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Abstract: This study examines how corporate governance mechanisms relate
to ESG practice in Indonesian listed firms and asks a narrower question: why
do governance tools that should strengthen ESG oversight appear to lose force
once firms are politically embedded. Drawing on agency theory, the study
focuses on five governance dimensions: audit committee characteristics,
external audit quality, board size, board independence, and board gender
diversity. Using a balanced panel of 42 firms listed on the Indonesia Stock
Exchange from 2017 to 2022, the analysis covers 210 firm year observations
and uses Bloomberg ESG scores as the outcome measure. The evidence shows
that board size, board independence, and board gender diversity are positively
associated with ESG practice, whereas audit committee characteristics are
negatively associated with it and external audit quality is not consistently
significant. Political embeddedness is positively associated with ESG practice
and conditions selected governance relationships, most clearly by weakening
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the effect of board independence and, more cautiously, board gender diversity.
These findings are best read as conditional evidence from a small pooled panel
setting rather than as universal governance effects.

Keywords: ESG practice; corporate governance; political embeddedness.
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1 Introduction

Environmental, social, and governance practices now sit near the centre of how listed
firms are judged. What once looked like a reporting add-on is increasingly treated as a
signal of accountability, legitimacy, and long-term resilience. In Indonesia, that pressure
is especially visible as listed firms face stronger scrutiny from investors, regulators, and
the public over the credibility of their sustainability commitments (Carolina et al., 2023;
Singh et al., 2023; Tyan et al., 2024; de Almeida Barbosa Franco et al., 2024; Saraswati
et al., 2024; Sugiarto et al., 2023; Itan et al., 2025). Recent comparative work also links
sustainability performance to payout policy shifts and CSR implementation, which
underlines the practical and strategic salience of ESG related governance choices
(Matuszewska-Pierzynka and Pieloch-Babiarz, 2025; Zvarikova et al., 2024).

Corporate governance is often presented as the mechanism that should make ESG
practice more credible. Independent boards, audit oversight, and external assurance are
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expected to improve monitoring, constrain symbolic disclosure, and push managers
toward more accountable sustainability decisions. Yet, the empirical record is mixed.
Some studies report positive governance effects, whereas others find weaker,
inconsistent, or even contradictory results, suggesting that governance tools do not travel
evenly across settings (Chen, 2024; Dandapani and Shahrokhi, 2022; Brogi and Lagasio,
2025; Adegboye et al., 2020; Appuhami and Tashakor, 2017; Kholillulloh et al., 2025;
Pernamasari and Chariri, 2024; Pozzoli et al., 2022; Gebrayel et al., 2018). Related work
on circular economy governance, digitalisation, and Al driven sustainability transitions
also shows that governance quality shapes whether strategic sustainability claims
translate into credible organisational action (Batlles-delaFuente et al., 2024; Waqas et al.,
2025; Saiyed et al., 2025).

Agency theory helps explain why these mechanisms should matter, as ESG practice
can be part of the broader monitoring system through which shareholders seek to limit
information asymmetry and managerial self-interest (Pinto and Gaio, 2025). Still, agency
theory also raises a sharper puzzle in emerging markets: monitoring devices may appear
independent in their formal structure yet become less independent in practice. Once
oversight is filtered through informal influence, privileged access, and politically shaped
incentives, the same board or audit arrangement may no longer operate as intended.

Political embeddedness is therefore not just a background condition. It may create a
context of privileged access and selective responsiveness that alters how governance
works in practice. Political ties can offer legitimacy, regulatory access, and resource
support, but they can also soften monitoring, reshape board incentives, reduce substantive
autonomy, and encourage symbolic rather than disciplinary compliance (Belghitar and
Clark, 2016; Berkman et al., 2010; El Nayal et al., 2021; Gao et al., 2023; Rocca et al.,
2022; Xiaomei et al., 2021; Rossi et al., 2025a). What matters here is not simply whether
governance exists on paper, but whether politically embedded firms allow those
mechanisms to function with real independence.

