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ABSTRACT
This study aims to examine the role of CSR disclosure in moderating 
the effects of profitability and free cash flow on firm value among 
companies in the consumer cyclical sector listed on the Indonesia Stock 
Exchange (IDX) during the 2021–2023 period. The sample was selected 
using purposive sampling, comprising 39 companies and 117 
observations over 3 years (2021–2023). This study employs a 
quantitative approach using secondary data sourced from annual 
financial statements and sustainability reports. The data were analyzed 
using a fixed­effects model and moderated regression analysis. The 
results indicate that profitability has no effect, whereas free cash flow 
has a negative effect on firm value. Furthermore, CSR disclosure does 
not moderate the effect of profitability; however, it does moderate the 
effect of free cash flow by weakening its negative impact on firm value. 
Thus, it can be concluded that CSR disclosure does not play a role in 
moderating the effect of profitability on firm value. However, it does 
play a role in moderating the negative effect of free cash flow on firm 
value. These findings suggest that investors will hold a negative 
perception of companies with high levels of free cash flow; however, 
this negative perception will diminish when the company discloses a 
high level of CSR.
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■ INTRODUCTION
Firm value is a key indicator that reflects 

a business entity’s performance and its 
prospects for sustainability in the capital 
market. Companies always strive to maintain 
and increase their firm value to ensure the 
sustainability of their operations (Diantimala et 
al., 2021). In the consumer cyclicals sector, a 
company’s value is heavily influenced by the 
economic cycle due to the nature of its 
products, which are sensitive to changes in 
consumer purchasing power (Indonesia, 2024). 
These conditions have led investors to view the 
fundamental factors affecting a company’s 
value more critically compared to defensive 
sectors. Additionally, stock prices in the 
consumer cyclicals sector are highly sensitive 
to economic conditions. Stock prices tend to 
surge during periods of economic expansion 
but decline during recessions. One way to 
measure a company’s valuation is by analyzing 
the price­to­book value (PBV) ratio, which 
compares a company’s stock price to its book 
value. A healthy PBV ratio typically exceeds 
one, meaning the stock’s market value is 
greater than its book value (Goklas & Thamrin, 
2023). Figure 1 below shows the number of 
companies in the cyclical consumer goods 

sector from 2021 to 2023 with a PBV ratio 
below 1.

Figure 1 shows that in 2021, there were 
40 companies in the cyclical consumer sector 
with a PBV ratio below 1. This figure was 
derived by calculating the PBV ratio by 
dividing the year­end closing stock price by the 
book value of equity per share, as reported in 
financial statements filed with the Indonesia 
Stock Exchange (IDX), and then filtering for 
PBV values below 1. The number of companies 
with a PBV ratio below 1 continued to rise 
through 2023, reaching 45 companies in 2022 
and 53 companies in 2023. This trend has 
impacted companies in the cyclical consumer 
sector, as enterprise value is a key indicator of a 
company’s overall performance. In this context, 
companies are not only required to achieve 
strong financial performance but also to 
demonstrate accountability and sustainability 
practices that can strengthen market 
confidence. Consequently, several factors, 
including profitability, free cash flow, and CSR 
disclosures, are considered to play a significant 
role in influencing firm value.

Among the various factors that influence 
a firm's value, profitability is considered a 
crucial determinant because it reflects a 
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company’s ability to generate profits and 
maintain operational performance. Profitability 
also reflects the extent to which a company can 
generate profits from its total sales, total assets, 
or capital. Therefore, if profitability ratios 
increase, this indicates that the company is 
becoming more effective at generating profits. 
A high level of profitability is a key factor that 
attracts investors because it provides an 
important indication of the potential for future 
returns for shareholders (Nahak & Giri, 2023).

