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Abstract

Environmental, Social, and Governance (ESG) disclosure is increasingly recognized as a crucial driver of sustainable
investment in capital markets, including Indonesia, where it is expected to enhance transparency, strengthen investor
confidence, and direct financial resources toward companies with sustainable practices. Nonetheless, empirical realities show
that many Indonesian corporations adopt a compliance-oriented approach, resulting in fragmented and inconsistent
disclosures that limit the comparability and credibility of sustainability reports. This study employs a qualitative method with
a library research approach, drawing on academic publications, regulatory documents, and corporate reports to analyze how
ESG disclosure influences the attractiveness of sustainable investment. The findings indicate that regulatory frameworks
established by the Financial Services Authority (OJK) and the Indonesia Stock Exchange (IDX) have provided an important
foundation for institutionalizing ESG practices; however, implementation remains hindered by regulatory fragmentation,
limited corporate capacity, and risks of greenwashing. ESG disclosure, while serving as a potential signaling mechanism for
investors, has yet to fully function as a decisive factor in capital allocation due to uneven reporting quality and insufficient
standardization. The study concludes that strengthening disclosure credibility through harmonized standards, enhanced
monitoring, and capacity building is critical to advancing sustainable investment in Indonesia. Practically, these findings
suggest that regulators, corporations, and investors must collaborate to improve the quality and reliability of ESG reporting,
while academically, the study contributes to sustainable finance literature by highlighting gaps in sectoral practices, the
integration of Islamic finance, and the role of technological innovations in enhancing ESG data verification.
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1. Introduction

In an ideal framework, capital markets are expected to function not only as financial intermediaries but also as
instruments that promote sustainable development. The integration of Environmental, Social, and Governance
(ESG) disclosure into corporate reporting practices is intended to enhance transparency, strengthen investor
confidence, and encourage responsible allocation of capital [1]. From a normative perspective, comprehensive
ESG disclosure should guide investment decisions toward firms that prioritize long-term value creation, ethical
governance, and environmental stewardship. In this regard, the Indonesian capital market is envisioned as a
platform where sustainable finance becomes the foundation of economic growth and resilience [2]. This integration
is particularly crucial given the increasing global emphasis on sustainable development goals and the growing
awareness among investors of non-financial risks and opportunities [3].

However, the current reality in Indonesia reveals that ESG disclosure practices remain uneven across listed
companies, both in terms of quality and consistency. While the Financial Services Authority (OJK) has mandated
the publication of sustainability reports, many corporations tend to view ESG disclosure as a compliance exercise
rather than a strategic tool to attract investors [4]. Empirical observations indicate that sustainable investment in
Indonesia is still relatively nascent compared to regional peers, with limited evidence that ESG disclosure
significantly influences investor behavior. This condition suggests a disconnect between the regulatory
expectations and the actual dynamics of the capital market [5].

Previous studies have highlighted the positive correlation between ESG disclosure and investment attractiveness
in various markets, including developed economies and emerging markets such as Malaysia and Thailand [6].
These findings suggest that investors increasingly consider ESG factors in their decision-making processes.
Nevertheless, scholarly attention to the Indonesian context remains limited, particularly concerning how ESG
disclosure affects the flow of sustainable investment in its capital market [7]. This gap underscores the need for a
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deeper inquiry into whether regulatory initiatives and corporate practices in Indonesia have translated into
measurable impacts on investor preferences. Specifically, there is a pressing need to investigate the effectiveness
of Indonesia's ESG disclosure framework in genuinely attracting sustainable investment, rather than merely
fulfilling regulatory mandates [3].

This study is undertaken to address this gap by examining the role of ESG disclosure in attracting sustainable
investment within Indonesia’s capital market. By exploring the extent to which disclosure practices influence
investor interest, the research aims to provide insights into the effectiveness of regulatory frameworks and
corporate strategies in advancing sustainable finance. The findings are expected to contribute to both academic
discourse and policy formulation, offering guidance for regulators, corporations, and investors seeking to align
financial objectives with sustainability imperatives. Furthermore, this investigation will assess whether the current
regulatory environment adequately addresses issues such as information asymmetry and greenwashing, which can
undermine the credibility and utility of ESG reports [8].