This issue is especially salient in Indonesia, where ESG expectations are rising within
an institutional setting still marked by enduring political ties. Existing studies have
examined governance quality, board structure, audit arrangements, and sustainability
outcomes, yet much less is known about why governance mechanisms that appear
beneficial in general may weaken once political embeddedness enters the picture. That
unresolved tension is the central puzzle of this paper.

Against this backdrop, this study examines whether audit committee characteristics,
external audit quality, board size, board independence, and board gender diversity
influence ESG practice in Indonesian listed firms, and whether political embeddedness
conditions those relationships. The contribution is deliberately narrower than a general
claim that governance drives ESG. Instead, the paper argues that governance effects are
conditional and uneven because political embeddedness can distort monitoring, reshape
incentives, and weaken the practical independence of formal governance tools in an
emerging market setting.
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2 Theoretical background and hypothesis formulation

2.1 Theoretical background

As stakeholders place greater weight on environmental protection, employee welfare, and
community well-being, ESG practices have become more central to corporate evaluation
(Senadheera et al., 2022). Research consistently shows that governance can improve the
credibility and integration of sustainability-related action and disclosure (Brogi and
Lagasio, 2025; Ed-Dafali et al., 2025). Agency theory offers the starting logic:
governance mechanisms exist to reduce information asymmetry and managerial
opportunism, so stronger oversight should, in principle, reduce selective sustainability
signalling and improve accountability (Pinto and Gaio, 2025; Sari et al., 2019). Yet, that
logic is incomplete in settings where firms are not monitored only through formal internal
structures. In Indonesia and similar emerging markets, political embeddedness can
redirect the incentives of managers and directors, blur the boundary between formal
independence and practical dependence, and change whether monitoring mechanisms
discipline or merely legitimise managerial behaviour (Rochmatullah et al., 2024;
Belghitar and Clark, 2016; El Nayal et al., 2021; Gao et al., 2023; Rocca et al., 2022). In
that sense, political embeddedness is theorised here as a mechanism that can distort
monitoring, reshape incentives, and weaken substantive independence rather than as a
simple contextual label. Broader work on green economy progress and greenwashing
points in the same direction, because firms can project sustainability intent without
equivalent substantive change when governance and accountability are weak (Nitd et al.,
2024; Raman et al., 2025; Gebrayel et al., 2018).

Table 1 Research related to environmental, social, governance performance
Authors Result
Chebbi and Ammer Strengthened corporate governance enhances organisational
(2022) performance. Particularly, ESG disclosure practices.
Masud et al. (2025) The growing demand for a comprehensive ESG framework adapted

to regional contexts to support sustainable corporate governance.

Ab Wabhab et al. (2024) Sustainability performance within ASEAN firms improves with the
increased of female directors at the board level.

Elamer and Boulhaga These findings demonstrate strategic insights for regulators,

(2024) business leaders, and shareholders, underscoring the pivotal role of
governance in addressing LST controversies while strengthening
organisational resilience and adaptive capacity.

Pernamasari and Chariri ~ ESG practices tend to improve when the audit committee
(2024) demonstrates strong composition and professional competence.

Narullia et al. (2024) ESG implementation is significantly reinforced by effective internal
auditing and audit committee expertise.

Source: Table created by the authors

Table 1 summarises prior studies on key predictors of ESG practices and shows that the
literature mainly emphasises governance quality, board structure, audit quality, and
sustainability reporting quality (Chebbi and Ammer, 2022; Elamer and Boulhaga, 2024;
Masud et al., 2025; Pernamasari and Chariri, 2024; Narullia et al., 2024; Ab Wahab et al.,
2024). Building on that work, the present study brings these governance dimensions into
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one framework and places political embeddedness at the centre of the explanation. The
aim is not simply to test direct effects, but to explain why apparently sound governance
may become less effective when firms are tied to political networks.

2.2 Hypothesis development

The audit committee is expected to support compliance, reporting quality, and the
credibility of internal control processes (Ha Vo and Tran Ngoc, 2024; Rossi et al.,
2025a). From an agency perspective, stronger audit committee characteristics should
improve monitoring and reduce managerial room for selective sustainability reporting.
Prior studies therefore tend to associate stronger audit committees with stronger ESG
outcomes, although this expectation depends on whether the committee has substantive
influence rather than a formal monitoring label.

