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Abstract
The research aims to investigate (1) the influence of financial performance on reputation, (2) the influence of

financial performance on firm value, (3) the influence of reputation on firm value, (4) the influence of
financial performance on firm value with reputation as a mediating variable. The sample of this study
consisted of 108 non-financial companies listed in the Indonesia Stock Exchange during 2016-2018 which was
selected using a purposive sampling method. The analysis method in this study uses path analysis. The
reputation measurement used the corporate image index (Cll) published by Frontier Consulting Group. The
results showed that (1) financial performance has a positive and significant influence on company reputation,
(2) financial performance has a positive and significant effect on firm value, (3) reputation has a positive and
significant influence on firm value, (4) reputation mediates the influence financial performance on firm value.
The implication of this research was the financial performance as a positive signal in improving the
company's reputation which has an impact on increasing investor belief in the capital market.
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1. Introduction

The company has a goal of creating and maximizing firm value which is reflected in market prices
(Dolenc et al., 2012). A measure of a company's success that shows how well the management is
performing on behalf of its shareholders is realized through the firm value. Value creation illustrates the
trust of the community towards the company after going through a series of processes that began from the
time the company was founded until today (Ng & Daromes, 2016). This shows that the goal of maximizing
company value can only be achieved in the long run.

Intangible assets have a role in determining firm value (Gamayuni, 2015). Investors in the capital
market pay attention to the use of intangible assets to assess the success of a business. Margaret Blair of
the Brookings Institute states that seventy-five percent of the firm value comes from intangible assets
(Niven, 2011). Important intangible assets are the company's reputation (Ferndndez-Gamez et al., 2015;
Raithel and Schwaiger, 2015; Roberts and Dowling, 2002). Companies that have a good reputation can
reduce uncertainty (Wang et al., 2012) and increase access to resources from stakeholders (Chong & Halff,
2014).
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The importance of the company's reputation encourages independent institutions to give awards.
Fortune Magazine published the reputation ranking of America’s Most Admired Company (AMAC) since
1984 (Lee & Roh, 2012). An award for corporate reputation in Asia was given by Asian Business by
introducing Asia’s Most Admired Companies (Fombrun et al., 2000). Frontier Consulting Group gave awards
in the form of Indonesia’s Most Admired Company (IMAC) Award or Corporate Image Award. The purpose
of awarding is to encourage companies to manage their reputation in the long run.

Companies get many benefits from a positive reputation (Walker, 2010) such as making it easier for
companies to build trust and build closer relationships with stakeholders. The role of reputation is
increasing in the face of a competitive environment. The benefits of reputation are reflected in the long
term and involve the value of the company.

Raithel and Schwaiger (2015) found that a superior reputation creates prosperity for shareholders in
the form of positive abnormal returns in the long run. However, Rose and Thomsen's (2004) research
controversially found inconsistent results, namely the company's reputation does not influence firm value
as measured by the comparison of market value to book value.

Companies need time and effort to establish a good reputation in front of stakeholders. Good
financial performance becomes a signal to stakeholders to believe that the company is good. Stakeholders
have a high level of expectation towards the company and management should deliver financial results. To
meet these expectations, the company must generate profits to pay the expectations of stakeholders
(Hammond &and Slocum, 1996).

Sandu and lanole (2016) found the determinant of company reputation was dominated by economic
performance. This explains that stakeholders do not obtain all the information of a company so that
decisions are made based on financial performance as a signal from the company as a whole. However, the
results of Toms (2002) research stated that past financial performance did not create a halo effect that had
an impact on reputation.

Stakeholders assess the company's financial performance through financial statements because it
provides a signal regarding the level of financial health (Ames et al., 2014) and prospects (Himmah, 2018).
Profit is the most commonly used performance measure. Companies that have good profitability in an
industry, the stakeholders will see the company better than other companies. Also, companies that have
high profitability have better resources for activities that can build a reputation such as social responsibility.

Research on corporate reputation is mostly carried out in developed countries such as the United
States using company samples from America's Most Admired Companies while empirical evidence in
emerging countries such as Indonesia is still lacking. This study aims to: (1) investigate the effect of financial
performance on company reputation; (2) investigate the effect of financial performance on firm value; (3)
investigate the effect of reputation on firm value; (4) investigate the financial performance of firm value
through reputation. In the next section, we develop a framework and hypotheses based on available
literature and the methods used. After that, we present the empirical results and discussion related to the
findings of this study. In the final section, we draw conclusions and suggestions for future research.