2. Research Methods

This study employs a qualitative research design with a library research approach [9]. The qualitative orientation
is appropriate, as the objective of the study is to interpret and critically analyze concepts, theories, and empirical
findings rather than to measure variables numerically. The library research approach enables the researcher to
collect, review, and synthesize scholarly works, regulatory documents, and institutional reports to build a
comprehensive understanding of the role of ESG disclosure in attracting sustainable investment within Indonesia’s
capital market [10].

The data collection method is based on secondary sources obtained from a variety of academic and institutional
materials. These include peer-reviewed journal articles, books, policy documents, sustainability reports, and
regulatory guidelines issued by the Financial Services Authority of Indonesia (OJK), the Indonesia Stock
Exchange (IDX), as well as international organizations such as the World Bank and the Global Reporting Initiative
(GRI). The selection of sources follows two main criteria: relevance to the themes of ESG disclosure and
sustainable investment, and recency of publication, with emphasis on studies and documents published between
2020 and 2025 to ensure contextual accuracy.

Data analysis is conducted using qualitative content analysis. This technique allows for the systematic examination
of texts to identify recurring themes, patterns, and conceptual linkages [11]. The analysis proceeds in three stages:
(1) organizing the collected literature and documents into thematic categories such as ESG disclosure practices,
sustainable investment trends, and regulatory frameworks; (2) interpreting the underlying meanings and theoretical
implications within these categories; and (3) synthesizing the findings to draw conclusions regarding the
relationship between ESG disclosure and the attraction of sustainable investment in Indonesia [12]. This process
ensures that the study produces a rigorous conceptual framework supported by established scholarly discourse and
documented practices.

3. Results and Discussions
3.1. Regulatory Framework and ESG Disclosure Obligations in Indonesia

The Financial Services Authority has introduced a policy framework aimed at fostering sustainable finance
principles, necessitating financial institutions to integrate these considerations into their operations and customer
interactions [13]. This regulatory push includes mandatory sustainability reporting for publicly listed companies,
aligning with international standards to enhance transparency and accountability [8]. Despite these mandates, the
overall level of sustainability disclosure in Indonesia remains relatively low, with mixed performance across
different reporting proxies and industries [14]. While there is an indication of a positive correlation between the
quantity and quality of sustainability disclosures, the optimization of these trends is yet to be fully realized. This
ongoing development indicates that while a foundational regulatory structure is in place, the effective
implementation and consistent adherence to ESG reporting standards across all Indonesian corporations still
require significant refinement and enforcement [15].

Furthermore, the absence of explicit, comprehensive regulations concerning sustainable finance poses an obstacle
to its optimal implementation, potentially leading to environmental degradation and jeopardizing fundamental
human rights to a clean and healthy environment [16]. This regulatory fragmentation extends to the suboptimal
implementation of corporate social responsibility and environmental fund management, which further impedes the
achievement of integrated social, environmental, and governance objectives vital for responsible banking practices
[17]. This highlights a critical need for enhanced regulatory alignment and harmonized policies to facilitate the
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integration of sustainable finance across different financial systems and to promote cross-border partnerships in
sustainable finance research [18]. A robust regulatory framework, incorporating clear ESG standards and
disclosure requirements, is essential to mitigate risks like greenwashing and information asymmetry, thereby
fostering investor confidence and promoting sustainable development [2].

However, despite the regulatory advancements, many Indonesian businesses have not fully embraced sustainability
performance disclosure, indicating a need for greater accountability and dedication to achieving Sustainable
Development Goals [19]. Specifically, while government regulations like Kep-431/BL/2012 mandate some social
activity disclosure, a significant proportion of companies, particularly small and medium-sized enterprises, still
face challenges in developing and submitting comprehensive sustainability reports due to a lack of explicit
supportive policies [20], [21]. This gap underscores the necessity for targeted governmental interventions, such as
capacity-building programs and financial incentives, to enable broader compliance and enhance the quality of ESG
disclosures across the corporate landscape, thereby fostering a more robust sustainable investment ecosystem [22].