H1 The characteristics of the audit committee have a positive impact on ESG practice.

Large public accounting firms, especially the Big Four, are usually viewed
as more capable of supporting reporting credibility and constraining manipulation
(Fernandez-Feijoo et al., 2018; Susanto et al., 2025). In the ESG setting, stronger external
audit quality may increase confidence that sustainability disclosure is not detached from
underlying practice. The expected relationship is therefore positive, although it may
remain limited when ESG oversight is driven more by internal incentives than by external
assurance alone.

H2 The quality of external audits has a positive impact on ESG practice.

Board size reflects the range of expertise, monitoring capacity, and advisory resources
available to the firm (Tjahjadi et al., 2021; Zulfikar et al., 2020). A larger board can
widen deliberation and strengthen oversight of sustainability issues, though only up to the
point where coordination remains workable (Hu and Loh, 2018; Ahrens et al., 2025). On
balance, the expectation in this study remains positive because broader board capacity
should support more developed ESG practice.

H3 Board size has a positive impact on ESG practice.

Board independence matters because agency theory assumes that directors who are less
tied to management can challenge self-serving decisions and strengthen oversight. In the
ESG context, more independent commissioners should improve the credibility of
sustainability related monitoring and reporting (Napitupulu et al., 2023; Susbiyani et al.,
2023). This prediction is especially important here because political embeddedness may
erode the practical force of formal independence even when the board appears
independent by composition.

H4 The independence of the board of commissioners has a positive impact on ESG
practice.

Boards with greater gender diversity are often associated with broader deliberation,
stronger attention to stakeholder issues, and greater sensitivity to social and
environmental concerns (Abbas and Frihatni, 2023; Hadisurya et al., 2025; Syamsudin
et al., 2017). Gender diversity may therefore strengthen ESG practice by widening
perspectives and reducing homogeneous board thinking (Hadisurya et al., 2025;
Izmaylova et al., 2023). At the same time, a coarse binary measure captures only board
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presence rather than the depth of influence, so any estimated effect should be interpreted
cautiously.

H5 Gender diversity on the board has a positive impact on ESG practice.

Political embeddedness can either reinforce or dilute governance effectiveness in ESG
implementation. Political ties may deliver access, protection, and institutional
coordination. They may also reduce board autonomy, soften monitoring incentives, and
encourage selective responsiveness to sustainability pressure (Chi et al., 2019; Dicko and
Khemakhem, 2014; Mohammed et al., 2017; Tessema et al., 2024; Ullah and Kamal,
2022; Cheng et al., 2015; Jamil, 2018; Murti, 2024; Wati et al., 2020; Rossi et al., 2025b;
Salloum et al., 2015, 2025). The moderation hypotheses therefore follow the paper’s core
logic that political embeddedness changes how governance mechanisms operate rather
than assuming those mechanisms retain the same force across firms.

H6  Political embeddedness moderates the impact of audit committee characteristics
on ESG practice.

H7  Political embeddedness moderates the impact of external audit quality on ESG
practice.

H8  Political embeddedness moderates the impact of board size on ESG practice.

H9  Political embeddedness moderates the impact of board independence on ESG
practice.

H10 Political embeddedness moderates the impact of board gender diversity on ESG
practice.

3 Methodology

3.1 Data and samples

This study uses a quantitative design to examine how governance mechanisms relate to
ESG practice and whether political embeddedness moderates those relationships. The
dataset is a balanced firm-year panel covering 42 firms listed on the Indonesian Stock
Exchange from 2017 to 2022. A panel structure is appropriate because the research
question concerns both differences across firms and variation over time. At the same
time, the sample is limited to firms with complete Bloomberg ESG coverage and
complete annual report disclosures for all study variables. That selection improves
comparability, but it may also tilt the sample toward larger or better-governed firms and
introduces a possible survivorship or data availability bias that should be kept in view
when interpreting the results.