2. Conceptual Framework and Hypotheses Development

This study uses the signaling theory (Spence, 1973) and the resource-based view (RBV) (Barney,
1991). Besides, we also use previous research and rationalization to build a framework of thought and
hypothesis. Companies will use financial information to give signhals to the market (Spence, 1973). The
financial performance illustrates a company's ability to manage its resources. Management will provide
information to interested parties regarding the company's financial performance in the form of financial
statements. Financial information will be a signal about the quality of the company (McGuire et al., 1990),
in this case, the company whether the company has been well managed or not. Stakeholder perceptions
about the quality of the company are very dependent on the company's financial performance. Financial
results represent the interests of stakeholder groups, although not all (Shi, 2016). Thus companies that
have good financial performance will get a good reputation from stakeholders.

Reputation describes the overall perception of stakeholders of the company. This perception is a
representation of the company's past actions and the company's status compared to its competitors.
Reputation is information about the company from the perspective of signal theory and intangible assets
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from the perspective of the RBV (Piskin & Kamanli, 2018). A good reputation becomes a signal for investors
that the company has good activities, achievements, and prospects for the company so that the risk of
investment in the company is low. Also, a positive reputation is a source of competitive advantage for
companies because they have valuable, scarce, and not easily imitated resources. This causes the company
to have loyal customers, talented employees, suppliers who are not worried when entering into contracts,
and easy access to the capital market (Raithel & Schwaiger, 2014). Companies can survive in economic
conditions that experience turbulence and have competitive advantages (Fernandez-Gamez, 2015).
Ultimately, a good reputation will attract investors to pay higher share prices and have an impact on
increasing the value of the company.
Based on the description above, the conceptual framework formed as follows:

Corporate

Reputation x

\i: ’

- = "D

Return on - Firm
Assets 7| Value

Figure 1. Conceptual Framework

————>  Direct effect
----------->  |ndirect effect

Reputation can be influenced by various factors, but the main factor that can affect reputation is
financial performance (Caliskan et al, 2011). Companies with high financial performance will have a
favorable reputation when compared to companies that have low financial performance. This happens
because companies with positive financial performance gain trust from their stakeholders and conversely
companies that have poor financial performance lose trust from their stakeholders. Roberts and Dowling's
(2002); Caliskan et al. (2011); and Piskin and Kamanli (2018) found that financial performance with various
measurements had a positive and significant effect on company reputation. Based on the description
above, the first hypothesis proposed is:

H1: Financial performance has a positive and significant effect on the company’s reputation.

Measurement of the company's financial performance can use many indicators. Net income or
operating cash flow is the most commonly used performance measurement (Yu, 2013). Companies that can
generate net income are considered to have good prospects in the future. Investors will use this
information as a positive signal. Capital allocations owned by investors tend to be aimed at companies that
have high financial performance because they obtain a certain rate of return (Purwanto & Agustin, 2017).
This has led to an increase in share prices and an impact on firm value. Haryono and Paminto (2015);
Purwanto & Agustin (2017); Susanti & Restiana (2018); and Zuhroh (2019) found that financial performance
measured using financial ratios had a positive and significant effect on firm value. Based on the description
above, the second hypothesis proposed is:

H2: Financial performance has a positive and significant effect on firm value.

A company that has a good reputation can influence investors' decisions to buy shares (Erasputranto
& Hermawan, 2015). Wang et al. (2012) state that reputation has two aspects consisting of trust and
attractiveness. Trust will increase investor expectations of company motivation and gain competitive
advantage. On the other hand, attractiveness can reduce uncertainty about a company's ability. The
company will get wider access to resources because it influences decision making and establishing better
relationships with stakeholders (Raithel & Schwaiger, 2012). Thus, a good reputation can become a
valuable intangible asset and distinguish one company from another that will have an impact on increasing
the value of the company's stock market. Ferndndez-Gamez et al. (2012); Lee & Spirit (2012); and Raithel &
Schwaiger (2012) found that corporate reputation has a positive and significant influence on market
performance and firm value. Based on the description above, the third hypothesis proposed is:

119



International Journal of Academic Research in Accounting, Finance and Management Sciences
Vol. 10 (1), pp. 117-124, © 2020 HRMARS (www.hrmars.com)

H3: Reputation has a positive and significant effect on company value.