Additionally, the current regulatory landscape often lacks standardization, which creates uncertainty for investors
and issuers, hindering the growth of Shariah-compliant financial instruments such as green sukuk [2]. This
fragmented approach complicates the process of issuing and investing in such instruments, as different regions
may adopt varying standards and practices, further impeding market development [23]. A harmonized regulatory
framework, potentially incorporating Islamic financial principles, could significantly bolster the issuance and
appeal of green financial products by providing clear guidelines and reducing regulatory arbitrage [2]. This
harmonization would not only streamline the issuance of green sukuk but also enhance their attractiveness to a
broader investor base seeking both financial returns and ethical compliance [24]. Such an approach would also
align with the ethical principles of stewardship inherent in Islamic finance, promoting environmental and social
well-being alongside economic growth [25].

To effectively address these challenges, efforts should focus on improving ESG standards, avoiding greenwashing
risks, fostering policy coordination, and standardizing taxonomies, as well as regulatory, reporting, and disclosure
standards [2]. Furthermore, the development of financial instruments like Green Sukuk, which merge green and
Islamic finance, represents a promising avenue for financing sustainable projects, though their efficacy hinges on
the clarity and consistency of regulatory frameworks [26], [27]. Despite the inherent ethical appeal and potential
for positive environmental impact, green sukuk still face significant challenges, including a lack of standardization
in Shariah interpretations and "green" criteria that contribute to limited liquidity in secondary markets [28], [29].
This absence of unified standards and regulatory frameworks often leads to market fragmentation, making it
difficult to expand the global share of Islamic green finance. Therefore, it is imperative to establish clear and
consistent regulations for green sukuk, encompassing both Sharia compliance and environmental criteria, to
enhance market liquidity and investor confidence [28].

Such measures would also necessitate increased legislative support and promotional strategies to strengthen the
green sukuk market within the broader context of Islamic green finance in Indonesia [30]. Indonesia has emerged
as a significant player in the green sukuk market, demonstrating a strong commitment to environmental financing
through Islamic finance principles [31]. Specifically, the Indonesian government, through the Ministry of Finance,
has pioneered the issuance of green bond instruments structured as green sukuk, commencing with a significant
global issuance in 2018 and subsequently introducing retail green sukuk for domestic investors [32]. These
pioneering efforts have positioned Indonesia as a global leader in integrating Islamic finance with sustainable
development goals, attracting both conventional and Shariah-compliant investors interested in ethical and
environmentally responsible investments [33].

3.2. Corporate ESG Disclosure Practices and Their Quality

Furthermore, many companies struggle with integrating ESG metrics into their core financial reporting, leading to
a disconnect between sustainability performance and financial outcomes [34]. This disconnect often undermines
the credibility of ESG reports and limits their utility for investors seeking to make informed decisions that consider
both financial and non-financial performance [35]. This challenge highlights the critical need for enhanced
regulatory guidance and capacity-building initiatives to bridge the gap between aspirational ESG commitments
and actionable, verifiable disclosures that can genuinely inform investment strategies [5]. A critical aspect of
improving disclosure quality involves leveraging technological advancements, such as blockchain and artificial
intelligence, to enhance data accuracy, traceability, and real-time reporting, thereby increasing investor
confidence.
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These technological integrations could streamline the collection and verification of complex ESG data, ensuring
greater transparency and accountability in corporate sustainability reporting [36]. Moreover, the integration of
ESG disclosure frameworks, such as those provided by the Task Force on Climate-related Financial Disclosures
or the Global Reporting Initiative, can provide a standardized approach for Indonesian firms to report their ESG
performance, thereby improving comparability and reducing information asymmetry [37]. This move toward
standardized reporting is particularly salient given the observed information asymmetry in corporate social
responsibility reporting, where crucial negative information is frequently omitted, thus hindering accurate
assessments of genuine sustainability efforts [8]. Consequently, a robust regulatory framework is essential to
mandate comprehensive and verifiable ESG disclosures, fostering greater transparency and mitigating the risks
associated with "greenwashing".

Such a framework would promote accountability and enable stakeholders to discern genuine sustainability efforts
from mere symbolic gestures, thereby strengthening the integrity of Indonesia’s capital market [38]. This is
particularly crucial given the documented instances of firms engaging in greenwashing within their sustainability
reports, a practice that necessitates effective mitigation strategies such as government regulations in the form of
penalties and tax subsidies [39]. This regulatory intervention is further necessitated by findings indicating that
many socially responsible funds are plagued by persistent ESG controversies, underscoring the urgent need for
mechanisms to address flaws in sustainable investment assessment. This highlights the critical role of robust
governance structures, including audit committees and boards of directors, in ensuring the integrity and accuracy
of sustainability reporting, as their active involvement can significantly enhance disclosure quality and mitigate
greenwashing tendencies [40].