3.2 Variable measurements

Table 2 presents the operational definitions and measurement tools for the research
variables, based on previous studies used as references.
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Table 2 Variables measurement
Types of variables Name of variable Proxy measure References
Dependent ESG practice Y = ESG scores published ~ Chebbi and Ammer
by Bloomberg. (2022), Masud et al.
(2025)
Independent Characteristics of X1 = (Number of Al-ahdal and Hashim
variable the audit committee characteristic indicators (2022)
met)/(Total indicator)
Audit quality X2 = (Number of audit Al-ahdal and Hashim
quality indicators (2022)
met)/(Total indicator)
Size of the board X3 = Total board size Lagasio and Cucari
commissioners (2019)
Board independence X4 = (Number of Birindelli et al.
independence indicators (2018), Hossain and
met)/(Total indicator) Reaz (2007)
Gender diversity X5 = dummy; 1 = there is Ginglinger and
at least one female Raskopf (2020)
commissioner, 0 = there
are none. This captures
presence rather than the
degree of gender diversity.
Moderating Political 7 = count measure Asmoro et al. (2024)
variable embeddedness ranging from O to 6 that

captures disclosed
political ties through the
board, commissioners, or
senior management,
including political office,
family ties to officials, or
prior service in state
institutions; 0 = no
identified tie.

Source: Table created by the authors

3.3 Model development and econometric estimation procedures

The empirical analysis was conducted in Stata using pooled panel regressions with
interaction terms to test moderation. The panel structure motivates the design, but the
present estimates should be read as pooled associations rather than as firm specific causal
effects. In substantive terms, Model 1 estimates the direct associations between
governance variables and ESG practice. Model 2 adds political embeddedness as a direct
predictor. Model 3 includes the interaction terms between governance variables and
political embeddedness to test whether governance effects vary across politically
embedded firms.

Diagnostic tests were used as preliminary checks on the pooled specification.
Residual normality was examined with skewness and kurtosis and the Kolmogorov
Smirnov test (Bommert et al., 2020). Heteroskedasticity was assessed with the Breusch
Pagan Cook Weisberg test, and multicollinearity was evaluated through VIF statistics.
These checks help describe the behaviour of the pooled model, but they do not remove
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broader concerns about omitted variables, reverse causality, or unobserved firm
heterogeneity, which remain important limitations of the study.

Three regression equations were constructed. The first estimates the direct
associations of the governance variables with ESG practice. The second adds political
embeddedness. The third is the integrated moderation equation in which all interaction
terms are introduced together so that moderation is evaluated within one common
specification rather than through unrelated standalone interpretations. The separate
interaction tables that follow are reported only to make the coefficients easier to read
variable by variable.

e Main model:

Y =b, +b;X; +b,X; +b3X5+ by X, +bsXs +¢ (Model 1)
e Model with moderating variables:

Y =b, +b1X; +b,X;5 +b3X3+ by X, +bsXs +bgZ+e (Model 2)
e Model regression analysis:

Y =b, + b X +b,X5 +b3X5 + by Xy +bsXs +bsZ+b, X, Z+bgX»Z

(Model 3)
+b9X3Z+ b10X4Z+b11X5Z +e

4 Results

4.1 Statistical description of the research variables

Table 3 reports 210 firm-year observations. The mean ESG score of 52.97 suggests a
moderate average level of ESG practice, while the standard deviation of 20.54 indicates
substantial variation across firms. The descriptive statistics also show that political
embeddedness ranges from 0 to 6 in the sample. This pattern clarifies that political
embeddedness is treated empirically as an intensity count rather than a simple binary
indicator, and the wording of the measurement description should be read accordingly.

Table 3 Descriptive

Variable Obs. Mean Std. dev. Min Max
Y 210 52.97467 20.54477 0 87.17
X1 210 0.93 0.0725806 0.8 1
X2 210 0.6404762 0.131352 0.3 1
X3 210 6.4 2.374506 03 15
X4 210 0.442381 0.1343567 0.3 0.8
X5 210 0.4761905 0.5006262

Z 210 2.404762 1.380998 0 6

Source: Table created by the authors
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4.2  Normality test

The skewness and kurtosis test in Table 4 yields a probability of 0.0513, which is just
above the conventional 5% threshold. This suggests that the residuals of the pooled
specification do not depart sharply from normality. The result is reported as a diagnostic
check rather than as a decisive basis for model validity.