According to signaling theory (Spence, 
1972), companies with high profitability send 
positive signals to investors, thereby increasing 
investor confidence in investing (Sukirno, 
2019). Companies with high profitability 
demonstrate that they can manage their assets 
effectively and efficiently (Kurniansyah et al., 
2021). Psychologically, this increases investors’ 
interest in expanding their stock investments. 
Investors’ actions also encourage prospective 
investors to invest their funds in stocks due to 
rising profit expectations. These rising 
expectations among investors and prospective 
investors drive stock prices higher, thereby 
increasing firm value (Akhmadi et al., 2022). 
Several previous studies, such as those by 
Feriani & Amanah (2017) and Ferdiansah et al. 
(2023), found that profitability has a positive 
effect on firm value. Increased corporate 
profitability makes investors more confident in 
the security and sustainability of their 
investment returns. However, studies conducted 
by Ginanjar & Mildawati (2020), Jaziro & 
Subardjo (2023), and Handini & Susilo (2025) 
indicate that profitability does not affect firm 
value.

Another factor believed to influence a 
firm's value is free cash flow. Free cash flow 
reflects a company’s ability to achieve growth, 
expand its operations, or distribute profits to 
shareholders, which in turn enhances its 

investment appeal (Ali, 2019). High free cash 
flow in a company indicates strong 
performance, which in turn increases the 
company’s value (Ferdiansah et al., 2023). 
Based on signaling theory (Spence, 1972), 
companies use financial information to signal 
to investors about prospects. In this context, 
high free cash flow is viewed as a positive 
signal, as companies with high free cash flow 
have the financial flexibility to pay dividends, 
repay debt, or invest in business development 
(Ali, 2019). Several previous studies, such as 
Ali (2019), Lating et al. (2019), and Rengganis 
et al. (2023), have shown that free cash flow 
has a positive effect on firm value, as 
companies with strong free cash flow have the 
financial flexibility to pay dividends, repay 
debt, or invest in business development 
(Ferdiansah et al., 2023). However, studies 
conducted by Hendro & Wardhani (2015) and 
Li et al. (2025) indicate that free cash flow has 
a negative effect on firm valuation. This occurs 
because substantial free cash flow within a 
company can trigger agency problems (Jensen, 
1986). Agency problems in the context of a 
company possessing excess free cash flow arise 
due to differing interests regarding that free 
cash flow: principals have an interest in 
receiving free cash flow in the form of 
dividends, while management tends to act 
opportunistically, withholding the use of free 
cash flow to implement policies that benefit 
themselves at the expense of investors’ interests 
(Hendro & Wardhani, 2015). These conflicting 
interests fuel market skepticism; excessive free 
cash flow is met with a negative response, 
thereby reducing the company’s value (Yendi et 
al., 2016). Companies that tend to retain free 
cash flow as an internal funding source rather 
than distributing it to investors will affect 
market valuation, as investors perceive such 
retention as a signal of potential agency 

Figure 1. Companies in the consumer cyclical subsector with a price­to­book (pbv) ratio below 1. source: 
idx.co.id (data processed)
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problems that reduce the company’s value. 
However, this impact is not immediate, as the 
effectiveness of free cash flow utilization can 
only be assessed after it has been realized 
(Diantimala et al., 2021). As a result, investors 
lack adequate information regarding the 
purpose and effectiveness of the use of funds 
retained by management, thereby widening the 
information asymmetry between management 
as the internal party and investors as the 
external party. This asymmetry has the 
potential to trigger agency problems (Jensen, 
1986) because investors cannot directly 
monitor whether free cash flow is allocated to 
increase firm value or is instead used solely for 
managerial interests. This information 
asymmetry underscores the need for 
transparency mechanisms to reduce the 
information gap and align the interests of both 
parties.

CSR disclosure is viewed as a 
transparency mechanism that can reduce 
information asymmetry between management 
and investors (Rahmawati et al., 2024). CSR 
disclosure can explain how retained earnings 
are used, as it demonstrates that companies 
allocate these funds not only for internal needs 
but also for activities with social and 
environmental value as part of their 
commitment to sustainability (Li et al., 2025). 
Companies with high CSR disclosure scores 
are considered to have a long­term commitment 
and strong governance, thereby building 
investor trust (Afifah et al., 2017). High­quality 
CSR disclosure is believed to reduce 
information asymmetry between management 
and investors, thereby minimizing the 
perception of opportunistic behavior by 
management in managing free cash flow (Yendi 
et al., 2016).

