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ABSTRACT 

Sustainable financing for micro, small, and medium enterprises (MSMEs) has become an important 

strategy to support economic growth and sustainable development in Indonesia. However, limited 

studies examine how bank characteristics influence sustainable MSME financing. This study 

investigates the effects of financial integrity, bank reputation, and sustainability mechanisms on 

sustainable MSME financing by banks in Indonesia. This study employs a quantitative approach 

using panel data from 47 banking companies listed on the Indonesia Stock Exchange during 2021–

2024, resulting in 187 observations. Data were analyzed using fixed-effect regression and 

robustness testing with two-stage least squares (2SLS). The findings show that financial integrity, 

bank reputation, and sustainability mechanisms positively and significantly affect sustainable 

MSME financing. Sustainability mechanisms become the most dominant determinant, indicating 

that ESG-oriented governance strengthens banks’ capacity to distribute sustainable financing. The 

robustness test confirms that the results remain consistent after controlling for potential endogeneity 

problems. Theoretically, it integrates signaling theory into sustainable MSME financing by 

positioning banks as signal providers through financial integrity, reputation, and sustainability 

governance. Methodologically, it uses bank-level objective data from financial reports, annual 

reports, sustainability reports, and reputation indicators, rather than relying on MSMEs’ survey-

based perceptions. Contextually, it highlights sustainability governance as a determinant of 

sustainable MSME financing in an emerging market where MSMEs play a central role in economic 

development. Therefore, this study advances the literature by showing that sustainable MSME 

financing is shaped not only by MSMEs’ characteristics or financing demand, but also by credible 

signals and governance mechanisms provided by banks. 

 

Keywords: bank reputation; financial integrity; MSME; sustainability mechanism; sustainable 

financing 

 

INTRODUCTION 

Based on data from the Indonesian Central Statistics Agency, in 2023, MSMEs contributed to 

61 percent of gross domestic product, equal to IDR 9,580 trillion, where there is a growth of 2.3 

percent compared to the previous year, and contributed to 97 percent of national employment 

absorption (Azzahra et al., 2025). However, Indonesian entrepreneurship rating is still at a middle 

level, which is 75th of 137 countries (Arsi & Safrin, 2023). Although there are a lot of MSMEs in 

Indonesia, it is not followed by entrepreneurial competitive growth. One of the key success factors 

for MSMEs is funding availability (Singh et al., 2025). Funding availability is important to provide 

assets, operational activities, goods and services, and labor costs (Chang & Yang, 2022). Funding 

availability can be fulfilled by doing loan financing. Government Regulation (PP) No. 7 of 2021 

regulates loan financing as one of the main business components.  

There are some loan financing advantages for MSMEs. First, loan financing can fulfil funding 
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resources, especially when there are internal financing difficulties (Amoa-Gyarteng & Dhliwayo, 

2024). Most people have difficulties providing capital to establish MSMEs since they only have 

limited money. Loan financing can be chosen as an alternative capital access. Second, loan 

financing allows creditors to play a monitoring role for MSMEs’ performance to maximize 

operational activities and create profit (Buchanan & Kaya, 2024). Third, for MSMEs who have 

sufficient knowledge and business and financial opportunities, but do not yet have capital, loan 

financing is a solution for MSMEs to increase business competitiveness (Rita et al., 2022).  

Loan financing for MSMEs can be performed by involving banks. Indonesian Financial Service 

Authority Regulation (POJK) No. 51/POJK.03/2017 regulates the obligation for financial 

institutions to run sustainable financing, including sustainable financing that refers to loans from 

banks for entrepreneurs to do sustainable business, including for MSMEs.  

Sustainable financing for MSMEs can be performed by banks if there are loan financing 

demands from MSMEs. There are some factors that create loan financing demands. First, MSMEs 

consider banks’ financial integrity. Banks with financial integrity tend to have lower information 

uncertainty and asymmetry, which can increase MSMEs’ trust in accessing financing. Second, 

MSMEs usually consider bank reputation when seeking loan financing. Strong reputation leads the 

public to have the perception that banks are stable, credible, and able to maintain long-term 

financing with customers (Nhleko & Adelowotan, 2025). Third, MSMEs also consider whether 

banks have sufficient sustainability governance (Appiah-Kubi et al., 2024; Hossain et al., 2023) 

since MSMEs are one of the sustainability implementation targets. In the context of signaling 

theory (Spence, 1973), financial integrity, reputation, and sustainability governance become a 

positive signal that can reduce information asymmetry and increase MSMEs’ confidence to access 

sustainable financing.  

