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Abstract  

The first aim of this paper is to examine the relationship between incentive management, corporate social responsibility, political 
connections, and firm value in the mining industry using the agency theory. The second aim is to examine corporate governance's 
moderating role in the relationship between incentive management, corporate social responsibility, political connections, and firm value. 
This research uses Moderated Regression Analysis (MRA) to realize the objectives. This study finds a relationship between incentive 
management, corporate social responsibility, political connections, and firm value. It also finds that corporate governance moderates the 
relationship between incentive management, corporate social responsibility, political connections, and firm value. Corporate governance 
plays a role in helping to reduce agency problems and strengthen corporate supervision. The results of this study provide theoretical 
contributions to the literature on the development of corporate governance and capital markets, especially in investment decision-making. 
The findings of this study can be used as a consideration for policies related to regulations in the management of incentives management, 
corporate social responsibility, corporate governance, and corporate value. 
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Introduction 

In line with increasingly rapid economic development in this era of globalization, the challenges for 
companies to achieve company goals, including implementing the going concern principle or business 
sustainability, are increasing. Every company through its operational activities will always try to achieve its 
goal, namely increasing firm value (Junus et al. 2022). The mining sector is one of the sectors that supports 
economic growth and contributes most to gross domestic product (GDP) and taxes in Indonesia. The 
mining sector is strategic in the process of increasing national development. In recent decades, the mining 
sector has remained the largest contributor to the state revenue structure (Yasin et al. 2021). 

The value of a company will be reflected in its share price and is formed through investment opportunities 
(Fama 1980). Apart from that, mineral and coal mining activities in Indonesia have an important role in 
meeting the living needs of many people and providing added value to the national economy (Rosyadi, 
Hasid, and Purwadi 2023). Firm value itself is an investor's perception of the level of success achieved by 
the company and can assess the company as a whole (Mongan, Moy, and Kahn Jr 2020; Sulistyanto and 
Nugrahanti 2013). Firm value is an important concept for investors for assessing a company regarding 
performance, and prospects and assessing it as a whole with long-term goals (Huynh et al. 2020; Nurfitri, 
Retnowati, and Awaludin 2022). 

If the firm value more high, then shareholders will be interesting for investor their capital in the company 
(Banamtuan, Zuhroh, and Sihwahjoeni 2020). Meanwhile, the stock prices of mining companies have 
decreased, especially coal companies due to excess production from both Indonesia and other countries 
and also the use of renewable energy and natural gas (O’Callaghan et al., 2015). The mining company faces 
challenges related to fluctuating market prices for its products and environmental issues around its 
operations (Yuniar 2024). The main purpose of business in the capital market in mining sector public 
companies is to create and increase firm value (Budianto and Bustaman 2016). Research about firm value 
have been carried out in various countries (Clarke, 2015; Gray, 2010; Haigh & Hoffman, 2014; Klettner et 
al., 2014; Tata & Prasad, 2015). The measurements used in research on firm value vary, but they are related 
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to the company's stock price (Baumgartner and Ebner 2010; Koller, Muhr, and Braunegg 2014; Lo and 
Sheu 2007). 

Corporate governance affects a company's risk. Furthermore, some research found that an inefficient 
corporate governance system plays a role the occurrence of accounting fraud, thus weakness governance is 
more likely to be an anomaly (Bhasin 2017). Conventionally, corporate governance is viewed in terms of 
both stakeholders and shareholders and the various interests and responsibilities of stakeholders (Friedman 
& Levinsohn (2002); Kakabadse & Kakabadse (2001); O’Sullivan (2000)). This approach has shifted to the 
process of self-change: the focus of Western corporate governance on dynamic approaches and corporate 
governance (Kirkbride, Letza, and Sun 2005). 

In particular, share price maximization reflects information about a company's operations and reflects the 
long-term expectations of its strategic decisions in efforts to increase firm value (e.g. strategic corporate 
governance). One way to sustain a company's business is by increasing the company's value and ensuring 
that every additional cost will provide benefits to the company and can increase the firm value (Bhat et al. 
2018). Weaknesses in corporate sector governance result in the need for good governance. Corporate 
governance structure reform is needed to correct existing corporate governance abnormalities (Arora and 
Sharma 2016). 

The focus on corporate governance has become important (Ntim, Opong, and Danbolt 2012). 
Furthermore, some studies have found that corporate governance has a positive influence on firm value 
(Brown and Caylor 2006; Durnev and Kim 2005; Gompers, Ishii, and Metrick 2003).  