Previous studies have thoroughly 
examined the determinants of firm value, 
particularly the roles of profitability, free cash 
flow, and CSR disclosure. However, the 
findings of these previous studies remain 
inconsistent. Some studies indicate that 
profitability and free cash flow have a positive 
effect on firm value (Ali, 2019; Ferdiansah et 
al., 2023; Feriani & Amanah, 2017; Lating et 
al., 2019; Rengganis et al., 2023), while other 
studies report insignificant or even 
contradictory results, in which free cash flow 
has a negative effect on firm value due to the 
tendency of firms to retain free cash flow as an 
internal source of funds rather than distributing 
it to investors, as well as agency problems 
stemming from concerns about opportunistic 
actions by management to enrich themselves 
(Ginanjar & Mildawati, 2020; Handini & 

Susilo, 2025; Hendro & Wardhani, 2015; Jaziro 
& Subardjo, 2023; Li et al., 2025; Yendi et al., 
2016). Similarly, research on CSR disclosure 
has also yielded mixed findings regarding its 
impact on firm value. This inconsistency 
suggests that the relationship between financial 
performance and firm value may be influenced 
by other factors that have not yet been fully 
explored. Furthermore, most previous studies 
have primarily treated CSR disclosure as an 
independent variable that directly affects firm 
value (Handayati et al., 2022; Putri & 
Budiyanto, 2010; Saragih & Purba, 2019; 
Wahyuni, 2018).

Furthermore, research focusing on the 
cyclical consumer goods sector remains 
relatively limited compared to studies 
conducted in the manufacturing, banking, or 
non­cyclical sectors. This sector has unique 
characteristics due to its high sensitivity to 
economic conditions and changes in consumer 
purchasing power, which can influence how 
investors evaluate a company’s value. 
Therefore, this study offers a unique 
perspective by examining the moderating role 
of CSR disclosure in the relationship between 
profitability, free cash flow, and firm value in 
consumer cyclical companies. This sector has 
received relatively little attention in previous 
research.

Thus, this study contributes to the 
literature by examining the relationship 
between profitability, free cash flow, corporate 
social responsibility, and firm value in the 
consumer cyclical sector. Accordingly, this 
study is guided by the following research 
questions: First, does profitability have a 
positive effect on firm value? Second, does free 
cash flow affect firm value? Third, does 
corporate social responsibility act as a 
moderator that strengthens the positive effect of 
profitability on firm value? Fourth, does 
corporate social responsibility act as a 
moderator that weakens the negative effect of 
free cash flow on firm value?

This study is expected to make both 
theoretical and practical contributions. 
Theoretically, this study enriches the literature 
on firm value by examining the moderating role 
of CSR disclosure in the relationship between 
profitability, free cash flow, and firm value, 
particularly in the consumer cyclical sector, 
which has thus far been relatively under­
explored. Practically, these findings are 
expected to provide insights for companies, 
investors, and policymakers regarding the 
importance of financial performance and CSR 
disclosure in enhancing firm value and 
strengthening investor confidence.
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■ METHOD
Population and Sample

The study population comprised all 127 
companies in the cyclical consumer goods 
sector listed on the IDX during the 2021–2023 
period. The sampling technique used was 
purposive sampling with the following criteria: 
(1) companies listed consecutively from 2021 
to 2023 on the IDX, (2) companies that 
published publicly accessible annual financial 
statements and sustainability reports, (3) 
companies with positive free cash flow during 
the observation period, and (4) companies that 
were not delisted during the study period. 
Based on these criteria, 39 companies were 
identified as eligible for the sample, resulting 
in a total of 117 observations in the panel data 
(Gujarati & Porter, 2009).

The exclusion of 21 companies that did 
not disclose Corporate Social Responsibility 
(CSR) initiatives was a necessary 
methodological step because the CSR 
Disclosure variable is measured using a 
disclosure index based on the Global Reporting 
Initiative (GRI), which requires that CSR­
related information be available in annual 
reports and/or sustainability reports. 
Companies that do not disclose any CSR 
information cannot be assigned a valid 
disclosure score; therefore, including them in 
the analysis would introduce measurement 
error and reduce the validity of the CSR 
variable. Therefore, the generalizability of 
these research results is limited to cyclical 
consumer goods companies listed on the 
Indonesia Stock Exchange that disclosed CSR 
information during the study period and should 
not be extended to companies that do not report 
on CSR activities.