Previous studies examine MSMEs’ financing, banking, and sustainability (Anggara & Nuraeni, 

2025; Edobor & Sambo-Magaji, 2025; Hakam & Hakam, 2024; Smith et al., 2022), and banks’ 

credibility, trust, and commitment (Arthur et al., 2024; Cardoso & Cardoso, 2024; Chi & Phan, 

2026; Dias et al., 2025). However, there are some gaps in the previous studies. First, most previous 

studies explain sustainable MSME financing from the MSMEs’ or debtors’ perspective, while the 

banks’ perspective as creditors is still underexplored. Second, methodologically, previous studies 

rely too much on survey-based perception, where there is a possibility of subjective bias. Studies 

that provide empirical evidence by using objective banking data from financial statements, annual 

reports, and sustainability reports are still limited. Third, there are limited studies that examine 

sustainability governance, especially ESG-oriented governance mechanisms, as a determinant 

factor of sustainable MSME financing. These gaps are critical in an emerging market like 

Indonesia, where MSMEs contribute to economic growth, while access to financing for MSMEs is 

held by banking institutions. In this case, this research fills the gaps by examining the banks’ 

characteristics and sustainable MSME financing with objective banking data from banks’ reporting. 

This research examines whether financial integrity, bank reputation, and bank sustainability 

mechanisms affect the sustainable MSMEs’ loan financing. There are some novelties in this 

research. First, this research extends signaling theory into sustainable MSME financing by put 

banks as credible signal providers. Financial integration, bank reputation, and sustainability 

mechanism do not only represent banks’ characteristics, but also as observable signals to reduce 

information asymmetry and improve trust from MSME to access loan financing. Second, this 

research promotes methodological novelty, by using objective banking data. This research does not 

use the survey-based perception of MSMEs to evaluate financial integrity, bank reputation, and 

sustainability mechanisms, but uses quantitative data in bank reports. It makes the evaluation more 

accurate and objective. Third, this research contributes to financial sustainability literature by put 

sustainability governance as a determinant factor of sustainable MSME financing. The existence of 

sustainability mechanism reflects ESG-oriented governance and banks’ readiness to support 

sustainable business. In this case, this research gives theoretical, methodological, and contextual 

contributions by integrating signaling theory, objective banking data, and sustainability governance 

in the context of sustainable MSME financing in emerging market.  
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LITERATURE STUDY 

Theoretical Framework 

Signaling theory explains how parties with more complete information give a signal to reduce 

information asymmetry (Spence, 1973). Information asymmetry occurs when a party has more 

complete information than another party, which can create uncertainty in decision-making (Piuaru 

et al., 2024). In the context of financial and banking, banks generally have more comprehensive 

information on financial condition, governance quality, and sustainability commitment than the 

customers, including MSMEs. Banks need to give a credible signal to reduce uncertainty and 

increase stakeholders’ trust. 

In the context of MSMEs financing, signaling theory explains that MSMEs tend to have limited 

comprehensive banking information, especially information on financial integrity, sustainability 

commitment, and governance quality. It leads to information asymmetry between MSMEs and 

banks. MSMEs need an observable signal from banks to decide on a loan financing strategy. When 

banks give a positive signal that reflects trust, transparency, and commitment, there will be demand 

for sustainable MSME financing. In this case, signaling theory gives a theoretical base to explain 

how financial integrity, bank reputation, and sustainability mechanisms can reduce information 

asymmetry and increase the demand for sustainable financing from MSMEs. The theoretical 

framework can be seen in Figure 1. 

  

 
Figure 1. Theoretical Framework 

Source: elaboration of previous studies and theory 

 

Previous Studies 

 
Figure 2. Previous Studies 

Source: VOS viewer output 
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Based on Figure 2, previous studies examine MSMEs’ financing, banking, and sustainability 

(Anggara & Nuraeni, 2025; Edobor & Sambo-Magaji, 2025; Hakam & Hakam, 2024; Smith et al., 

2022). Previous studies also investigate banks’ credibility, trust, and commitment (Arthur et al., 

2024; Cardoso & Cardoso, 2024; Chi & Phan, 2026; Dias et al., 2025). However, there are some 

identified gaps from previous studies. First, most studies focus on MSMEs’ characteristics, 

financial inclusion, digital finance, and sustainability, while the concerns about banks’ 

characteristics are still limited, especially in explaining sustainable MSME financing. Second, most 

studies explain sustainable financing from the MSMEs’ perspective. It is important to examine the 

banking perspective since banks are the main funding provider, monitor, and controller of 

sustainable financing. Third, previous studies examine credibility, commitment, and sustainability 

in general, but do not specifically put financial integrity, bank reputation, and sustainability 

mechanisms as a signal from banks to reduce information asymmetry in sustainable MSME 

financing. Fourth, previous studies in general use a survey-based perception approach, while it is 

important to use objective indicators from financial statements, annual reports, and sustainability 

reports to reduce subjective bias. Objective indicators from banks’ reporting are important since 

they can be verified, especially for variables of financial integrity, reputation, governance structure, 

and financing allocation. Fifth, studies of sustainable MSME financing are slightly examined in 

Indonesia, whereas MSMEs make a big contribution to the national economy but still have 

limitation to get loan financing.  