The importance of corporate governance for investors and regulators in development, adoption, and 
compliance is directly related to corporate governance issues (Aguilera & Cazurra, 2009). The importance 
of filling this gap is in creating corporate governance principles, regionally and locally accepted practices, 
efficient regulations, and easy-to-apply administrative governance mechanisms (Arslan and Alqatan 2020). 
On the other hand, law enforcement is significant in achieving a good corporate governance system.  

Incentive management influences firm value. Incentives are awards given to encourage workers to achieve 
high work productivity (Salah 2016). Therefore, incentives are part of profits and are usually given to 
workers who excel or do good work.  To reduce this conflict, managers are given stock bonuses for 
participating in ownership, which reduces agency conflict (Ding et al. 2015). Incentive management can 
reduce agency problems, namely by reducing conflicts of interest between managers and owners, and 
between managers as owners and creditors (Jensen and Meckling 1976).  

Another phenomenon that can influence firm value is political and business connections which can help 
facilitate the search for sources of company funding. Having political connections can provide benefits that 
can increase firm value (Kurniasari and Listiawati 2019). Likewise, research results in Korea show that 
political connections have a positive effect on firm value (Chung, Byun, and Young 2019; Nurfitri et al. 
2022; Sulistyanto and Nugrahanti 2013). Meanwhile, some findings differ from previous research showing 
that political connections do not affect firm value.  

Several studies have yielded different results. Prior et al. (2008) and Raimo et al. (2021) show a positive 
relationship between CSR and firm value. Agnihotri & Bhattacharya (2019) and Luo & Bhattacharya (2006) 
show a negative relationship between CSR, environmental aspects, corporate governance, and firm value. 

These issues with the previous research have motivated researchers to conduct analysis and test incentive 
management, political connections, corporate social responsibility or CSR (independent variable), firm 
value (dependent variable), and corporate governance as a moderating variable. 

Mining companies were chosen as the objects of  this study and it is important to research them because 
the mining sector is strong and is very popular with investors. Mining companies  have an important role 
in providing resources and materials (Peng et al. 2020). This research was conducted in Indonesia because 
it ranks as the fourth largest coal producer in the world.  Another reason is that Indonesia is ranked fourth 
as the largest coal producer in the world after China (Kurniawan and Managi 2018). 

The economic conditions in Indonesia during the COVID-19 period caused companies in the mining sector 
to experience losses, and this directly affected the behavior of investors in making investment decisions in 
the capital market (Yasin et al. 2021). While others experienced a decline due to the weakening economic 
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conditions of the destination countries for coal exports, Indonesian mining companies exporting to China 
and India had to close due to the pandemic. These circumstances caused the reference coal price to 
experience pressure due to the oversupply conditions of the global market (Stala-Szlugaj and Grudziński 
2021).  

Based on the problem formulation, the objectives of  this research are: (1) to examine the relationship 
between incentive management, CSR, political connections, and firm value in the mining industry using the 
agency theory perspective; and, (2) to examine the moderating role of  corporate governance in the 
relationship between incentive management, CSR, political connections, and firm value. 

Literature review 

Agency Theory 

Agency theory views the supervisory function as the most important role of the board of commissioners 
(Fama and Jensen 1983). The theory describes two opposing economic actors: the principal and the agent. 
An agency relationship is a contract where one or more people (principals) order another person (agent) to 
perform a service on behalf of the principal and give authority to the agent to make the best decisions for 
the principal (Tumbat and Grayson 2016). 

Agency theory explains that conflicts between agents and managers will always arise in conflicting 
relationships. This agency conflict can also occur between controlling and non-controlling shareholders 
(Morck, Wolfenzon, and Yeung 2005; Setia-Atmaja, Haman, and Tanewski 2011). Separation of 
management and ownership functions will give rise to agency problems due to differences in interests 
(Liviani and Rachman 2021). Managers try to increase firm value, resulting in agency costs and reducing 
firm value in the following period (LaFond and Watts 2008). In turn, managers can use this information to 
increase their own profits (LaFond and Watts 2008).  