Research Design
This study employed a quantitative 

causal­associative approach, a type of research 

in which the researcher seeks to identify the 
causes of one or more issues. The study aims to 
examine the effects of profitability and free 
cash flow on firm value, as well as the role of 
CSR disclosure as a moderator variable. This 
study was conducted on companies in the 
cyclical consumer goods sector listed on the 
Indonesia Stock Exchange (IDX), with an 
observation period from 2021 to 2023. This 
period was selected because in 2021, the 
Indonesia Stock Exchange (IDX) began 
implementing its latest industry classification 
system, the IDX Industrial Classification (IDX­
IC), which replaced the previous classification. 
Through this system, the consumer cyclical 
sector was officially introduced. Therefore, the 
study period begins in 2021 to ensure that the 
research subjects align with the currently 
applicable sector classification. In addition, the 
sampling for this period was also based on the 
fluctuating economic conditions following the 
COVID­19 pandemic, making it relevant to 
examine investors’ perceptions of free cash 
flow management practices and CSR 
disclosures.

Variable and Measurement
The dependent variable in this study is 

firm value, measured using the Price­to­Book 
Value (PBV) ratio, which is the ratio of a 
stock’s market price to its book value per share 
(Luthfiah & Suherman, 2018). PBV was chosen 
because the original concept of Tobin’s Q, 
which compares the market value of an asset to 
its replacement cost, cannot be applied in 
Indonesia due to a lack of replacement cost 
data (Lindenberg & Ross, 2008). Therefore, 
PBV is a more appropriate ratio because it 
directly measures the market’s valuation of a 
company’s equity.

The first independent variable is 
profitability, represented by Return on Assets 
(ROA), which is the ratio of net income after 

Table 1. Research sampling stage
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taxes to total assets (Butar­butar et al., 2021). 
The second independent variable is free cash 
flow (FCF), calculated as the difference 
between operating cash flow (CFO) and 
investing cash flow (CFI), divided by total 
assets (Agustia & Suryani, 2018; Putri et al., 
2024) Next, the moderating variable is CSR 
Disclosure (CSRD), which was measured using 
a disclosure index based on the GRI Standards 
through content analysis. Each disclosure item 
was assessed using a dummy variable, which 
takes a value of 1 if the item is disclosed in the 
company’s annual report or sustainability 
report, and a value of 0 if it is not disclosed. 
The CSRD index was then calculated as the 
ratio of the number of items disclosed by the 
company to the total number of items expected 
to be disclosed based on the GRI Standards 
(Afifah et al., 2017; Saragih & Purba, 2019). 
This study used firm size, leverage, and firm 
age as control variables. Firm size was 
measured using the natural logarithm of total 
assets (Ispriyahadi & Abdulah, 2021; Luthfiah 
& Suherman, 2018; Utami, 2023; Shahnia et 
al., 2020).

This study used firm size, debt ratio, and 
firm age as control variables, with firm age 
measured as the difference between the year of 
the study and the year the firm was established. 
The debt ratio was calculated as total debt 
divided by total assets, while firm size was 
measured using the natural logarithm of total 
assets. Leverage was measured by the debt 
ratio, which is total liabilities divided by total 
assets (Luthfiah & Suherman, 2018; 
Ispriyahadi & Abdulah, 2021; Syah et al., 
2024). Company age was measured as the 
difference between the year of the study and 
the year the company was established (Luthfiah 
& Suherman, 2018; Ispriyahadi & Abdulah, 
2021; Syah et al., 2024).

Data Analysis Technique
Data analysis was conducted using panel 

data regression with EViews 12 software. The 
analysis began with descriptive statistics to 
examine the data characteristics, followed by 
the selection of the best estimation model: 
common effects, fixed effects, or random 
effects, using the Chow test, the Hausman test, 
and the Lagrange multiplier test. Once the 
model was selected, classical assumption tests 
were conducted, including tests for normality, 
multicollinearity, heteroscedasticity, and 
autocorrelation. Hypothesis testing was 
performed using moderated regression analysis 
to examine the role of CSR disclosure in 
moderating the effects of profitability and free 
cash flow on firm value. Hypothesis testing 
utilized the following multiple linear regression 

equation:

PBV = α + b1 PROF + b2 FCF + b3 CSRD + 
b4(PROF.CSRD) + b5 (FCF.CSRD) + b6 Sz + b7 
Lev + b8 Ag +ε 

The interpretation of the results is based 
on the regression coefficients, the significance 
of the t­statistic at a 5% significance level, and 
the coefficient of determination to assess the 
ability of the independent variables to explain 
the variation in firm value.