Table 4 Skewness and kurtosis
Variable Obs. Pr (skewness)  Pr (kurtosis) Adj chi2 (2) Prob>chi2
Res 210 0.0190 0.4441 5.94 0.0513

Source: Table created by the authors

The Kolmogorov-Smirnov result in Table 5 points in the same direction. A significance
value of 0.740 does not indicate a meaningful divergence between the residual
distribution and the theoretical normal distribution.

Table S Kolmogorov-Smirnov
Standardised residual
Kolmogorov-Smirnov Z 0.683
Asymp. Sig. (2-tailed) 0.740

Source: Table created by the authors

4.3 Heteroscedasticity test

Table 6 shows a Breusch-Pagan-Cook-Weisberg probability of 0.7311. This suggests no
strong evidence of heteroskedasticity in the pooled residuals.

Table 6 Breusch-Pagan/Cook-Weisberg

chi2(1) = 0.12
Prob > chi2 = 0.7311

Source: Table created by the authors.

4.4  Multicollinearity test

The VIF values in Table 7 range from 1.00 to 1.06, well below common thresholds. On
that basis, problematic multicollinearity does not appear to drive the estimates.

Table 7 VIF test results

Variable VIF 1/VIF
X3 1.06 0.944804
X2 1.06 0.947183
X5 1.05 0.951971
X4 1.01 0.988470
X1 1.00 0.995405
Mean VIF 1.04

Source: Table created by the authors
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4.5 Autocorrelation test

Autocorrelation was assessed with the Durbin-Watson statistic after setting the panel
structure. The reported value of 2.092 is close to 2, so serial correlation does not appear
pronounced in this pooled diagnostic. Even so, this check should not be treated as a
substitute for a fuller panel specification.

Table 8 Durbin-Watson

Std. error of the estimate 14.30421
Durbin-Watson 2.092

Source: Table created by the authors

4.6 Simultaneous test

Table 9 shows that the governance variables are jointly significant in explaining ESG
practice in the baseline pooled specification, with F = 13.010 and p = 0.000. The R
squared of 0.242 indicates that the model explains 24.2% of the variation in ESG
practice. This provides a workable baseline, but not a complete account of firm level ESG
differences.

Table 9 Simultaneous test of model 1

Model 1 Coefficient Std. error t Stat P>t
X1 -17.45681 17.29729 -1.01 0314
X2 45.64229 9.798162 4.66 0.000
X3 2.57104 0.5426933 4.74 0.000
X4 29.0008 10.0422 2.89 0.004
X5 3.35642 2.564325 1.31 0.192
Cons 8.85741 18.07217 0.49 0.625
Number of obs. 210

F. statistics 13.010

Prob >F 0.000

R-squared 0.242

Adj R-squared 0.223

Source: Table created by the authors

Table 10 shows that the moderated specification is also jointly significant, with
F = 14.750 and p less than 0.001. Its R squared rises to 0.304, suggesting that political
embeddedness and the interaction terms add explanatory value. That said, the increase in
fit should be read as supportive rather than conclusive evidence because the model
remains a pooled specification with limited controls.

4.7 Partial test

Table 11 shows that audit committee characteristics are negatively associated with ESG
practice in this specification, with a coefficient of minus 116.1311 and p = 0.001. This



When political embeddedness shapes ESG practice corporate governance 11

directly contradicts the hypothesised positive effect. A more careful reading is therefore
needed. One possibility is that formal audit committee structures do not translate into
substantive ESG oversight in all firms. Another is that the coefficient is picking up
unobserved governance differences that the pooled model does not fully absorb. Political
embeddedness is negative in this specification, while the interaction term is positive and
significant. Taken together, the pattern suggests not that audit committees are uniformly
effective, but that their association with ESG practice changes once firms are politically
embedded.