The essence of agency theory is to design appropriate contracts to align the interests of the principal and 
agent in the event of a conflict of interest. Firm value can describe the welfare of stakeholders (Sucuahi and 
Cambarihan 2016). The higher the Tobin score, the better the firm value. On the other hand, if the score 
is less than one (undervalued), it means the company's value is not good. This can change investors' 
perceptions of the company (Bartlett and Partnoy 2020; Ishaq, Islam, and Ghouse 2021). Company 
performance can be measured by considering prospects that are able to reflect the value of investors in the 
company's intangible assets that can predict future cash flows. (Jaafar and El Shawa 2009; Jazuli, Idris, and 
Yaguma 2022; Roll and Weston 2008).  

Firm Value 

People’s judgment regarding a company is demonstrated by their willingness to buy company’s shares at a 
certain price according to their perceptions and beliefs (Van Horne and Wachowicz 2001). Increasing the 
firm value is an achievement that accords with the wishes of the owners, because as the value of the 
company increases, the welfare of the owners will also increase, and this is the task of the manager as an 
agent who the company owners have entrusted to run the company (Lamuda, Yusuf, and Ibrahim 2020).   

Measuring firm value can be done by looking at growth. The higher the share price, the higher the firm 
value, and the higher the shareholders' expectations of receiving high dividends  (Copeland, Martin, and 
Walker 2010). Likewise, the current stock market price is an investment in the future, and returns result 
from implementing an optimal combination of resources as a product of company policy (Faizah and 
Ediraras 2021). Research on firm value with various approaches has been carried out previously, including 
by Faccio (2006) and Morck et al. (2005). 
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Figure 1. Research Model 

Incentive Management  

Incentive management can reduce agency problems by reducing conflicts of interest between managers and 
owners, and between managers as owners and creditors.  Therefore, the greater the incentives given to 
managers, the lower the conflict between managers and owners (Jensen and Meckling 1976). There are 
many ways to provide incentives to management; first, direct payments can be made such as salaries, wages, 
and allowances. Second, payments can be made indirectly such as insurance and vacation money. Changes 
in the value of management's equity portfolio can also be a means of incentive management (Putri, Sagala, 
and Simanullang 2023). Executive compensation is a way to control the company. Incentive management 
supports the relationship between manager incentives and firm value because incentives encourage 
managers to use their best abilities. Incentives also encourage managers to work better according to 
company goals, namely shareholder prosperity and this has been validated by previous research (Lilling 
2006; Pratami and Jamil 2021). Thus, it can be hypothesized that: 

H1: Incentive management has a positive relationship with firm value. 

Corporate Social Responsibility  

The research results regarding the influence of CSR on firm value still vary. Meanwhile, there are research 
results that show CSR has no positive or negative impact on firm value (Hafez 2016; Omar and Zallom 
2016). Agency theory assumes the agent has more information about his or her abilities and the company's 
social environment (Gomes 2011). CSR disclosure is also associated with agency theory, which is one way 
and agreement of managers to increase firm value. According to the agency theory, the basis for CSR 
disclosure is a positive firm value (Bose, Saha, and Abeysekera 2020). There is a positive relationship 
between CSR and firm value (Jamil 2020). CSR has a role in increasing information transparency, thereby 
reducing agency costs (Jensen, Meckling, and Jensen, M. C., & Meckling 1976), and it the same time reduce 
agency costs to increase the firm value (Jensen and Meckling 2019). Hypothesis has can be developed: 

H2: Corporate social responsibility has a positive relationship with firm value. 
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The relationship between political connections and agency theory is that management is a party the business 
owner employs, thus management must be responsible to the business owner for all its work. Political 
connections are closely related to agency theory and provide a useful theoretical framework for studying 
information asymmetry. Meanwhile, research conducted in several countries shows a tendency for public 
companies in 35 out of 47 countries to develop political connections (Faccio et al., 2006). Companies that 
have political connections will receive protection from the government; furthermore, closeness to parties 
who have positions involved in government provides access that increases the value of the company (Bae, 
Kang, and Kim 2002; Chaney, Faccio, and Parsley 2011). 

The results of research conducted in Vietnam found that politically connected people in a sample of 
companies (government-owned and privately owned) had a negative relationship with firm value (Deng, Ji, 
and Liu 2022). Research supports the existence of a relationship between political connections and firm 
value that has a positive relationship (Faccio, 2006; Kim & Sohn, 2013; Ye et al., 2010).   Political 
connections result in higher financial performance or higher company market value. The results of research 
in China show that private companies that have managers who have political connections have a better 
impact than companies that are not connected (Trinugroho, 2017; Wu et al., 2015). Based on the description 
above, the hypothesis developed: 

H3: Political connections are positively related to firm value. 