Based on previous gaps, this research promotes contribution by integrating signaling theory, 

objective banking data, and sustainability governance in the context of sustainable MSME 

financing in a single model. This research suggests that sustainable MSME financing is not only 

determined by MSMEs’ characteristics but also the signal quality from banks. Financial integrity 

represents transparency and reliability. Bank reputation reflects institutional credibility and quality. 

Sustainability mechanisms show the ESG-oriented governance and long-term commitment to 

business sustainability. By using objective data from banks’ reporting, this research gives verifiable 

evidence on how banks support sustainable MSME financing in emerging markets.  

 

Financial Integrity and MSMEs’ Sustainable Financing 

Financial integrity becomes a critical factor in the relationship between a financial institution 

and its customers, especially in loan financing. Based on signaling theory, financial integrity serves 

as a signal that shows banks’ transparency, credibility, consistency, and reliability in financial 

activities (Bhiri & BenMabrouk, 2026).  Banks with better financial integrity tend to reduce 

information asymmetry and uncertainty from MSMEs that relate to financial condition and 

financing reliability (Jiang & Liu, 2025). 

Financial integrity also shows lower opportunistic behavior and stronger commitment to ethical 

and transparent financial implementation (Xue et al., 2024). Transparent and credible information 

from banks allows MSMEs to consider banks as a trusted partner in loan financing. MSMEs are 

more confident in accessing sustainable financing from banks. Banks need to build trust with 

MSMEs by providing information openly, transparently, and without fraud (Gama & Pedroso, 

2025; Utami & Setiawan, 2023). Higher financial integrity reinforces MSME perception of banks’ 

credibility and financial health, which can promote higher sustainable financing demands. Previous 

studies find that transparency, credibility, and trust reinforce long-term relationships between 

creditor and debtor and determine financial decision-making (Gama & Pedroso, 2025; Utami & 

Setiawan, 2023). In the context of sustainable financing, financial integrity becomes an indicator 

that banks have a commitment to responsible business implementation and do not harm customers. 

H1: Financial integrity has a positive effect on sustainable MSMEs financing. 

 

Reputation and MSMEs’ Sustainable Financing 

Bank reputation reflects the public perceptions of bank quality, credibility, and performance in 

running the operational activities. Based on signaling theory, reputation plays the signal that can 

reduce information asymmetry. Reputable banks are considered stable, reliable, and capable of 

maintaining long-term financing relationships with customers (Nhleko & Adelowotan, 2025).  

Since MSMEs’ loan financing is an official contract between banks and MSMEs, both parties 
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must have trust in each other by building a reputation (Becchetti & Manfredonia, 2022; Cardoso & 

Cardoso, 2024). Bank reputation represents the public evaluation of banks’ credibility, service 

quality, financial performance, and institutional reliability (Cardoso & Cardoso, 2024). Banks with 

a good reputation tend to be considered safer and more trustworthy, thus increasing the interest of 

MSMEs in accessing financing. Reputation also relates to the bank’s track record in distributing 

credits, maintaining financial stability, and implementing prudent principles. Previous studies show 

that financial institution reputation determines the financing decision since reputation ensures 

credibility and professionalism (Becchetti & Manfredonia, 2022; Cardoso & Cardoso, 2024). In the 

context of sustainable financing, a good bank reputation shows a commitment to the ESG principles 

that can be considered for MSMEs to secure loan financing.  

H2: Banks’ reputation has a positive effect on sustainable MSMEs financing. 

 

Sustainability Mechanism and MSMEs’ Sustainable Financing  

Banks’ sustainability mechanism reflects how far banks integrate sustainability principles into 

operational activities, including in financing policy. Based on signaling theory, the sustainability 

mechanism is a signal of a bank’s commitment to perform business that considers long-term 

sustainability, ESG implementation, and responsible financing promotion. Sustainability 

mechanisms also capture the commitment to sustainable financing, including for MSMEs.  

Sustainability governance mechanism refers to how far banks integrate ESG aspects into 

operational activities and loan financing policy. For MSMEs, ESG sustainability disclosure reduces 

information asymmetry and can assess sustainability orientation, ESG commitment, and 

sustainable financing. Sustainability disclosure reflects a sustainability mechanism that 

communicates banks’ sustainability performance as an indicator that banks can distribute 

sustainable financing to MSMEs. It leads to an increase in MSMEs’ trust and financing assurance, 

where the loan is distributed not only for a for-profit orientation but also for business sustainability. 

For MSMEs, sustainability governance reduces the risk of banks’ long-term consistency and 

commitment in supporting sustainable business. Previous studies show that the implementation of 

sustainability principles supports sustainable financing practices, including MSMEs (Appiah-Kubi 

et al., 2024; Hossain et al., 2023). In this case, the sustainability mechanism leads banks to be ready 

to distribute loan financing to MSMEs that also have a sustainability orientation.  

H3: Banks’ sustainability mechanism has a positive effect on sustainable MSMEs financing. 