Moreover, the cultural context of an organization, particularly its emphasis on transparency and ethical conduct,
significantly influences the adoption and effectiveness of sustainability initiatives and their subsequent reporting
[41]. This cultural embedding fosters an environment where comprehensive and accurate ESG disclosures are
viewed not merely as a compliance burden but as an integral component of corporate strategy and long-term value
creation. This proactive approach aligns with the growing global recognition that robust ESG performance is
intrinsically linked to financial resilience and competitive advantage, driven by increasing demands for corporate
transparency and accountability [42], [43]. This paradigm shift necessitates a re-evaluation of traditional corporate
governance frameworks to explicitly incorporate sustainability oversight, ensuring that boards are equipped with
the expertise and mandate to guide the integration of ESG factors into strategic decision-making and reporting
[44], [45].

This expanded governance perspective acknowledges sustainability as a core element of corporate strategy rather
than a peripheral concern, reflecting its direct impact on long-term profitability and societal well-being [46].
Furthermore, the evolution of corporate governance towards integrating ESG considerations is crucial for fostering
sustainable finance and mitigating greenwashing [39], [47]. This integration ensures that firms move beyond
minimal compliance, embracing voluntary additional reporting that adds value and transparency to their
operations, thereby attracting more sustainable investment [48]. Such advancements are pivotal in addressing the
existing inconsistencies in sustainable finance policies and frameworks, which currently hinder the full potential
of sustainable investments by creating a complex and often non-complementary regulatory landscape. Therefore,
future research should investigate how regulatory harmonization and international cooperation can facilitate a
more cohesive and effective sustainable finance ecosystem, thereby enhancing the appeal of Indonesian capital
markets for responsible investors [49].

3.3. Investor Perspectives on ESG Information and Sustainable Investment Trends

The dynamic field of sustainable finance is currently marked by increasingly sophisticated approaches to ESG
integration, evolving from simple exclusionary screening to encompass strategies such as impact investing and the
creation of thematic funds designed to achieve specific sustainability objectives [8]. This evolution highlights the
necessity for more detailed and verifiable ESG data, enabling investors to distinguish between entities genuinely
dedicated to sustainability and those merely presenting superficial disclosures [1]. Consequently, investors are
increasingly scrutinizing the quality and comprehensiveness of ESG disclosures, seeking evidence of robust
governance structures and clear metrics that demonstrate a company’s commitment to environmental stewardship
and social responsibility [50]. This increased demand for granular ESG data is driving companies to enhance their
reporting mechanisms, often leveraging advanced analytics and artificial intelligence to process vast datasets and
provide more insightful disclosures [51].

Moreover, regulatory bodies and market participants are increasingly focused on developing robust taxonomies
and disclosure standards to prevent greenwashing and ensure the integrity of sustainable finance products [52].
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This emphasis on verifiable data and standardized reporting frameworks is critical for fostering trust and
channeling capital towards truly sustainable enterprises [53], [54]. The integration of these frameworks alongside
enhanced corporate governance can significantly bolster the credibility of ESG disclosures, thereby making
Indonesian companies more attractive to a wider range of sustainable investors. Such enhanced attractiveness
stems from the increased transparency and reduced perceived risk associated with investments in companies
demonstrating strong ESG performance and robust disclosure practices [55]. Conversely, a lack of credible and
comprehensive ESG data can deter potential investors, creating a higher risk perception and ultimately increasing
the cost of capital for firms with poor environmental or social performance [56]. This underscores the critical need
for a more comprehensive and standardized approach to ESG reporting in Indonesia to align with global best
practices and attract the growing pool of sustainability-focused capital.