Corporate Governance  

Corporate governance is a company management and control system that can increase the company's value, 
especially for shareholders (Lin 2017; Mrabure and Abhulimhen-Iyoha 2020). The corporate governance 
mechanism is based on agency theory. Applying the corporate governance concept is expected to provide 
trust in agents (management) in managing the wealth of owners (shareholders). Owners become more 
confident that agents will not commit fraud for the benefit of the agents by minimizing conflicts of interest 
and agency costs (Alduais, Alsawalhah, and Almasria 2023). Corporate governance in this study is a 
moderating variable.  

Weak implementation indicates that company management is not yet optimal and stakeholders doubt the 
company's sustainability due to the possibility of internal conflict (Klettner et al. 2014; Schaltegger, Hörisch, 
and Freeman 2019). Firm value can reflect the welfare of the owner and reflect investors' expectations of 
the company (Handriani and Robiyanto 2018). The implementation of corporate governance can increase 
the value of the company and protect the interests of shareholders (Huynh et al. 2020; Sudiyatno et al. 
2020). The implementation of corporate governance needs to be supported by three parties: the state as 
regulator, the business world as market players, and society as product users. Various studies have 
documented that corporate governance can increase firm value by reducing conflicts of interest between 
managers and shareholders, showing that the relationship is significant and positive (Sáenz González and 
García-Meca 2014; Singh et al. 2018; Zhong, Wang, and Yang 2017). Based on previous research results, 
the research hypothesis is as follows:  

H4a: Corporate governance moderates the relationship between incentive management and a firm’s value 

Information transparency through CSR disclosure is able to reduce information asymmetry even though it 
results in increasing agency costs (Jensen and Meckling 1976), and as well as a tool to monitor agent 
behavior, as well as increase the firm value (Jensen and Meckling 2019). Based on previous research results, 
the research hypothesis is as follows: 

H4b: Corporate governance moderates the relationship between corporate social responsibility and a firm’s value 

The existence of networks in the company's political structure has a good impact and can reduce 
competition costs, and make information regarding government policies available earlier (Goldman et al., 
2009; Su et al., 2014; Wu et al., 2012). Companies that have political connections will find it easier to get 
access to financing to expand the market or increase working capital from banks. This ease of access to 
finance has a good impact on the company's value in the future which is supported by good corporate 
governance. Good corporate governance also encourages the existence of political connections to increase 
the company's value. Based on this logical thinking, the hypothesis of this study is: 

H4c: Corporate governance moderates the relationship between political connections and a firm’s value 
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Method 

The population in this research is mining companies listed on the Indonesia Stock Exchange (IDX). The 
reason for choosing mining companies is because they are high-profile companies that have a high level of 
sensitivity and are in the spotlight of public attention. After all, a company's operations rely on a large 
workforce and its production processes cause impacts on the environment in the form of waste and 
pollution (Kholid 2019). The sampling technique uses a purposive sampling method. The total research 
sample comprised 27 companies. The research period was 14 years, namely the 2009-2022 period,  hence 
the number of firm-year observations was 377.  

The criteria that were used are as follows: (1) Companies that are listed on the IDX for consecutive years 
throughout the period 2009-2022; (2) mining companies that publish complete financial reports every 
December 31 during the 2009-2022 period and have been audited by a public accountant; and (3) mining 
companies that have complete and clear data related to the variables used in this research. The independent 
variables are in the form of incentive management, CSR, and political connections; the dependent variable 
is firm value; and the control variables are company size and leverage. This research uses corporate 
governance as a moderating variable. 

The analytical technique used to test these research hypotheses is Moderated Regression Analysis (MRA). 
Before testing the hypothesis, descriptive statistical analysis was carried out including mean, maximum, 
minimum, and standard deviation values (Mishra et al. 2019). Next, the researchers carried out classic 
assumption tests including the normality test, multicollinearity test, autocorrelation test, and 
heteroscedasticity test (Mishra et al. 2019). The significance level in the classical assumption test and 
hypothesis test is 5%. The definition and operationalization of variables is presented in Table 1. 