 

METHOD 

Population and Sample  

Research populations are all banking companies in Indonesia. This research uses a purposive 

sampling method to determine the sample with certain criteria that relate to the research context 

and needs. The first criterion is bank companies that are listed on the Indonesian Stock Exchange. 

The consideration of listed banking companies on the Indonesian Stock Exchange relates to the free 

data access of financial statements, annual reports, and sustainability reports. The second criterion 

is that banking companies must be listed from 2021 to 2024. The period of 2021-2024 is based on 

the reporting of sustainable MSMEs financing that is initiated in 2021, as stated in Indonesian 

Financial Service Authority Circular Letter (SEOJK) No. 16 /SEOJK.04/2021. The third criterion 

is that bank companies have complete data.  The research sample can be seen in Table 1. 

 

Table 1. Research Sample 

Year Banks 

2021 46 

2022 47 

2023 47 

2024 47 

Total Observation 187 

Source: www.idx.co.id 
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Research Variables and Data Source 

The dependent variable is sustainable MSMEs financing. Sustainable MSMEs financing is 

measured by sustainable loan financing that is distributed by banks to MSMEs, divided by total 

loans (Muhammad & Lubis, 2025). The data source of sustainable MSMEs financing comes from 

sustainability reports through companies’ webpages or www.idx.co.id. 

Independent variables include financial integrity, reputation, and the sustainability monitoring 

mechanism. Financial integrity is measured by the level of bank financial reporting quality. 

Financial reporting quality can determine public trust in companies (Jaswadi et al., 2024). Financial 

reporting quality is calculated by discretionary loan loss provisions (Vo et al., 2022). Discretionary 

loan loss provisions refer to managers’ freedom in managing or evaluating the loan loss estimation.  

Discretionary loan loss provisions are calculated as in equations 1-2 (Vo et al., 2022). 

 

𝐿𝐿𝑃𝑡 = 𝑎 + 𝑏1𝑁𝐿𝑃𝑡−1 + 𝑏2∆𝑁𝐿𝑃𝑡 + 𝑏3∆𝑇𝐿𝑡 + 𝑒 (1) 

𝐷𝐿𝐿𝑃 = 𝐿𝐿𝑃 − 𝑒 (2) 

 

The LLPt is the loan loss provision that is calculated by allowance for credit impairment losses 

divided by total loans in period t. The NLPt-1 is a non-performing loan that is calculated by loans 

that fall into the categories of bad, doubtful, and substandard, divided by the total loans period of 

t-1. The ∆NLPt is a change of non-performing loans that is calculated by loans that fall into the 

categories of bad, doubtful, and substandard period of t minus loans that fall into the categories of 

bad, doubtful, and substandard period of t-1 divided by total loans period of t. The ∆TLt is the 

change of total loans that is calculated by total loans period of t minus total loans period of t-1 

divided by total loans period of t. Notation of e is a residual regression in equation q. The DLLP is 

the discretionary loan loss provisions. Since higher DLLP reflects lower public trust in the banks, 

this research does a reverse measurement by multiplying DLLP by -1. Data resource in equations 

1-2 comes from financial reports through companies’ webpages or www.idx.co.id. 

The discretionary loan loss provision is used as a financial integrity measurement since the loan 

loss provision is one of the most important accounting elements that uses judgment in the banking 

industry. Since banks heavily rely on credit intermediation, loan loss provision represents how well 

banks can evaluate the credit risk. A higher discretionary loan loss provision indicates that banks 

with a higher probability cover up the credit risk. Based on signaling theory, loan loss provision 

integrity gives a signal to the MSMEs market through the financial statement that is publicly 

available. Although MSMEs do not directly calculate the discretionary loan loss provision, the 

signal can still be observed by banks’ revenue stability, asset quality, and non-performing loans. 

The signals help MSMEs to evaluate whether banks are transparent, reliable, and prudent as 

financing partners. 

Bank reputation refers to the public evaluation of a bank's performance (Carè et al., 2024). Bank 

reputation is measured by the corporate image index (Respati et al., 2024). The corporate image 

index is a survey held by Marketing Magazine in Indonesia that assesses corporate image in front 

of the public. A higher corporate image index shows that banks have a higher reputation. The data 

source of bank reputation comes from www.marketing.co.id.  

Bank sustainability mechanisms can be seen from the sustainability disclosure index. 

Sustainability disclosure index follows the disclosure in the sustainability report based on 

Indonesian Financial Service Authority Circular Letter (SEOJK) No. 16/SEOJK.04/2021. The 

disclosure items in Indonesian Financial Service Authority Circular Letter (SEOJK) No. 

16/SEOJK.04/2021 consists of 52 items of sustainability strategy, sustainability governance, 

economic performance, environmental performance, social performance, and sustainable 

responsibility. The sustainability disclosure index is calculated as in equation 3. The data resource 

of the sustainability disclosure comes from sustainability reports through companies’ webpages or 

www.idx.co.id. 