■ RESULTS AND DISCUSSION
Panel Data Regression Model Selection

This study uses panel data regression, 
which offers three main approaches to analysis: 
the Fixed Effects Model (FEM), the Random 
Effects Model (REM), and the Common Effects 
Model (CEM). The Chow test was used to 
determine whether the Common Effects Model 
(CEM) or the Fixed Effects Model (FEM) is the 
more appropriate model.

The Chow test results in Appendix 1 
(Table A1) indicate a cross­section F­statistic of 
11.5477 with a p­value of 0.000, leading to the 
rejection of the null hypothesis. These results 
suggest that the Fixed Effects Model is more 
appropriate than the Common Effects Model. 
The cross­section Chi­square statistic also 
supports this conclusion, with a value of 
232.0795 (p­value = 0.000). The next step in 
the model selection process was the Hausman 
test to determine whether the Fixed Effects 
Model (FEM) or the Random Effects Model 
(REM) was more appropriate. As presented in 
Appendix 1 (Table A2), the Hausman test 
produced a Chi­square statistic of 232.079 with 
a p­value of 0.0001. Since the p­value is below 
the 0.05 significance level, the null hypothesis 
was rejected, indicating that the Fixed Effects 
Model is preferred over the Random Effects 
Model. Given that both the Chow test and the 
Hausman test consistently supported the Fixed 
Effects Model, the Lagrange Multiplier (LM) 
test was not conducted. Therefore, the Fixed 
Effects Model was selected for the subsequent 
panel data regression analysis.

Classical Assumption Tests
After determining the Fixed Effects 

Model (FEM) as the best estimation model 
through the Chow and Hausman tests, the next 
step is to conduct classical assumption tests. 
These tests aim to ensure that the regression 
model used meets the Best Linear Unbiased 
Estimator (BLUE) criteria so that the parameter 
estimates are consistently unbiased. The 
classical assumption tests in this study include 
the normality test, the autocorrelation test, the 
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multicollinearity test, and the heteroscedasticity 
test.

Normality Test
The first classical assumption test is the 

normality test, which aims to determine 
whether the residuals from the regression 
model are normally distributed. The normality 
test is conducted using the Jarque­Bera (J­B) 
test. The data are considered normally 
distributed if the p­value is greater than or 
equal to α = 0.05. However, if the residuals are 
not normally distributed, the p­value is less 
than α = 0.05.

Based on the results of the normality test 
using the Jarque­Bera test in Figure 2, a 
probability value of 0.141777 was obtained. 
This value is greater than the significance level 
of α = 0.05, so it can be concluded that the 
residuals from the panel data regression model 
in this study are normally distributed. The 
fulfillment of the normality assumption 
indicates that the parameter estimates are 
unbiased and that the statistical tests can be 
used validly. Thus, the regression model used is 
suitable for proceeding to the next stage of 
analysis.

Autocorrelation Test
The second classical assumption test was 

the autocorrelation test, which was conducted 
using the Durbin–Watson (DW) statistic to 
examine whether the regression residuals were 
serially correlated. As reported in Appendix B 
(Table A3), the Durbin–Watson statistic is 
2.0671. Since the DW value falls within the 
acceptance region (dU < DW < 4 − dU), the 
regression model is free from autocorrelation. 
Therefore, the assumption of independent 
residuals is satisfied.

Multicollinearity Test

The multicollinearity test was conducted 
using the correlation matrix among the 
independent variables to determine whether 
strong linear relationships existed among the 
explanatory variables in the panel data 
regression model. The detailed results are 
presented in Appendix B (Table A4). The 
correlation coefficients among the independent 
variables were all below the recommended 
threshold of 0.85, indicating that the regression 
model does not suffer from multicollinearity.