Table 1. Definition and Operationalization 

Variable Indicator Reference 

Dependent Variable 

Firm Value (FV) Tobin’s Q Tobin's Q = Equity Market Value + 
Total Liabilities 

Equity Book Value + Total 
Liabilities 

(Chih, Shen, and Kang 2008; 
Darko, Aribi, and Uzonwanne 
2016; Makhlouf, Oroud, and 
Soda 2020) 

Independent Variables 

Corporate Social 
Responsibility  

CSRD Index = Number of Items Disclosed 
Total Items Disclosed 

(Curran et al. 2017; Ibraimi 2021; 

Rubio‐Andrés et al. 2020; 
Stjepcevic and Siksnelyte 2017) 

Political Connections 
 

 The score of ‘1 for Political Connections 
companies and ‘0’ for companies that are not 
politically connected (nonpolitical connections).  

(Chaney et al. 2011; Kim and 
Zhang 2016) 

 Incentive 
management 

MI= Ln (Total incentive management) (Lilling 2006; Pratami and Jamil 
2021; Putri et al. 2023) 

Moderation Variable 

Corporate 
Governance 

Corporate Governance Perception Index, the 
scores published by the Indonesian CG Forum 
(FCGI) 

(Lin 2017; Mrabure and 
Abhulimhen-Iyoha 2020) 

Control Variables 

Company Size SIZE It = Ln TA it                                                                                                        
Ln TA it: Natural logarithm value of total assets 
of company i in year t 

(Collins and Kothari 1989; 
Pantow, Kleber, and Ruckwied 
2015) 

Leverage DER=Total Liabilities  
          Total Aset                                                                                       

(Busch and Hoffmann 2011; 
Choi, Lee, and Psaros 2013; Pae 
and Choi 2011) 
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The measurement of firm value in this research is proxied by Tobin's Q, where the elements for calculating 
Tobin's Q are the market value of common stocks and financial liabilities. Firm value is the total value of 
the assets owned by the company, which consists of the market value of its capital and the market value of 
debt. The following is the Model Equation (Chih et al. 2008; Makhlouf et al. 2020): 

 

Model 1. Non-Moderated Regression Analysis Method 

 

FV = 𝑎 + β₁INC + β₂CSR + β₃PC + β4CG+ β5Size + β6 Lev+ ε ................................................................. (1) 

 

Model 2 Moderated Regression Analysis (MRA)  

 

FV=𝑎+β₁INS+β₂CSR+β₃PC+β4aCG*INC+β4bCG*CSR+β4cCG*PC+β5LnSize+β6LEV+ε ............... (2) 

 

Note: 

FV  = Fim Value 

α  = Constanta 

INC  = Incentive Management 

CSR  = Corporate Social Responsibility 

PC  = Political Connections 

CG  = Corporate Governance                                                                                                                                                                                
CG*INC = Corporate Governance* Incentive Management 

CG*CSR = Corporate Governance* Corporate Social Responsibility 

CG*PC = Corporate Governance* Political Connections 

Size  = Size (control variable) 

Lev  = Leverage (control variable) 

β₁- β6  = Regression coefficient of each variable 

Ԑ  = Error 

 

Result and Discussion 

The information contained in descriptive statistics is in the form of minimum values, maximum values, 
average values (mean), and standard deviation (standard deviation). The following are the results of 
descriptive statistical tests in Table 2 as follows: 

Table 2 Descriptive Statistics Test Results 2009-2022 

Variable N Min Max Mean Std. Dev 

Incentive Management (INC) 377 0.000 27.258 23.510 3.247 
Corporate Social Responsibility (CSR) 377 0.200 1.000 0.375 0.263 
Political Connections (PC) 377 0.000 1.000 0.820 0.385 
Corporate Governance (CG) 377 0.200 1.000 0.402 0.006 
SIZE (Size) 377 11.375 12.155 11.798 0.212 
Leverage (LEV) 377 0.150 4.190 0.861 0.815 
Firm Value (FV) 377 0.138 7.051 2.294 2.150 
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Valid N (listwise) 377     

Source: Data processing, 2024 

The descriptive statistics in Table 2 show that the average firm value with Tobin's Q ratio is 2.294. This 
shows that the company can generate profits with a rate of return by the acquisition price of its assets.  A 
Tobin's Q firm value that is above 1 indicates that the company has good prospects. Incentive management 
in this study was measured by calculating the total compensation received by managers showing an average 
value of 23.35031 with a standard distribution of 2.63. The minimum value of 0.00 indicates that the 
company has the smallest detection of incentives management compared to other companies in the research 
period, while the maximum value of 27.258 indicates that the company has the largest degree of incentive 
management detected compared to other companies in the research period. The minimum value was 0,000 
at PT Alfa Energi investama Tbk in 2018. Meanwhile, the maximum value was 27,258 at Adaro Energy 
Indonesia Tbk in 2018. Incentives encourage managers to work better according to company goals, namely 
shareholder welfare, and this is in line with previous research (Lilling 2006; Pratami and Jamil 2021). 