The reputation-financial performance dynamics model proposed by Roberts & Dowling (2002)
explains that past financial performance can affect the company's reputation and the company's reputation
now can have an impact on improving the company's financial performance in the future. However, the use
of accounting measurements may not reflect the benefits of a good reputation in the long run (Raithel &
Schwaiger, 2012). Thus, the benefits of a company's reputation can increase shareholder value as reflected
through the stock market price. Roberts & Dowling (2002) found that past financial performance has a
significant effect on a company's reputation as well as an impact on sustained earnings in the future. Based
on the description above, the fourth hypothesis proposed is:

H4: Financial performance influences company value through reputation.

3. Methodology of research

The population of this research is all non-financial companies listed on the Indonesia Stock Exchange
(IDX) during 2016-2018. The sample selection uses a purposive sampling method with the following criteria:
(1) Non-financial companies listed on the Indonesia Stock Exchange during 2016-2018 and did not delist
during the observation period; (2) The company has data related to the corporate image index (Cll) and
other data related to research; (3) The company issues financial statements using Rupiah. Samples that met
the criteria of 108 companies. This study uses observations for three years to produce 324 observation
data. The type of data used is documentary data in the form of company annual reports and the Corporate
Image Index published by Frontier Consulting Group. The data source of this research is secondary data
obtained from the official website of the Indonesia Stock Exchange (www.idx.co.id) and Indonesia’s Most
Admired Companies (www.imacaward.com). Measurement of financial performance using Return on
Assets (ROA) (Caliskan et al., 2011). This ratio shows the company's ability to generate income by utilizing
company resources efficiently. The financial performance uses a one-year time lag with the argument that
stakeholders need time to observe changes and revise assessments of the company (Flatt & Kowalczk,
2011).

The company's reputation shows the actual views of stakeholders, both positive and negative
(Walker, 2010). This study uses a corporate image index (Cll) published by Frontier Consulting Group for
Indonesia's Most Admired Company (Erasputranto & Hermawan, 2015; Phandeirot, 2017). This index
represents various stakeholders consisting of 3,000 respondents consisting of management, investors,
journalists, and the public. The respondents conducted an assessment based on the Corporate Image Index
Framework which consists of four dimensions, namely Quality, Performance, Responsibility, and
Attractiveness (www.imacaward.com). The firm value is indicated by the comparison of market value
against the replacement value of company assets (Ng & Daromes, 2016). The company creates value when
the return obtained by shareholders is higher than the expected return. Company value is measured using
Tobin's Q modified by Gaio and Raposo (2011) in the form of simple Q.

The analytical method used in this study is path analysis. The structural equation that shows the
hypothesized relationship can be written as follows:

REP = a;ROA + &4

TOB = 3,ROA + B,REP + &,

(1)
(2)

4. Research results and discussions

Descriptive statistical analysis is used to present quantitative data that can provide an overview of
the sample company. Descriptive statistics consist of the mean, maximum, minimum, and standard
deviation of the variables studied. Table 1 presents descriptive statistics of the variables of financial
performance, reputation, and firm value. Measurement of financial performance using ROA shows an
average of 0.054. These results illustrate that the company's ability to generate net income of 5.4% of
assets owned. The reputation of companies that use the corporate image index (Cll) shows an average
value of 1.283. The higher the Cll the company gets, the better the stakeholder's perception of the
company. If the company gets more than one Cll and is in the top three in each group, the company is in
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the excellent category. The firm value measured by Tobin's Q shows an average value of 1.623. If Tobin's Q
has a value above one, the company is valued higher than the book value.
Table 1. Descriptive Statistics

Variable N Minimum Maximum Mean Std. Deviation
ROA 324 -,549 ,458 ,054 ,0101
REP 324 ,210 3,316 1,283 ,650
TOB 324 ,201 5,006 1,623 1,077

Source: Output SPSS (2020)

Hypothesis testing is performed using a regression model in path analysis to predict the relationship
between the independent variable and the dependent variable. The path analysis results in this study are
presented in Table 2.