Heteroscedasticity Test
The heteroscedasticity test was conducted 

using the Breusch­Pagan­Godfrey test to 
examine whether the variance of the regression 
residuals was constant across observations. The 
detailed results are presented in Appendix B 
(Table A5). Based on the results of the 
Breusch­Pagan­Godfrey test, the Obs*R­
squared value was 8.941 with a Chi­Square 
probability of 0.347. Since this probability 
value is greater than α = 0.05, it can be 
concluded that the regression model does not 
exhibit heteroscedasticity. Overall, the results 
of the classical assumption tests presented in 
Appendix (Tables A3–A5) indicate that the 
regression model satisfies the required 
assumptions. Specifically, the model is free 
from autocorrelation, multicollinearity, and 
heteroscedasticity, indicating that the data are 
appropriate for subsequent panel data 
regression analysis.

Moderated Regression Analysis (MRA) 
result

After all classical assumption tests were 
met and the Fixed Effects Model (FEM) was 
selected as the best estimation model through 
the Chow and Hausman tests, the next step was 
to test the hypotheses using Moderated 
Regression Analysis (MRA). This test aims to 

Figure 2. Normality test results
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analyze not only the direct effects of the 
independent variables profitability, free cash 
flow, and other control variables on firm value 
but also to examine the role of CSR disclosure 
as a moderator of these relationships. By 
incorporating the moderator variable into the 
model, this study can determine whether CSR 
disclosure strengthens or weakens the effects of 
profitability and free cash flow on firm value. 
The results of the Moderated Regression 
Analysis (MRA) using the Fixed Effects Model 
(FEM) to examine the effects of profitability, 
free cash flow, control variables, and the role of 
CSR disclosure on firm value are presented in 
Table 2.

Based on the results of the regression 
analysis using the FEM model in Table 2 
above, the linear regression model with 
moderator variables can be formulated as 
follows:

FVit = 0.599 + 0.005 Prof it – 0.825 Fcf it – 
0.681 Csr it + 0.006 Csr*Prof it + 2.690 
Csr*Fcf it + 0.010 Sz it + 0.827 Lev it – 0.018 
Ag it + εi

The Effect of Profitability on Firm Value
Based on Table 2, profitability has no 

effect on firm value (β1 = 0.005, Sig. = 0.595 > 
α). The absence of an effect of profitability on 
firm value implies that investors in the cyclical 
consumer goods sector do not view profits as a 
key indicator when assessing a company’s 
prospects. This sector is highly sensitive to 
changes in consumer purchasing power, so 
investors place greater emphasis on a 
company’s ability to weather economic 
fluctuations (Indonesia, 2024). From the 
perspective of signaling theory, profitability 
should serve as a positive signal regarding a 
company’s performance. However, the results 

of this study indicate that profitability does not 
affect firm value in the consumer cyclical 
sector. This lack of significance is due to the 
characteristics of the consumer cyclical sector, 
which is heavily influenced by the economic 
cycle and consumer purchasing power. High 
profitability in a single period does not 
necessarily reflect future revenue stability. 
When economic conditions weaken, profits can 
drop drastically. Therefore, investors do not use 
profitability as a primary indicator in 
evaluating companies. Furthermore, 
profitability is tied to funding a company’s 
operational activities. This situation causes 
investors to pay less attention to profitability 
information when determining their assessment 
of a company’s value. This finding aligns with 
the research by Feriani & Amanah (2017), 
which states that profitability is not a relevant 
determinant of firm value in sectors where 
revenue is heavily influenced by changes in 
consumer purchasing power.

The Effect of Free Cash Flow on Firm Value
Meanwhile, free cash flow has a 

significant negative effect on firm value (β2 = 
−0.825, Sig. = 0.021 < 0.05). The negative 
effect of free cash flow on firm value provides 
empirical evidence of agency problems, as 
explained in agency theory (Jensen, 1986). 
Excess free cash flow increases agency costs 
because it provides managers with the 
opportunity to allocate funds to activities that 
do not maximize shareholder value (Jensen, 
1986). Investors are concerned that excess free 
cash flow will be used by management for 
personal gain or inefficient investments, rather 
than to increase value for shareholders (Hendro 
& Wardhani, 2015). The results of this study 
are consistent with those of Li et al. (2025), 
who found that free cash flow has a negative 

Table 2. Results of the moderated regression analysis
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effect on firm value. The negative effect of free 
cash flow on firm value stems from concerns 
about opportunistic actions taken by 
management to enrich themselves.