Political connections are measured using the ratio of politically connected board members to the total 
number of company board members. The average value of the political connections variable is 0.820, this 
value is considered very high as evidenced by the number of mining companies that are politically connected 
at 91.8% of those in the sample  of this study; this is in line with past research (Do, Lee, and Nguyen 2015; 
Faccio 2006; Yusoff et al. 2015). Corporate governance, which is a moderating variable, is measured using 
the good corporate governance score, which is proxied by criteria: Shareholder Rights, Board of Directors, 
External Directors, Audit Committee and Internal Auditor and Disclosure to Investors, and each criterion 
will be given a score of ‘1’ if met, if not met it will be given a score of ‘0’. The average value of the corporate 
governance variable is 0.402, this means that the supervision carried out by independent commissioners 
has been effective. 

This research uses control variables including size and leverage. Company size (SIZE) in this study shows 
the number of assets published by the observed company in the annual report. According to Table 2, the 
average value is 0.861, the lowest value for this variable is 0.150 (Surya ESA Perkasa Tbk., PT) and the 
highest value is 4.190 (Aneka Tambang Tbk, PT). The total asset value indicates the level of wealth owned 
by the company. Company size is considered capable of influencing firm value because large companies 
tend to have more stable conditions, thus causing share prices to increase (Darmawan et al. 2020). Company 
size is measured using the logarithm of total company assets with an average value of 11.798. Leverage is a 
ratio that shows the size of the company's assets which are financed with debt. Leverage has an impact on 
firm value. Investors prefer a low ratio because most of the company's profits are distributed as dividends 
rather than loan payments (Rahmadani, Rahayu, and Rahman 2020). Leverage is measured using return on 
assets with an average value of 0.861 in line with past research (Zhang, Hu, and Liang 2021). 

Table 3 Result of Hypothesis Test 

Variable  Model 1  Model 2 

 Coefficient T Sig Coefficient T Sig 

Incentive Management (INC) -0.102 -1.89 0.0591*** -0.5334 -12.56 0.0001* 

Corporate Social  Responsibility 
(CSR) 

-0.097 51.84 
 

0.0001* 15.16 233.83 0.0001* 

Political Connections (PC) -0.172 -2.00 
 

0.0465** -0.3261 -0,65 0.0051** 

Corporate    Governance (CG) -0.080 7.87 0.0001* -51.70 -9.85 0.0001* 

Corporate Governance (CG)* 
Incentive Management (INC) 

   1.914 12.04 0.0001* 

Corporate Governance (CG)* 
Corporate Social  Responsibility 
(CSR) 

   -22.52 -19.99 0.0001* 

Corporate Governance (CG)*  
Political Connection (PC) 

   -0.5738 0.13 0.8995 
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Variable  Model 1  Model 2 

 Coefficient T Sig Coefficient T Sig 

F 3169.04   3199.04   

Sig F 0.0001   0.0001   

Adj  R2 0.980   0.991   

Source: Data processing, 2024 

Based on the nonmoderated regression analysis in Table 3, the equation for Model 1 of multiple linear 
regression analysis is formulated as follows: 

FV = -18.3 - 0.01166 INC + 7.01 CSR - 0.08784 PC + 3.616 CG+ 1.456 SIZE - 0.369 LEV ................... (3) 

the equation for moderated regression analysis (MRA) Model II hypothesis testing is as follows: 

FV=2.964-0.155INC+1.305CSR+4.003PC-2.311CG+2.288CG*INS-18.48CG*CSR+0.6526CG*PC 
1.263LnSize – 0.0942LEV+e .......................................................................................................................... (4) 

In the summary of test results in Table 3, the adjusted R2 value for model 1 is 0.980. This indicates that 
98% of the variation in the firm value variable can be explained by independent variables, namely incentive 
management, political connections, and CSR, and 12% of the variation can be explained by other variables 
outside the regression model. 

Based on the summary of test results in model 2, the Adjusted R2 value is 0.991 so the independent variables 
in the form of incentive management, political connections, Corporate Social Responsibility (CSR), size, 
and leverage can explain the proportion of firm value. The remaining 9% can be explained by other factors 
outside the regression model. 