This alignment is particularly pertinent given the increasing global emphasis on climate finance and the role of
Islamic finance in mobilizing resources for sustainable development, especially within the Indonesian context.
Indonesia’s potential in Islamic green finance, while significant, faces challenges such as the need for improved
ESG standards, avoidance of greenwashing, policy coordination, and standardized taxonomies [2]. The absence
of unified regulatory frameworks and standardization within the Islamic capital market further complicates the
issuance of green sukuk and other Sharia-compliant instruments designed for environmentally sustainable projects
[57]. Efforts to promote Islamic climate finance in Indonesia require comprehensive strategies and policies,
including strengthening the regulatory framework to incentivize Islamic financial institutions to offer green
financing products and simplify green sukuk issuance [2].

A robust legal and regulatory framework is essential to support the expansion of green and sustainable finance
within the Islamic finance ecosystem, ensuring adherence to both Sharia principles and international best practices
for environmental stewardship. This includes the development of clear guidelines for ESG disclosure tailored to
Islamic financial instruments, which can enhance transparency and attract a broader range of sustainable investors
[58]. Additionally, fostering collaboration among Islamic financial institutions, government bodies, and
international organizations is crucial for developing innovative financial products and frameworks that address
climate change while adhering to Islamic finance principles. By leveraging big data analytics and incorporating
machine learning algorithms, the Islamic finance industry can further enhance its capacity to assess and monitor
the environmental and social impact of its investments [2].

This technological integration can lead to more precise risk assessments, improved reporting accuracy, and the
identification of novel sustainable investment opportunities within a Sharia-compliant framework [59].
Furthermore, the Indonesian government has actively pursued the issuance of green sukuk as a primary financing
instrument to fund environmentally friendly projects and contribute to the national sustainable development
agenda [60]. This strategic move not only diversifies the country's funding sources but also reinforces its
commitment to aligning economic growth with environmental sustainability [2]. These green sukuk issuances
demonstrate Indonesia's pioneering role in integrating Islamic finance with climate finance objectives, setting a
precedent for other nations to follow in mobilizing ethical capital for ecological preservation.

The success of these initiatives, however, hinges on continuous efforts to enhance investor confidence through
transparent reporting and the effective mitigation of greenwashing risks. Despite these advancements, the nascent
stage of the green sukuk market in Indonesia necessitates continuous refinement of regulatory frameworks and
disclosure standards to ensure long-term viability and scalability [2]. This includes the establishment of clear,
enforceable guidelines for project eligibility and impact reporting, aligning with international best practices like
the Green Bond Principles [61]. Furthermore, the expansion of green banking principles within the Indonesian
Islamic financial sector can significantly contribute to these goals by integrating environmental considerations into
their core operations and lending practices [62]. This integration would involve banks proactively offering green
financial products, assessing the environmental impact of their loan portfolios, and adopting internal sustainability
policies, thereby fostering a more comprehensive approach to green finance beyond just the capital markets [63].

Such initiatives would align financial activities with broader sustainable development goals, supporting Indonesia's
transition towards a low-carbon and climate-resilient economy [2]. The Indonesian government's commitment to
mitigating climate change, evidenced by its ratification of the Paris Agreement, necessitates substantial funding
that green sukuk can help provide [61]. This commitment highlights the strategic importance of innovative
financial instruments like green sukuk in realizing national environmental objectives and fostering sustainable
economic growth [32]. This includes encouraging commercial banks to implement sustainable finance practices,
such as reporting loans that meet environmentally friendly business activity criteria, to further support the nation's
green initiatives [64]. This comprehensive approach to integrating environmental considerations into the financial
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sector is crucial for channeling significant capital towards sustainable development projects, particularly those
focused on renewable energy and resource conservation [32].

Moreover, the concept of "green banking" extends beyond mere financial instruments to encompass a holistic
transformation of banking operations, urging financial institutions to actively minimize their environmental
footprint and promote ecological stewardship [65]. This paradigm shift requires banks to not only assess their
direct environmental impact but also to guide clients towards more sustainable practices, thereby amplifying their
positive influence across various sectors [66]. This is particularly pertinent in Indonesia, where the development
of green taxonomies can significantly bolster financier confidence in sustainable investments by clearly defining
activities aligned with decarbonization goals. Such taxonomies provide a clear framework for identifying and
classifying economic activities that contribute to environmental objectives, thereby reducing ambiguity and
facilitating greater investment in green projects [2].

