

The explanatory approach was chosen because the research aims to analyze the causal 

relationship between ESG disclosure and financial performance. Data were obtained from 

publicly available reports issued by each Islamic bank, the Financial Services Authority (OJK), 

and Bank Indonesia. 

Population and Sample 

The population consisted of all Islamic Commercial Banks (Bank Umum Syariah) 

operating in Indonesia during 2020–2025. The sample was selected using purposive sampling 

based on the following criteria: Islamic commercial banks operating continuously during the 

observation period; banks publishing Annual Reports and Sustainability Reports from 2020 to 

2025; banks providing complete ESG disclosure and financial statement information; and 

banks with complete financial performance data required for analysis.   

Based on these criteria, the sample consisted of Islamic commercial banks such as Bank 

Syariah Indonesia (BSI), Bank Muamalat Indonesia, Bank Mega Syariah, BCA Syariah, Bank 

Panin Dubai Syariah, Bank Victoria Syariah, Bank KB Bukopin Syariah, Bank Aladin Syariah, 

Bank Aceh Syariah, and Bank NTB Syariah. 

Data Collection Technique 

This study used secondary data collected through documentation techniques. The data 

were obtained from Annual Reports, Sustainability Reports, Audited Financial Statements, 

OJK publications, Bank Indonesia publications, and relevant scientific journals. 

The ESG disclosure data were identified through content analysis based on the 

Environmental, Social, and Governance indicators disclosed in each bank's sustainability 

report.  

Research Variables  

The independent variable in this study is ESG Disclosure, which consists of three 

dimensions: 

a. Environmental Disclosure (ENV)  

b. Social Disclosure (SOC)  
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c. Governance Disclosure (GOV)   

The dependent variable is Financial Performance, measured using Return on Assets 

(ROA) and Return on Equity (ROE). To improve the robustness of the model, this study also 

includes Firm Size, Leverage, and Liquidity as control variables. 

Data Analysis Technique 

The collected data were analyzed using descriptive statistics and panel data regression 

analysis. Descriptive statistics were used to describe the characteristics of the research 

variables. Panel regression analysis was employed to examine the relationship between ESG 

disclosure and financial performance. Before estimating the regression model, the appropriate 

panel model was determined using the Chow Test, Hausman Test, and Lagrange Multiplier 

Test. Hypothesis testing was conducted using the t-test to examine the partial effect of each 

ESG dimension on financial performance, while the F-test was employed to assess the 

simultaneous effect of Environmental, Social, and Governance disclosures on financial 

performance. The coefficient of determination (Adjusted R²) was used to evaluate the 

explanatory power of the regression model. Data analysis was performed using EViews 13. 

Research Model 

The relationship between ESG disclosure and financial performance was estimated using 

the following regression model: 

Financial Performance = α + β₁ Environmental Disclosure + β₂ Social Disclosure + β₃ 

Governance Disclosure + β₄ Firm Size + β₅ Leverage + β₆ Liquidity 

+ ε………………………………………………………………..(i) 

where: 

a. Financial Performance is measured by ROA and ROE.  

b. Environmental Disclosure represents the environmental dimension of ESG.  

c. Social Disclosure represents the social dimension of ESG.  

d. Governance Disclosure represents the governance dimension of ESG.   

e. Firm Size, Leverage, and Liquidity are control variables.  

f. ε represents the error term. 

 

4. RESULT AND DISCUSSION 

Data Collection Process 

This study employed secondary data obtained from publicly available Annual Reports, 

Sustainability Reports, and Financial Statements of Islamic Commercial Banks (Bank Umum 

Syariah) in Indonesia during the 2020–2025 observation period. The data collection process 
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was conducted from January to April 2026 through documentation techniques by accessing 

reports published on the official websites of each bank, the Financial Services Authority (OJK), 

and Bank Indonesia. 

Based on the purposive sampling criteria, ten Islamic commercial banks met the 

requirements for inclusion in the study. These banks consistently published annual reports and 

sustainability reports during the observation period, resulting in 60 panel observations (10 

banks × 6 years). 

Descriptive Statistics 

Descriptive statistics were employed to provide an overview of the research variables 

before hypothesis testing. 

Table 1. Descriptive Statistics.   