 

𝑆𝑢𝑠𝑡𝑎𝑖𝑛𝑎𝑏𝑖𝑙𝑖𝑡𝑦 𝐷𝑖𝑠𝑐𝑙𝑜𝑠𝑢𝑟𝑒 𝐼𝑛𝑑𝑒𝑥 =
𝑁𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝐷𝑖𝑠𝑐𝑙𝑜𝑠𝑒𝑑 𝐼𝑡𝑒𝑚𝑠

52
 (3) 

 

This research uses bank size and return on assets (ROA) as control variables to reduce potential 
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bias in explaining sustainable MSMEs financing. Control variables are important to ensure that the 

relationship between the independent variables and the dependent variable is not affected by other 

bank characteristics. Bank size reflects operational capacity and scale in promoting loans. A bigger 

size shows that banks have more resources, stronger capital, wider networking, and better risk 

management, which leads to more loan distribution (Kharabsheh, 2026). Banks with higher ROA 

show that banks have a better ability to use assets to generate profits, which shows internal source 

availability for customers to have access to loan financing (Kharabsheh, 2026). Bank size is 

measured by the natural logarithm of total assets, while ROA is measured by the ratio of net income 

to total assets (Kharabsheh, 2026).  

 

Data analysis 

Data analysis uses fixed-effect regression. Fixed-effect aims to control for the fact that each bank 

has different characteristics and a sustainability profile. Regression analysis is followed by the 

classical assumption. This research also uses the Chow test and the Hausman test to determine 

whether fixed-effect regression is the best model. The regression model can be seen in equation 4.  

 

𝐿𝑂𝐴𝑁 = 𝑎 + 𝑏1𝐼𝑁𝑇𝐸𝐺𝑅𝐼𝑇𝑌 + 𝑏2𝑅𝐸𝑃𝑈𝑇𝐴𝑇𝐼𝑂𝑁 + 𝑏3𝑆𝑈𝑆𝑇𝐴𝐼𝑁𝐴𝐵𝐼𝐿𝐼𝑇𝑌 + 𝑏4𝑆𝐼𝑍𝐸 + 𝑏5𝑅𝑂𝐴 + ∑ 𝑏𝑎𝑛𝑘 + 𝑒 (4) 

 

LOAN is a sustainable MSME loan financing. INTEGRITY is financial integrity. REPUTATION 

is the bank’s reputation. SUSTAINABILITY is a bank sustainability mechanism. SIZE is the bank 

size. ROA is return on assets. Notation of ∑bank is fixed-effect. Hypotheses are accepted if the 

coefficient values of b1-b3 are positive and significant. 

 

RESULTS  

Descriptive Statistics 

 

Table 2. Descriptive Statistics 

Variable Minimum Maximum Average Standard Deviation 

LOAN 0.051 0.623 0.284 0.121 

INTEGRITY -0.352 0.488 0.012 0.152 

REPUTATION 0.100 3.617 0.489 0.721 

SUSTAINABILITY 0.231 0.904 0.654 0.168 

SIZE 27.115 34.842 31.426 1.842 

ROA -0.084 0.153 0.021 0.034 

LOAN = sustainable MSME loan financing, INTEGRITY = financial integrity, REPUTATION 

= bank’s reputation, SUSTAINABILITY = bank sustainability mechanism, SIZE = bank size, 

ROA = return on assets 

Source: statistical output 

 

Table 2 shows that sustainable MSME loan financing (LOAN) has a range of 0.051 to 0.623, 

where the average value is 0.284 with a deviation of 0.121. Financial integrity (INTEGRITY) has 

a range of -0.352 to -0.488, where the average value is 0.012 with a deviation of 0.152. Bank 

reputation (REPUTATION) has a range of 0.100 to 3.617, where the average value is 0.489 with a 

deviation of 0.721. Bank sustainability mechanism (SUSTAINABILITY) has a range of 0.231 to 

0.904, where the average value is 0.654 with a deviation of 0.168. Bank size (SIZE) has a range of 

27.115 to 34.842, where the average value is 31.426 with a deviation of 1.842. Return on assets 

(ROA) has a range of -0.084 to 0.153, where the average value is 0.021 with a deviation of 0.034. 

 

Model Selection 

 

Table 3. Model Selection Test 

Test Model Comparison Statistic Prob. Decision 

Chow Test Common-Effect vs 4.218 0.000 Fixed Effect 
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Fixed-Effect Model 

Hausman 

Test 

Random-Effect vs 

Fixed-Effect 

18.635 0.002 Fixed Effect 

Model 

Source: statistical output 

 

The Chow test aims to compare the common-effect model and the fixed-effect model. The 

Hausman test aims to compare the random-effect model and the fixed-effect model. Based on Table 

3, the Chow test has a probability value of 0.000 (below 0.05), which indicates that the fixed-effect 

model is better than the common-effect model. The Hausman test has a probability value of 0.002 

(below 0.05), which indicates that the fixed-effect model is better than the random-effect model. In 

conclusion, fixed-effect regression is used in this research as the main analysis. Conceptually, 

fixed-effect aims to control for the fact that each bank has different characteristics and a 

sustainability profile 

 

Classical Assumption 

 

Table 4. Classical Assumption 

Test Indicators Result Criteria Notes 

Normality Jarque-Bera 

Prob. 