Incentive management is positively related to firm value 

Table 3 shows the significance value of the results of testing hypothesis 1 (H1), showing that the results of 
testing the first hypothesis show that incentive management has a positive relationship with firm value. 
This positive relationship is obtained from a significance value of 0.0591 which is lesser than 0.10, which 
means there is a significant relationship. Thus, hypothesis 1 (H1) is accepted it can be concluded that 
incentive management has a relationship with firm value. The results of testing the first hypothesis show 
that incentive management has a positive relationship with firm value. This positive relationship is obtained 
from a significance value of 0.0001 which is lesser than 0.050. Thus, hypothesis 1 (H1) is accepted so it can 
be concluded that incentive management has a relationship with firm value. Hypothesis 1 (H1) is supported.  

The results of this research contribute to the fact that incentive systems can trigger deviant behavior in 
managers. In this case, the use of incentives such as bonuses given to managers when they succeed in 
increasing company profits can lead to unavoidable profit manipulation. In line with previous research on 
the influence of incentive management on firm value (Pasternack and Rosenberg 2002). A priori, managerial 
incentives are given to CEOs who are reluctant to take risks and do not experience losses (Sanders and 
Hambrick 2007). Incentives also encourage managers to work better by the company's goals, namely the 
welfare of shareholders. Incentive management is positively related to firm value. 

Corporate social responsibility is positively related to firm value 

The results of testing the second hypothesis show that corporate social responsibility (CSR) has a positive 
effect on firm value. This positive influence is obtained from a significance value of 0.001, which is smaller 
than 0.050. Thus hypothesis 2 (H2) is accepted and it can be concluded that CSR influences firm value. CSR 
influences firm value (Fabian, Onuora, and Okoye Obianuju 2022; Masmoudi and Barhoumi 2023; Putra 
and Suhardianto 2020; Riyadh, Al-Shmam, and Ahmed 2024). Companies that have a high level of CSR 
show that they pay attention to the surrounding environment, which will provide feedback in terms of the 
firm’s value. Companies that express corporate social responsibility will receive a positive response from 
investors through an increase in the company's share price.  

This shows that CSR disclosure is related to the company's image in the eyes of investors and the public. 
CSR disclosure drives an increase in firm value, identifying that the more social disclosure items and the 
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better the quality of disclosure, the greater the firm value. For this reason, the company will try to reveal a 
lot of information regarding CSR activities to maintain the company's survival, thereby having an impact 
on increasing firm value.  Meanwhile, in Malaysia, research results have found evidence that CSR disclosure 
reflects the company's efforts to improve the company's image and be seen as a responsible company 
(Ahmad et al. 2022). The research results state that CSR has a positive effect on firm value. This is supported 
by research conducted by others (Fabian et al. 2022; Masmoudi and Barhoumi 2023; Riyadh et al. 2024). 

Political connections are positively related to firm value 

The results of testing the third hypothesis show that political connections are positively and significantly 
related to firm value. This positive relationship is obtained from a significance value of 0.000, which is 
smaller than 0.050. Thus hypothesis 3 (H3) is accepted. Regarding companies that have relationships with 
the government, investors consider that they can provide more benefits, which can be used to provide 
certainty to the company  with the intention it will positively impact increasing the firm value. Investors are 
more interested in investing capital in companies when there are political connections (Lins, Servaes, and 
Tamayo 2017). 

Several results of this research provide evidence of research conducted states that political connections 
have a positive effect on firm value (Maulana and Wati 2019; Prastiwi and Ratnasari 2019). The benefits of 
political connections according to Kim & Zhang (2016) include lower pressure from the capital market on 
transparency and the potential to reduce political costs not only that, political connections also benefit 
companies in gaining access to the central government. Political connections will become more apparent 
in countries with high levels of corruption. Although in reality corruption is detrimental to the economy 
and the country's growth rate, the same does not apply to political connections which are considered to 
benefit many companies (Faccio et al., 2006).  

Corporate governance moderates the relationship between incentive management and firm value 

Hypothesis 4a posits that corporate governance moderates the relationship between incentive management 
and firm value. The results of this research are in line with previous research (Maharani and Prastiwi 2023; 
Sari 2023), which states that incentive management has a positive relationship with firm value. The greater 
the incentives given to managers, the lower the conflict between managers and owners. Company owners 
hope that management can improve performance with appropriate compensation policies. Company 
management is one of the stakeholder components related to the successful implementation of corporate 
governance which will then influence the overall firm value. 