Variable Mean Minimum Maximum Std. Deviation 

ESG Disclosure 0.741 0.520 0.910 0.093 

Environmental Disclosure 0.692 0.430 0.890 0.118 

Social Disclosure 0.781 0.550 0.950 0.101 

Governance Disclosure 0.751 0.570 0.930 0.087 

ROA (%) 1.54 0.21 2.85 0.61 

ROE (%) 13.74 4.12 21.67 4.09 

Source: Processed research data (2026). 

Table 1 indicates that the average ESG disclosure index among Islamic commercial 

banks reached 74.1%, suggesting that most banks have implemented sustainability reporting at 

a relatively high level. Among the three ESG dimensions, the social dimension exhibited the 

highest disclosure level, while the environmental dimension showed the lowest average 

disclosure. The average Return on Assets (ROA) was 1.54%, indicating relatively stable 

profitability during the observation period despite the economic challenges experienced after 

the COVID-19 pandemic.  

Panel Regression Analysis 

Prior to regression analysis, the appropriate panel data model was selected using the 

Chow Test, Hausman Test, and Lagrange Multiplier Test. Based on the results, the Fixed Effect 

Model (FEM) was identified as the most appropriate estimation model. 

Table 2. Panel Regression Results.   

Variable Coefficient t-Statistic Probability 

Environmental Disclosure 0.184 2.32 0.024 

Social Disclosure 0.267 3.14 0.003 

Governance Disclosure 0.421 4.58 0.000 

Firm Size 0.118 2.01 0.049 

Leverage -0.096 -1.84 0.071 
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Liquidity 0.053 1.29 0.202 

Adjusted R² = 0.712    

F-statistic = 28.64    

Prob (F-statistic) = 0.000     

Source: Processed research data (2026).   

The regression model explains approximately 71.2% of the variation in financial 

performance, while the remaining variation is explained by variables outside the research 

model. 

Hypothesis Testing 

Partial Effect of Environmental Disclosure on Financial Performance 

The regression results indicate that Environmental Disclosure has a positive and 

significant effect on financial performance (β = 0.184; p = 0.024). Therefore, H1 is accepted. 

This finding suggests that Islamic banks that disclose more comprehensive environmental 

information tend to achieve better financial performance. Environmental initiatives such as 

sustainable financing, energy efficiency, and environmental risk management may strengthen 

corporate reputation and reduce long-term operational risk. This result is consistent with the 

findings of Gutiérrez‐Ponce & Wibowo (2023), who reported that sustainability activities 

positively influence the financial performance of Indonesian banks. Similarly, Kardilah et al., 

(2025) found that environmental disclosure contributes positively to banking profitability. 

Partial Effect of Social Disclosure on Financial Performance  

The regression coefficient for Social Disclosure is positive and statistically significant (β 

= 0.267; p = 0.003). Consequently, H2 is accepted. The results indicate that greater disclosure 

of employee welfare, financial inclusion, community development, and customer protection 

programs enhances stakeholder confidence and customer loyalty, ultimately improving 

profitability. This finding supports Stakeholder Theory, which argues that organizations 

creating value for multiple stakeholder groups are more likely to achieve sustainable financial 

performance (Freeman, 1984). It is also consistent with Cahyaningtyas et al., (2024) and Mallin 

et al., (2014). 

Partial Effect of Governance Disclosure on Financial Performance 

Governance Disclosure demonstrates the strongest positive effect on financial 

performance (β = 0.421; p < 0.001). Therefore, H3 is accepted. The findings indicate that 

transparent governance practices, effective boards of directors, Sharia Supervisory Boards, 

internal control systems, and risk management significantly improve the financial performance 

of Islamic banks. This finding agrees with Boudawara et al., (2023), who concluded that high-

quality Sharia governance substantially improves ESG performance. Likewise, Alghafes et al., 
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(2024) emphasized that governance is the ESG dimension most strongly associated with 

Islamic banks' profitability. 

Simultaneous Effect of ESG Disclosure on Financial Performance 

The F-test produces a probability value of 0.000, indicating that Environmental, Social, 

and Governance disclosures simultaneously have a positive and significant effect on financial 

performance. Accordingly, H4 is accepted. These results demonstrate that ESG disclosure 

should be viewed as an integrated sustainability strategy rather than as independent initiatives. 

The combined implementation of environmental responsibility, social responsibility, and 

governance transparency contributes significantly to improving profitability and long-term 

organizational performance. 