Table 10 The result of model 2

Model 2 Coefficient Std. error t Stat P>t
X1 —5.764061 16.84362 —0.34 0.733
X2 30.88357 10.03373 3.08 0.002
X3 2.368611 0.5235276 4.52 0.000
X4 12.23146 10.4239 1.17 0.242
X5 1.754663 2.492188 0.70 0.482
V4 4.33921 1.021584 4.25 0.000
Cons 6.614726 17.36957 0.38 0.704
Number of obs. 210

F. statistics 14.750

Prob > F 0.000

R-squared 0.304

Adj R-squared 0.283

Source: Table created by the authors

Table 11  The result of model 3 (X1)

Model 3 (X1) Coefficient Std. error t Stat P>t
X1 -116.1311 35.87267 -3.24 0.001
Z —34.52295 11.07281 -3.12 0.002
X1 Z 4436915 11.98108 3.70 0.000
Cons 145.3697 33.51931 4.34 0.000
Number of obs, 210

F. statistics 20.840

Prob>F 0.000

R-squared 0.233

Adj R-squared 0.222

Source: Table created by the authors

Table 12 indicates that external audit quality is not significantly associated with ESG
practice in this specification, with a coefficient of 4.902595 and p = 0.821. Political
embeddedness is also not significant here, and the interaction term remains insignificant.
The result suggests that external audit quality, as measured in this study, does not
consistently explain ESG differences across firms.
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Table 12 The result of model 3 (X2)

Model 3 (X2) Coefficient Std. error t Stat P>t
X2 4.902595 21.65071 0.23 0.821
Z —1.828647 4.757562 -0.38 0.701
X2 7 11.11103 7.250416 1.53 0.127
Cons 36.48623 13.44559 2.71 0.007
Number of obs. 210

F. statistics 20.950

Prob>F 0.000

R-squared 0.234

Adj R-squared 0.223

Source: Table created by the authors

Table 13 shows that board size is positively associated with ESG practice, with a
coefficient of 3.376269 and p = 0.002. Political embeddedness is also positive and
significant in this specification, whereas the interaction term is negative but not
significant. The evidence, therefore, supports a positive association for board size, but not
a moderated one.

Table 13 The result of model 3 (X3)

Model 3 (X3) Coefficient Std. error t Stat P>t
X3 3.376269 1.073328 3.15 0.002
Z 7.620846 2.404837 3.17 0.002
X3 Z -0.3152212 0.3717005 -0.85 0.397
Cons 18.03423 6.732871 2.68 0.008
Number of obs. 210

F. statistics 25.590

Prob>F 0.000

R-squared 0.272

Adj R-squared 0.261

Source: Table created by the authors

Table 14 shows that board independence is positively associated with ESG practice, with
a coefficient of 61.06779 and p = 0.012. Yet, the more informative result is the negative
and significant interaction term between board independence and political embeddedness,
with a coefficient of minus 19.85132 and p = 0.007. This is consistent with the paper’s
core argument: board independence appears useful in general, but its practical
effectiveness weakens when firms are politically embedded.

Table 15 shows that board gender diversity is positively associated with ESG
practice, with a coefficient of 10.48187 and p = 0.045. However, the interaction term
with political embeddedness is negative and only marginally significant (p = 0.053). This
shift matters because gender diversity is not significant in the baseline model but
becomes significant here. The sensible reading is therefore cautious: the positive
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association appears specification sensitive, and the evidence for moderation is suggestive
rather than definitive.

Table 14  The result of model 3 (X4)

Model 3 (X4) Coefficient Std. error t Stat P>t
X4 61.06779 24.07005 2.54 0.012
Z 16.11265 3.765385 4.28 0.000
X4 7 -19.85132 7.319138 -2.71 0.007
Cons 9.420248 11.13607 0.85 0.399
Number of obs. 210

F. statistics 18.280

Prob > F 0.000

R-squared 0.210

Adj R-squared 0.199

Source: Table created by the authors

Table 15  The result of model 3 (X5)

Model 3 (X5) Coefficient Std. error t Stat P>t
X5 10.48187 5.209114 2.01 0.045
Z 8.046976 1.310812 6.14 0.000
X5 7 —3.637795 1.872159 -1.94 0.053
Cons 33.11885 3.422747 9.68 0.000
Number of obs. 210