Table 2. Path Analysis Results

Model Standardized Beta Sig. Explanation
_}
ROA TOB .448 .000 Signifikan
— .170 .001 Signifikan
REP TOB

Source: Output SPSS (2020)

Financial performance measured using ROA has a significant positive effect on the company's
reputation. These results indicate that a company that has good financial performance will enhance its
reputation. The results of this study are consistent and in line with Hammod & Slocum (1996); Roberts &
Dowling (2002); Caliskan et al. (2011); Shi (2016); and Piskin & Kamanli (2018) who found that financial
performance had a positive and significant effect on company reputation. A company that has high
financial performance will have a good reputation in front of its stakeholders. If the company produces
good financial performance, this will be a positive signal about the quality of the company in the eyes of
stakeholders. The quality of the company will increase the trust of its stakeholders. The company is
considered to be able to produce quality goods and services, be able to innovate products, have
opportunities to grow, manage good business, care about social responsibility, and become a desirable
workplace.

Financial performance has a positive and significant effect on the firm value measured using Tobin's
Q. Companies that have good financial performance will increase firm value in the capital market. This
result is consistent with Haryono & Paminto (2015); Purwanto & Agustin (2017); Susanti & Restiana (2018);
and Zuhroh (2019) who found that financial performance using profitability ratios significantly had a
positive effect on firm value. Companies that have good financial performance become a positive signal for
investors so they are interested to invest their capital in the company. Investors also believe that
companies producing high income will distribute dividends. Thus, the higher the company's ability to
generate income, the higher the company's expectations of return that will make the firm value better.

The company's reputation has a positive and significant influence on firm value. Companies that have
a good reputation in front of their stakeholders will increase the value of the company. These results are
consistent with Fernandez-Gamez et al. (2012); Lee & Spirit (2012); and Raithel & Schwaiger (2012) find
that corporate reputation has a positive and significant influence on the firm value. This shows that a
company that has a good reputation will increase the firm value that is realized by rising stock market
prices. Companies with a positive reputation in front of their stakeholders mean having valuable, rare,
intangible assets that are not easily imitated by competing companies (Barney, 1991) which are a source of
sustainable competitive advantage. The company is closed and gets the trust of stakeholders so that it can
influence decision making. Also, companies that have a good reputation are considered to have low risk.
This trust is what attracts investors to choose to invest their capital and is willing to pay a higher price.

Sobel test is used to test the strength of the indirect effect of financial performance on the value of
the company through reputation. If the p-value <0.05, it can be concluded that reputation has successfully
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mediated the relationship between financial performance and firm value. The Sobel test results are
presented in Table 3.
Table 3. Sobel Test

Variable p-value Of Sobel Test (two-tailed probability)

ROA ~ TOB (Via REP) .0025

Source: Sobel test calculators version 4.0 (2020)

Table 3 shows the significant value of the Sobel test of 0.0025. These results indicate that the
company's reputation can mediate the influence of the financial performance board on firm value. These
results are consistent with Roberts & Dowling's (2002) research that describes a dynamic model of financial
reputation-performance where financial performance in the past affects the company's reputation and the
company's reputation will consistently provide superior results for the company. Achievements of the
company in the past will leave perceptions about the quality of the company and this will build trust in the
company's actions in the future (Raithel & Schwaiger, 2015). Thus, companies that can build a good
reputation, the company can influence the decision making of its stakeholders.

5. Conclusions

This research was conducted to investigate the effect of financial performance on firm value by using
reputation as a mediating variable. The sample in this study were 108 companies or 324 observation data.
Good financial performance can improve the reputation and value of the company. A good financial
performance becomes a positive signal so that the company gains trust in front of its stakeholders and
attracts investors' attention to invest their capital in the company. Companies with a good reputation will
get many strategic benefits and have a competitive advantage. This good reputation then attracts the
attention of investors and is willing to buy shares at a high price. The company's reputation can mediate
the effect of financial performance on firm value. The company's performance in the past will be a signal
regarding the quality of the company. Stakeholder confidence in the quality of the company will have an
impact on the market value of the company. Future research can use sustainable financial performance
measures such as earnings persistence. Also, this research only focuses on non-financial companies with
observations for three years. Subsequent research can use a sample of financial companies and a longer
observation time.
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