0.087 above 0.05 Data are distributed 

normally 

Multicollinearity VIF below 10 below 10 There is no 

multicollinearity 

Heteroscedasticity Breusch-Pagan 

Prob. 

0.214 Above 0.05 There is no 

heteroscedasticity 

Autocorrelation Durbin-Watson 1.982 1.5 – 2.5 There is no autocorrelation 

Source: statistical output 

 

Table 4 shows the classical assumption test. Normality test uses Jarque-Bera, where the 

probability value is 0.087, which is above 0.05. It indicates that the data are distributed normally. 

The multicollinearity test shows that the Variance Inflation Factor (VIF) for all independent 

variables is below 10, which indicates that there is no multicollinearity problem. The 

heteroscedasticity test uses Breusch-Pagan, where the probability value is 0.214, which is above 

0.05. It indicates that there is no heteroscedasticity problem. Autocorrelation test uses Durbin-

Watson, where the value is 1.982, which is between 1.5 and 2.5. It indicates that there is no 

autocorrelation problem. 

 

Regression Analysis 

 

Table 5. Regression Analysis 

Variable Coefficient t-Statistic Prob. 

Constant 0.092   
INTEGRITY 0.178 2.781* 0.006 

REPUTATION 0.205 2.148** 0.033 

SUSTAINABILITY 0.292 3.947* 0.000 

SIZE 0.061 2.012** 0.046 

ROA 0.147 2.421** 0.017 

Adjusted R-squared 0.389 

F-statistic 37.148* 

*Significant at 0.01, **Significant at 0.05, LOAN = sustainable MSME loan financing, 

INTEGRITY = financial integrity, REPUTATION = bank’s reputation, SUSTAINABILITY 

= bank sustainability mechanism, SIZE = bank size, ROA = return on assets 

Source: statistical output 
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Table 5 shows that financial integrity (INTEGRITY) has a coefficient of 0.178 and a t-statistic 

of 2.781 (significant at 0.01) with a probability value of 0.006. It indicates that H1 is accepted, 

where trust in banks has a positive effect on sustainable MSMEs’ financing. Bank reputation 

(REPUTATION) has a coefficient of 0.205 and a t-statistic of 2.148 (significant at 0.05) with a 

probability value of 0.033. Higher bank reputation leads to bigger loan financing for MSMEs. It 

indicates that H2 is accepted, where banks’ reputation has a positive effect on sustainable MSMEs’ 

financing. Bank sustainability mechanism (SUSTAINABILITY) has a coefficient of 0.292 and a t-

statistic of 3.947 (significant at 0.01) with a probability value of 0.000. A better bank sustainability 

mechanism leads to bigger loan financing for MSMEs. It indicates that H3 is accepted, where 

banks’ sustainability mechanisms have a positive effect on MSMEs' sustainable financing. 

 

Robustness Test: Two-Stage Least Squares  

This research performs robustness by using two-stage least squares (2SLS) to mitigate the 

potential of endogeneity. Endogeneity occurs when there is a possibility that sustainable MSME 

financing can increase bank reputation since loans for MSMEs improve economic growth in the 

informal sector (Dinutistomo & Lubis, 2021). On one hand, banks with a stronger reputation attract 

MSMEs. On the other hand, banks that distribute more sustainable MSME financing can receive 

more public image since it relates to financial inclusion, economic growth, and social contribution. 

This reciprocal relationship may create reverse causality and lead to biased regression estimates. In 

this case, the 2SLS method is used to ensure that the effect of reputation is still consistent after 

controlling for potential simultaneity bias. 

In this research, bank reputation is treated as a variable that is potentially endogenous since 

higher loan distribution can increase reputation and credibility in front of the public (Dinutistomo 

& Lubis, 2021). This research uses lagged bank reputation as an instrumental variable. Lagged 

bank reputation is considered to capture the idea that previous reputation affects current reputation. 

Although lagged bank reputation does not directly affect sustainable MSME financing, lagged bank 

reputation affects sustainable MSME financing through current reputation. 

First, the relevance assumption requires that the instrument must be correlated with the 

endogenous variable. Theoretically, bank reputation is cumulative and persistent since it is created 

by repeated public evaluation of service quality, financial stability, and institutional credibility over 

time. In this case, lagged reputation is expected to correlate significantly with current reputation. 

Methodologically, the relevance assumption is examined in the first stage of regression to 

investigate whether lagged regulation significantly predicts current reputation. 