3.4. Challenges and Opportunities in Strengthening ESG Disclosure for Sustainable Finance

The integration of environmental, social, and governance factors into corporate strategies and financial reporting
can significantly enhance investor confidence and attract capital towards sustainable initiatives [67]. However,
despite the growing recognition of ESG's importance, Indonesia faces persistent challenges in fully embedding
these principles, particularly concerning the limited contribution of Islamic banks to green finance despite their
awareness of environmental preservation [2]. This limitation highlights the critical need for improved ESG
standards within the Islamic finance industry, coupled with efforts to avoid greenwashing risks and foster policy
coordination. Standardizing taxonomies and regulatory reporting and disclosure standards are also crucial steps in
this regard. This standardization would mitigate market fragmentation and uncertainty for investors, fostering a
more robust and transparent environment for Shariah-compliant green financial instruments.

Moreover, promoting awareness and understanding of Sharia-compliant financial products, alongside encouraging
environmentally sustainable practices within Islamic financial institutions, is essential for unlocking the full
potential of Islamic green finance in Indonesia [2]. This proactive engagement would not only facilitate the growth
of instruments like green sukuk but also ensure their alignment with both Sharia principles and global sustainability
objectives. Further efforts should focus on improving the Islamic finance industry's contribution to a sustainable
financial system by leveraging big data analytics and incorporating machine learning algorithms to enhance the
assessment and reporting of ESG factors. These technological advancements would enable more precise
evaluations of environmental impacts and social outcomes, thereby refining investment decisions and promoting
greater transparency.

Furthermore, the development of comprehensive and coherent policy frameworks, coupled with institutional
strengthening, is vital for overcoming existing challenges in Islamic green finance within Indonesia [68]. This
includes fostering technology innovation, implementing sociocultural approaches, and refining financial
mechanisms to better support green initiatives. Such frameworks must address the current lack of standardization
and unified regulatory structures, which currently impede the growth of Islamic sustainable finance by creating
uncertainty for both investors and issuers [2]. The formulation of sharia sustainability reporting and accounting
standards is therefore critical for business actors to understand the concept of sharia-compliant sustainable
operations, fostering eco-friendly practices as a form of worship [69]. This integrated approach, combining
religious principles with environmental stewardship, offers a unique pathway for Indonesia to accelerate its
transition towards a more sustainable and equitable economy [70].

This convergence of religious ethics with sustainable finance principles has the potential to unlock new avenues
for capital mobilization, especially through instruments like green sukuk, which inherently align with both
environmental conservation and ethical investment tenets. These instruments, rooted in Islamic finance principles,
can significantly contribute to promoting sustainable development and mitigating environmental challenges in
Indonesia by directing investments toward impactful projects [2]. The strategic deployment of zakat and waqf
funds, guided by Maqasid al-Sharia principles, further enhances the social and environmental impact of Islamic
finance by channeling resources towards sectors vital for sustainable development, such as poverty alleviation and
climate action [71]. By integrating Environmental Management Accounting and Islamic Social Reporting within
corporate governance mechanisms, Sharia-approved companies can further align their operations with sharia
principles, ensuring both financial viability and adherence to environmental and social responsibilities [72].

This holistic approach ensures that economic growth is pursued without compromising ecological integrity or
social equity, fostering a more resilient and sustainable financial ecosystem. Such an ecosystem would not only
attract increased foreign direct investment but also cultivate domestic economic resilience against global
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environmental and social shocks. This comprehensive framework fosters a virtuous cycle where ethical finance
directly contributes to ecological preservation and social well-being, cementing Indonesia's position as a leader in
integrated sustainable development. Building upon this foundation, an expanded focus on innovative financial
products and digital platforms will be crucial for scaling up the reach and impact of Islamic sustainable finance,
leveraging technology to enhance transparency and accessibility for a broader investor base [2].