The Moderating Role of CSR Disclosure on 
the Relationship between Profitability and 
Firm Value

CSR disclosure has a negative effect on 
firm value, with a coefficient of ­0.681 and a p­
value of 0.017. The negative effect of CSR 
disclosure on firm value stems from investors’ 
perception that the costs of CSR disclosure 
outweigh the benefits, thereby weighing on the 
firm’s profits. This can be explained through 
the perspective of stakeholder theory (Parmar 
et al., 2010), which states that management 
faces diverse and often conflicting demands 
from various stakeholders. Management’s 
efforts to meet the demands of non­financial 
stakeholders such as the community and the 
environment through CSR disclosure require a 
significant allocation of corporate resources. 
This diversion of resources away from 
shareholders as the primary stakeholders gives 
rise to a conflict of interest. When the costs 
incurred to meet these demands exceed the 
economic benefits perceived by shareholders, 
investors view CSR disclosure as an action that 
reduces their well­being, thereby diminishing 
the company’s value.

The Moderating Role of CSR Disclosure on 
the Relationship between Free Cash Flow 
and Firm Value

Furthermore, CSR disclosure does not 
moderate the effect of profitability on firm 
value, as indicated by the interaction 
probability value for ROA_CSRD of 0.801, 
which is greater than α = 0.05. The 
insignificant role of CSR disclosure as a 

moderator may be due to the fact that CSR 
disclosure in consumer cyclical companies is 
largely still a mere formality and has not yet 
been integrated into business strategy. 
Consequently, investors view it as a cost rather 
than a valuable investment (Nurlela & 
Islahuddin, 2008).

However, CSR disclosure was found to 
act as a moderator by weakening the negative 
effect of free cash flow on firm value, with the 
FCF_CSRD interaction having a coefficient of 
2.690 and being significant at the 0.021 level. 
As illustrated in the simple slope plot in Figure 
3, the slope of free cash flow on firm value is 
negative and steep under low CSR disclosure. 
However, it turns positive and considerably 
flatter under high CSR disclosure, confirming 
that after CSR disclosure is interacted with free 
cash flow, the coefficient becomes positive. 
This condition can be explained through agency 
theory, which posits that high levels of CSR 
disclosure function as an external monitoring 
mechanism that curbs managers' opportunistic 
behavior.

The results of this study indicate that CSR 
disclosure plays a crucial role in mitigating the 
negative impact of free cash flow on the value 
of cyclical consumer firms. This change in the 
direction of the coefficient, as reflected in the 
divergence between the two slopes in Figure 3, 
implies that the higher the level of CSR 
disclosure, the lower the negative impact of 
free cash flow on firm value. Transparency in 
CSR disclosures makes the use of excess free 
cash flow more accountable and easier for 
stakeholders and the public to monitor, as every 
allocation of funds has the potential to be 
highlighted in sustainability reports, thereby 
reducing managers' opportunities to engage in 
overinvestment, perquisite consumption, or 
empire building, which harms shareholders. 

Figure 3. Simple slope plot of the moderating effect of csr disclosure on the relationship between free cash 
flow and firm value
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Thus, even though CSR disclosures are directly 
viewed by the market as wasteful, their role as 
a moderating variable actually creates a 
disciplinary effect on managers and helps 
mitigate agency costs arising from excess cash 
flow, which ultimately weakens the negative 
impact of free cash flow on firm value. Among 
the control variables, only leverage had a 
significant positive effect on firm value, with a 
significance level of 0.000. The positive effect 
of leverage on firm value supports the trade­off 
theory (Kraus & Litzenberger, 1973), which 
states that the use of debt generates tax savings 
from interest expenses, thereby increasing the 
free cash flow available to shareholders. 
Furthermore, this finding is also consistent with 
signaling theory (Spence, 1972), as the decision 
to increase debt is perceived by the market as a 
positive signal of management’s confidence in 
the company’s prospects and ability to generate 
profits to meet future obligations.