Second, the exogeneity assumption requires that the instrument cannot affect the dependent 

variable directly, except through the endogenous variable. Lagged reputation is considered an 

exogenous variable since previous reputation does not directly determine current sustainable 

MSME financing. Lagged reputation is expected to determine sustainable MSME financing 

through current reputation. This argument is also supported by the temporal order of the instrument, 

where lagged reputation is measured before the current financing outcome. In this case, lagged 

reputation is expected to reduce simultaneity bias between current reputation and sustainable 

MSME financing.  

In the first stage, bank reputation is regressed on an instrumental variable (lagged bank 

reputation) and control variables (bank size and ROA). The regression model for the first stage can 

be seen in equation 5. In the second stage, the predictive value of bank reputation in the first-stage 

regression is used in the main regression model to explain sustainable MSME financing. The 

regression model for the second stage can be seen in equation 6. Regression of 2SLS can be seen 

in Table 6. 

  

𝑅𝐸𝑃𝑈𝑇𝐴𝑇𝐼𝑂𝑁 = 𝑎 + 𝑏1𝑅𝐸𝑃𝑈𝑇𝐴𝑇𝐼𝑂𝑁𝑙𝑎𝑔𝑔𝑒𝑑 + 𝑏2𝑆𝐼𝑍𝐸 + 𝑏3𝑅𝑂𝐴 + 𝑒 (5) 

𝐿𝑂𝐴𝑁 = 𝑎 + 𝑏1𝐼𝑁𝑇𝐸𝐺𝑅𝐼𝑇𝑌 + 𝑏2𝑅𝐸𝑃𝑈𝑇𝐴𝑇𝐼𝑂𝑁𝑝𝑟𝑒𝑑𝑖𝑐𝑡𝑖𝑣𝑒 + 𝑏3𝑆𝑈𝑆𝑇𝐴𝐼𝑁𝐴𝐵𝐼𝐿𝐼𝑇𝑌 + 𝑏4𝑆𝐼𝑍𝐸 + 𝑏5𝑅𝑂𝐴 + 𝑒 (6) 
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Table 6. Two-Stage Least Squares 

Variable First Stage Coef. t-Statistic Second Stage Coef. t-Statistic 

Constant 0.176  0.081  
REPUTATION lagged 0.629 8.493*   
INTEGRITY   0.170 2.703* 

REPUTATION predictive   0.193 2.196** 

SUSTAINABILITY   0.276 3.521* 

SIZE 0.058 2.052** 0.060 2.074** 

ROA 0.118 2.374** 0.142 2.641* 

Dependent Variable REPUTATION LOAN 

Adjusted R-squared 0.393 0.397 

F-statistic 41.652* 37.804* 

*Significant at 0.01, **Significant at 0.05, LOAN = sustainable MSME loan financing, 

INTEGRITY = financial integrity, REPUTATION = bank’s reputation, SUSTAINABILITY = 

bank sustainability mechanism, SIZE = bank size, ROA = return on assets 

Source: statistical output 

 

In the first stage regression, Table 6 shows that lagged bank reputation (REPUTATIONlagged) has 

a coefficient value of 0.629 with a t-statistic of 8.493 (significant at 0.01), which indicates that 

lagged bank reputation has a positive effect on current bank reputation. It indicates that the 

relevance assumption is supported. Theoretically, this finding is consistent with the idea that 

reputation is cumulative and persistent, where lagged reputation becomes an important predictor of 

current reputation. The exogeneity is justified theoretically through the temporal structure of the 

instrument. Lagged reputation occurs before current sustainable MSME financing, where there is a 

lower possibility that lagged reputation can directly affect sustainable MSME financing.  After 

controlling for current reputation, financial integrity, sustainability mechanisms, bank size, and 

ROA, the direct effect of lagged reputation on current sustainable MSME financing is expected to 

be limited. In this case, lagged reputation is considered to affect sustainable MSME financing 

mainly through current reputation. 

In the second stage regression, financial integrity (INTEGRITY), bank reputation 

(REPUTATIONpredictive), and the sustainability mechanism have a positive effect on sustainable 

MSME loan financing. The result shows that the main result is robust after controlling for the 

potential of an endogeneity problem. In this case, the 2SLS result confirms that the main findings 

are robust and are not driven only by simultaneity bias between bank reputation and sustainable 

MSME financing. 

 

DISCUSSION 

Analysis data shows that financial integrity, bank reputation, and sustainability mechanisms 

affect sustainability MSME financing. It shows that trust, transparency, and commitment to 

sustainability have important roles in encouraging sustainable financing distribution for MSMEs. 