The results of this research are supported by agency theory which explains that controlling agency conflicts 
can be achieved by providing compensation to managers (Nadeem et al. 2021). According to agency theory, 
companies have conflicts of interest (Jensen and Meckling 2019). Corporate governance mechanisms can 
help supervise company management to more effectively utilize political connections to increase firm value 
(Sáenz González and García-Meca 2014). 

The results of this research support agency theory where there are agency costs to facilitate executive 
officers act in harmony with the company's interests. The incentives paid by the company act as agency 
fees to minimize the emergence of agency problems that can be detrimental to the company. Providing 
incentives will motivate executive officers to implement good corporate governance. If corporate 
governance gets better, it will have an impact on increasing share prices which will result in better firm 
value. 

Corporate governance moderations the relationship between corporate social responsibility and firm value 

Based on the results of the significance value test of 0.000, the results show that corporate governance 
moderates the relationship between CSR and firm value, with a significance value <0.05, thus H4b is 
accepted.  As for the results of the H4c hypothesis testing, it was found that corporate governance is proven 
to moderate the relationship between CSR and firm value (Elbannan and Elbannan 2014; Machuga and 
Teitel 2009; Sugiyanto and Assagaf 2017). 

The implementation of good corporate governance encourages companies to carry out CSR activities so 
that management can improve the company's reputation. Companies that disclose CSR information will 
receive a positive response from investors which will manifest itself in increased firm value; and information 
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about corporate social responsibility activities to maintain the company's prospect, thus having an impact 
on increasing the firm value. 

Corporate governance moderates the relationship between political connections and firm value 

The results of the H4c hypothesis test are rejected showing that corporate governance can’t moderate the 
relationship between political connections and firm value. This relationship is obtained from a significance 
value of 0.8995 greater than 0.10, which means it has an insignificant effect. Thus, hypothesis H4c is not 
supported therefore it can be concluded that corporate governance cannot moderate political connections 
on the firm value. 

Several arguments can explain the results of the H4c analysis. First, corporate governance is an important 
aspect of overall company management. The implementation of corporate governance principles can 
ensure the fulfillment of elements of justice, transparency, accountability, and responsibility to all 
stakeholders. Therefore, the higher the level of effectiveness of the company's corporate governance, the 
higher the implementation of corporate governance principles in the company. Several research results have 
empirically shown that corporate governance strengthens political connections to firm values (Haris et al. 
2019; Huang and Zhao 2016). 

It seems that the corporate governance mechanism in Indonesia is not yet fully effective. In theory, good 
corporate governance moderates political connections on company value, consequently the better the 
implementation of corporate governance, the greater the influence of political connections on firm value. 
However, this depends on the environmental conditions and regulations in each country. In countries with 
a common law system that fully implement the Anglo-American model such as the United Kingdom, the 
United States, Malaysia, and Australia, corporate governance mechanisms have proven effective (Haris et 
al. 2019). However, this is not the case with practices in countries with a code law system such as Indonesia. 
The relatively low level of information transparency and law enforcement are factors that may influence 
the ineffectiveness of corporate governance implementation. 

Conclusion 

According to the discussion analysis, the relationship between incentive management, social responsibility, 
and political connections has a positive effect on firm value as measured using Tobin's Q. The results of 
the study show that the role of corporate governance can moderate the influence of incentive management 
and social responsibility on firm value, while the role of corporate governance is not able to moderate 
political connections on firm value. 

Based on the research results, researchers offer the following suggestions. The educational background of 
independent commissioners and independent directors needs to be analyzed further. Even though 
independent commissioners and independent directors have political connections, those commissioners 
and directors also need education, especially in the fields of economics, management, and finance to manage 
and supervise the company effectively. Future research should use assessments in the form of scoring 
carried out by other parties where the measurements are made by more than one researcher. Further 
research could involve independent parties. Apart from that, the measurement of corporate social 
responsibility could use primary data by giving questionnaires to companies. 

Thie findings from this study shows that the application of agency theory and the implementation of the 
Anglo-American corporate governance system cannot be fully applied to all situations and conditions in 
the research environment. Regulatory factors and the business environment have been proven to influence 
the implementation of corporate governance systems. Therefore, regulators need to review the 
effectiveness of the current corporate governance system, with the purpose that in the future a corporate 
governance system is developed that is more suited to the environmental conditions in Indonesia. 
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