The adjusted R² value of 0.852 indicates 
that 85.2% of the variation in firm value can be 
explained by the variables in this study. In 
comparison, the remaining 14.8% is explained 
by other variables outside the model. An F­
statistic of 15.590 with a p­value of 0.000 
indicates that this model is a good fit and that 
the independent variables collectively have a 
significant effect on firm value. The role of 
CSR disclosure in mitigating the negative 
impact of free cash flow on firm value 
indicates that a high level of CSR transparency 
can reduce information asymmetry between 
management and investors (Gray et al., 1995). 
When companies transparently report the 
allocation of free cash flow through CSR 
disclosures, investors become confident that 
these funds are managed for responsible and 
sustainable activities (Afifah et al., 2017). 
Thus, CSR disclosure serves as a monitoring 
mechanism that reduces investor concerns 
about the potential misuse of free cash flow by 
management for personal gain. This finding 
expands upon the research results of Handayati 
et al. (2022), which only considered CSR 
disclosure as an independent variable that 
directly influences firm value. This study 
demonstrates that, in addition to having a direct 
effect, CSR disclosure also acts as a 
moderating variable that weakens the negative 
impact of free cash flow on firm value, thereby 
providing new empirical evidence regarding 
the role of CSR disclosure in the context of 
agency problems. CSR disclosure does not 
moderate the effect of profitability because 
profitability itself is not a concern for investors 
in this sector. CSR disclosure is effective only 
as a control mechanism to reduce agency costs 
arising from free cash flow, not from 

profitability, because profitability does not 
create agency conflicts; thus, CSR transparency 
is irrelevant to the relationship between 
profitability and firm value (Saragih & Purba, 
2019). Therefore, the role of CSR disclosure as 
a moderating variable is only evident in the 
context of free cash flow and does not apply to 
profitability.

Theoretically, this study supports 
signaling theory and agency theory by 
demonstrating that CSR disclosure serves as a 
mechanism to reduce agency costs associated 
with free cash flow in the cyclical consumer 
goods sector. In practice, management needs to 
improve the quality of CSR disclosures, 
particularly regarding the use of free cash flow 
and social and environmental impacts, to 
maintain investor confidence. Further research 
is expected to examine which components of 
CSR disclosure are most effective in reducing 
investors’ negative perceptions of free cash 
flow.

■ CONCLUSION
The results of this study indicate that free 

cash flow has a statistically significant effect on 
firm value. At the same time, profitability does 
not show a significant effect in the model tested 
for the consumer cyclical sector. The novelty of 
this study lies in demonstrating the moderating 
role of CSR disclosure in the relationship 
between free cash flow and firm value, a 
relationship that has not been extensively 
examined in sectors sensitive to economic 
cycles, thereby enriching the development of 
agency theory and signaling theory (Spence, 
1972) in the context of sustainability 
disclosure. For management, improving the 
quality of CSR disclosure, particularly 
regarding the allocation and impact of free cash 
flow usage, should be prioritized to maintain 
investor confidence. Future research is 
encouraged to explore which dimensions of 
CSR disclosure are most effective in mitigating 
agency costs and to extend the observation 
period to capture the dynamics of different 
economic cycles.

This study has several limitations. First, 
CSR disclosure was measured using a binary 
(dummy) disclosure index, in which each 
indicator was assigned a value of 1 if disclosed 
and 0 if not. Although this approach has been 
widely used in previous studies and provides an 
objective measure of disclosure practices, it 
captures only the presence or absence of 
disclosure, not its quality, depth, or 
completeness. As a result, this measurement 
may not fully reflect the actual quality of 
corporate social responsibility practices, and 
measurement approaches that can 
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accommodate companies with negative FCF. 
Therefore, future research is advised to use 
more comprehensive CSR assessment methods, 
such as weighted disclosure indices, content 
analysis based on disclosure quality, or ESG 
rating measures, to provide a more in­depth 
evaluation of corporate sustainability practices. 
Second, this study has limitations related to the 
sampling procedure, in which 67 of 127 
companies were excluded because they 
reported negative free cash flow (FCF). This 
exclusion criterion has the potential to 
introduce selection bias, meaning that the 
study’s findings can only be generalized to 
companies in the consumer cyclicals sector 
with positive FCF, rather than to the broader 
population of companies in that sector. Future 
research is encouraged to consider alternative
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