F. statistics 16.960

Prob>F 0.000

R-squared 0.198

Adj R-squared 0.186

Source: Table created by the authors

5 Implications

This study offers one main theoretical insight and one practical one. Theoretically, it
suggests that agency based governance arguments travel imperfectly in politically
embedded settings. Board independence and, more tentatively, board gender diversity are
associated with stronger ESG practice under ordinary conditions, yet those advantages
weaken once political embeddedness constrains substantive autonomy. In other words,
political embeddedness is not merely a backdrop. It helps explain why governance
structures that look credible on paper may deliver uneven ESG outcomes in practice
(Pinto and Gaio, 2025; Shrivastava and Addas, 2014; Nguyen, 2025; Guedes and
Griibler, 2025; Brogi and Lagasio, 2025; Remo-Diez et al., 2024; Belghitar and Clark,
2016; El Nayal et al., 2021; Gao et al.,, 2023; Wati et al., 2020). This broader
interpretation also aligns with recent evidence showing that CSR adoption, ethical
sustainability attitudes, cash governance, green innovation, circular economy practice,
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gendered participation in management, and eco innovation links to development goals
remain conditional on institutional and organisational settings rather than automatic
outcomes of formal structures alone (Gavurova et al., 2022; Belas et al., 2022; Hussain
et al., 2023; Takyi et al., 2024a, 2024b; Skare et al., 2025; Arilla-Llorente et al., 2024).
From a managerial and policy perspective, the implication is concrete. Regulators and
investors should look beyond formal board composition when evaluating ESG credibility
in politically embedded firms. Nomination committees should protect the substantive
independence of commissioners rather than only meeting formal independence
thresholds. Firms should also treat gender diversity as a matter of voice and influence, not
merely of board presence. That practical focus is consistent with evidence that
managerial decision making during organisational change can shape competitiveness
when firms face shifting institutional and strategic demands (Vrtana et al., 2025).

This study shows that the relationship between corporate governance and ESG
practice in Indonesian listed firms is conditional rather than uniform. Board size and
board independence are positively associated with ESG practice, audit committee
characteristics are negatively associated with it, and external audit quality is not
consistently significant. Political embeddedness matters because it weakens the apparent
benefit of board independence and may also weaken the contribution of board gender
diversity. The more modest conclusion, then, is not that governance mechanisms
universally drive ESG practice in Indonesia, but that their effects are uneven and partly
shaped by political ties.

These findings should be interpreted within clear limits. The sample covers only 42
firms and 210 firm-year observations, and it includes only firms with complete
Bloomberg ESG data, which may bias the sample toward firms with stronger disclosure
systems. The analysis relies on pooled panel regressions, so unobserved firm
heterogeneity, reverse causality, and omitted variables remain live concerns. The gender
diversity measure is coarse, and the political embeddedness measure captures observable
ties more readily than their quality or intensity in practice.

Future research would benefit from a fuller panel specification with firm, year, and
industry controls, more granular governance measures, and a richer treatment of political
embeddedness. Comparative work across sectors or emerging markets could also help
clarify when governance mechanisms retain substantive force and when they become
more symbolic than effective.

This study answers the research question by demonstrating that corporate governance
mechanisms influence ESG practices in Indonesian listed firms, although their effects
vary because political embeddedness alters the strength of specific relationships. Board
size, board independence, and board gender diversity are associated with stronger ESG
practices, whereas audit committee characteristics show a negative association, and
external audit quality is not consistently significant. Political embeddedness also plays a
direct role and acts as a moderator, particularly by weakening the impact of board
independence and, to a lesser extent, board gender diversity, while enhancing the
relationship with the audit committee. Overall, the findings suggest that ESG practices
are shaped by both internal governance structures and the political environment
surrounding the firm.

This study has several limitations. First, the sample is limited to 42 Indonesian listed
firms from 2017 to 2022, which restricts the generalisability of the findings. Second, ESG
practices are measured using Bloomberg scores, which may not fully capture the
substance of firm-level sustainability actions. Third, political embeddedness is measured
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quantitatively, so the analysis cannot fully reflect variation in the intensity, nature, or
quality of political ties.

Future research could expand the sample across different countries or industries, use
alternative ESG indicators, and explore political embeddedness more deeply, such as by
differentiating between direct political appointments and family or institutional ties.
Qualitative or mixed-methods research may also help explain why some governance
mechanisms remain effective while others weaken in politically embedded firms.
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