Furthermore, strengthening international collaborations and knowledge sharing will be instrumental in
disseminating best practices and attracting global sustainable investment into Indonesia's capital market. These
strategic partnerships can facilitate the transfer of expertise, promote harmonized regulatory frameworks, and
unlock substantial capital flows towards green initiatives, thereby solidifying Indonesia's position as a hub for
ethical and environmentally conscious investment [73]. This collective effort would also enhance the visibility and
attractiveness of Indonesian Islamic capital market instruments to a global audience, seeking investments that align
with both financial returns and ethical considerations. This strategic alignment could attract a wider spectrum of
investors, particularly those prioritizing environmental, social, and governance factors in their portfolio decisions,
thereby enhancing market liquidity and depth [74]. Moreover, fostering a robust sharia capital market in Indonesia,
given its Muslim-majority population, necessitates a careful consideration of Islamic economic principles in the
development of sharia mutual funds and the Jakarta Islamic Index, thereby providing investors with sharia-
compliant investment choices [75].

This nuanced approach recognizes the significance of ethical investment while also catering to the specific
religious and cultural landscape of the region. The promotion of financial literacy, particularly regarding Islamic
financial products and services, is also paramount to empower individuals to make informed investment decisions
that align with both their financial goals and ethical values [76]. The continued development of the Islamic capital
market, which has progressed significantly since 1997, is crucial for supporting Indonesia's economic growth and
attracting sustainable investment through sharia-compliant financial instruments [77]. Specifically, the Indonesia
Stock Exchange offers the Indonesia Sharia Stock Index as a sharia-compliant investment service, building upon
the Sharia Stock List established by Bapepam & L.K. [66]. Given Indonesia's large Muslim population and its
rapid economic expansion, the development of a robust Islamic capital market, including sharia-compliant stocks,
presents a significant opportunity for attracting both domestic and international investors interested in ethical and
sustainable finance [78].

This is further supported by the substantial growth of the global Islamic economy and Indonesia's top-five ranking
in 2020, positioning it as a high-potential growth market for Islamic finance [79]. The continued development of
Islamic capital market products, particularly those aligned with ESG principles, is critical for harnessing this
potential and channeling investments towards sustainable development initiatives [80]. However, achieving the
full potential of Islamic green finance in Indonesia necessitates overcoming challenges such as developing
comprehensive policy frameworks, strengthening institutional capacities, and fostering technological innovation.
Furthermore, the development of robust green taxonomies is essential to provide clarity and confidence for
financiers seeking to invest in sustainable activities, thereby aligning with decarbonization goals [81].

4, Conclusion

The findings of this study demonstrate that ESG disclosure holds significant potential in shaping sustainable
investment flows within Indonesia’s capital market. Regulatory initiatives by the Financial Services Authority
(OJK) and the Indonesia Stock Exchange (IDX) have laid a foundation for enhancing corporate transparency and
aligning national financial practices with global sustainability standards. However, disclosure practices remain
uneven, with many firms exhibiting a compliance-driven approach rather than embedding ESG principles into
their core business strategies. This inconsistency reduces the reliability and comparability of reports, thereby
limiting their effectiveness in attracting sustainable capital. Despite these challenges, ESG disclosure continues to
play an increasingly important role as a signaling mechanism for investors seeking long-term value and risk
mitigation. The growing interest in sustainable finance instruments, such as green sukuk, demonstrates the
potential of ESG integration to strengthen investor confidence and position Indonesia as a leader in responsible
investment. Nevertheless, persistent gaps in regulatory harmonization, corporate capacity, and investor literacy
underscore the need for systemic reforms to improve the credibility, accessibility, and strategic relevance of ESG
disclosures. The study highlights the necessity for regulators, corporations, and investors to collaborate in
strengthening ESG disclosure practices. For policymakers, this involves harmonizing reporting standards,
tightening monitoring mechanisms to mitigate greenwashing, and promoting capacity-building programs to
support companies in adopting internationally recognized frameworks. For corporations, the findings emphasize
the strategic value of high-quality ESG disclosure not merely as regulatory compliance but as a tool to build
investor trust, reduce the cost of capital, and ensure long-term competitiveness. From an academic perspective,
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this research contributes to the discourse on sustainable finance by linking ESG disclosure with investment
behavior in an emerging market context. The study identifies a research gap in the comparative effectiveness of
ESG disclosure across different sectors and the role of Islamic finance in promoting sustainability. Future research
could expand this discussion by employing empirical methods to assess causality, exploring cross-country
comparisons, or examining the integration of technological innovations such as artificial intelligence in verifying
ESG data credibility.
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