Discussion 

The findings demonstrate that ESG disclosure has become an important strategic factor 

influencing the financial performance of Islamic banks in Indonesia. Consistent with 

Stakeholder Theory, transparent ESG reporting enhances stakeholder trust by reducing 

information asymmetry and improving corporate accountability. Banks that consistently 

disclose sustainability information are perceived as more responsible and better prepared to 

manage environmental, social, and governance risks. 

Among the three ESG dimensions, governance disclosure exhibits the strongest influence 

on financial performance. This finding reflects the unique characteristics of Islamic banking, 

where governance quality including Sharia compliance, board effectiveness, transparency, and 

risk management plays a central role in maintaining public confidence. Strong governance 

improves decision-making efficiency and operational performance while reinforcing 

institutional legitimacy. 

The positive influence of social disclosure suggests that corporate social responsibility 

remains an important driver of competitive advantage. Financial inclusion programs, MSME 

financing, employee welfare initiatives, and community empowerment activities strengthen 

customer relationships and improve corporate reputation, thereby supporting sustainable 

profitability. 

Although environmental disclosure contributes positively, its impact is relatively smaller 

than governance and social disclosure. This result may reflect the relatively early stage of green 

banking implementation among Islamic commercial banks in Indonesia, where environmental 

initiatives continue to develop following the adoption of sustainable finance regulations. 

The findings support previous studies by Mohammad & Wasiuzzaman (2021), Gutiérrez‐

Ponce & Wibowo (2023), Fathihani et al., (2025), and Platonova et al., (2018), which 
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concluded that ESG disclosure enhances financial performance. However, the present study 

extends the existing literature by providing empirical evidence from multiple Islamic 

commercial banks in Indonesia during the 2020–2025 period. 

Research Implications 

Theoretical Implications 

The findings strengthen the applicability of Stakeholder Theory and Legitimacy Theory 

in explaining how ESG disclosure contributes to financial performance within Islamic banking 

institutions. The study also enriches the literature on sustainable finance by providing empirical 

evidence from the Indonesian Islamic banking sector.  

Practical Implications 

The findings suggest that Islamic commercial banks should strengthen ESG disclosure 

as part of their long-term business strategy. In particular, governance transparency should 

remain a priority because it demonstrates the greatest contribution to financial performance. 

Furthermore, regulators such as the Financial Services Authority (OJK) may consider 

developing more standardized ESG reporting guidelines for Islamic banking institutions to 

improve reporting consistency and comparability. This study indicates that ESG disclosure is 

not merely a regulatory compliance requirement but a strategic mechanism for improving 

profitability, strengthening stakeholder trust, and promoting sustainable competitiveness 

within Indonesia's Islamic banking industry. 

 

5. CONCLUSION 

This study examined the effect of Environmental, Social, and Governance (ESG) 

disclosure on the financial performance of Islamic commercial banks in Indonesia during the 

2020–2025 period. The findings indicate that environmental, social, and governance 

disclosures each have a positive and significant influence on financial performance, while the 

three ESG dimensions simultaneously contribute to improving profitability, as measured by 

Return on Assets (ROA) and Return on Equity (ROE). Among the ESG dimensions, 

governance disclosure demonstrated the strongest effect, highlighting the strategic importance 

of transparency, accountability, and Sharia-compliant governance in enhancing the 

sustainability and competitiveness of Islamic banks. These findings support Stakeholder 

Theory and Legitimacy Theory, suggesting that comprehensive ESG disclosure not only fulfills 

regulatory and ethical expectations but also creates long-term economic value by strengthening 

stakeholder confidence and institutional reputation. The study contributes to the growing 

literature on sustainable finance by providing empirical evidence from Islamic commercial 
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banks in Indonesia. Nevertheless, several limitations should be acknowledged. The analysis 

was limited to Islamic commercial banks in Indonesia and relied on secondary data obtained 

from publicly available annual and sustainability reports, which may not fully capture the 

quality of ESG implementation. Furthermore, financial performance was measured using 

accounting-based indicators, without considering market-based performance measures or ESG 

risk ratings. Therefore, future studies are encouraged to expand the research by including 

Islamic banks from different countries, extending the observation period, incorporating 

additional variables such as ESG risk, corporate governance quality, green financing, and 

digital transformation, and applying more advanced analytical techniques such as structural 

equation modeling or dynamic panel regression to provide a more comprehensive 

understanding of the relationship between ESG disclosure and sustainable financial 

performance.  
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