The positive effect of financial integrity shows that MSMEs consider banks’ transparency, 

credibility, and reliability before accessing loan financing. Financial integrity represents the trusted 

relationship between banks and MSMEs. Financial integrity also indicates that banks can reduce 

uncertainty and information asymmetry in financing relationships. In this case, financial integrity 

leads MSMEs to have confidence in a financial institution. The findings correlate with signaling 

theory, where transparent and credible financial information gives a positive signal to reduce the 

uncertainty perceived by the debtor. This research is consistent with previous studies that find 

transparency, credibility, and trust reinforce long-term relationships between creditor and debtor 

and determine financial decision-making (Gama & Pedroso, 2025; Utami & Setiawan, 2023).  

Bank reputation also has a positive effect on sustainable MSME financing. Reputation shows the 

public’s legitimation of banks’ credibility, professionalism, service quality, and financial stability. 

This finding relates to signaling theory, where reputation gives a signal of institution quality that 

can reduce information asymmetry between banks and MSMEs. Reputable banks tend to be 
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perceived as stable institutions and can maintain long-term financing relationships. It indicates that 

MSMEs consider credibility and public image before accessing loan financing. This research is 

consistent with previous studies that find financial institution reputation determines the financing 

decision since reputation ensures credibility and professionalism (Becchetti & Manfredonia, 2022; 

Cardoso & Cardoso, 2024).  

Sustainability mechanisms also have a positive effect on sustainable MSME financing. This 

research is consistent with previous studies that find the implementation of sustainability principles 

supports sustainable financing practices, including MSMEs (Appiah-Kubi et al., 2024; Hossain et 

al., 2023). Sustainability disclosure index becomes the dominant determinant of sustainable MSME 

financing in this research. This result shows that sustainability disclosure is not only reported as a 

regulatory obligation but also plays an important signal of a strategic mechanism that represents a 

bank’s readiness to implement sustainable financing. Compared to financial integrity and bank 

reputation, sustainability disclosure gives wider information on sustainability strategy, governance, 

economic performance, environmental responsibility, social performance, and product 

responsibility. In this case, banks with more sustainability disclosure are perceived to have stronger 

institutional capacity and long-term commitment to support sustainable MSME financing. 

The dominance of sustainability mechanisms to explain sustainable MSME financing gives 

implications to regulators since sustainability mechanisms are measured by disclosure items that 

are based on Indonesian Financial Service Authority Circular Letter (SEOJK) No. 

16/SEOJK.04/2021. This finding implies that sustainability disclosure relates to banks’ capacity to 

distribute sustainable financing to MSMEs. In this case, the implementation of Indonesian Financial 

Service Authority Circular Letter (SEOJK) No. 16/SEOJK.04/2021 should not just be seen as 

reporting compliance but also as an instrument that reinforces banking sustainability. For 

regulators, especially the Indonesian Financial Service Authority, a comprehensive sustainability 

disclosure can be used to evaluate sustainability principles in banks’ governance, risk management, 

and financing distribution. 

In the context of MSME financing, this finding implies that sustainable finance regulation needs 

to be more directly connected with inclusive financing policy. MSMEs are central to Indonesia’s 

economic structure, but their access to sustainable financing remains highly dependent on banking 

institutions. Therefore, green banking regulation should not only focus on large-scale green projects 

but also encourage banks to develop sustainable financing schemes for MSMEs. This can be done 

by strengthening disclosure requirements related to MSME-based sustainable financing, green 

credit allocation, social financing, capacity-building programs, and monitoring of sustainability-

oriented loan distribution. 

 

CONCLUSION 

In conclusion, this research finds that financial integrity, bank reputation, and sustainability 

mechanisms have positive effects on sustainable MSME financing. Sustainability mechanisms have 

the strongest effect, indicating that comprehensive disclosure based on SEOJK No. 

16/SEOJK.04/2021 is a key governance signal for banks in supporting sustainable MSME 

financing. Theoretically, this research implies signaling theory by extending the signaling process 

in the context of sustainable MSME financing by integrating financial integrity, bank reputation, 

and sustainability mechanisms. Practically, this research implies that banks should improve 

financial reporting integrity and transparency, maintain their reputation, and improve sustainability 

governance.  

Strategically, bank management should use the sustainability governance ecosystem as an 

instrument to expand MSME financial inclusion by integrating sustainability principles into credit 

policy, risk assessment, product innovation, and customer assistance. Banks should translate 

sustainability disclosure into concrete financing programs, such as sustainability-based credit 

scoring, green and inclusive loan products, and capacity-building support for MSMEs transitioning 

toward sustainable business practices. For regulators such as the Indonesian Financial Services 

Authority, the findings imply that sustainability governance should be strengthened not only as a 

reporting requirement, but also as a policy tool to evaluate banks’ real contribution to sustainable 

and inclusive finance. Therefore, OJK can encourage banks to link disclosure under SEOJK No. 
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16/SEOJK.04/2021 with measurable sustainable MSME financing outcomes, including financing 

allocation, sectoral distribution, green credit schemes, and social or environmental impact.  

This study is limited to listed banks and uses publicly disclosed sustainability information. Future 

research may include non-listed banks, cross-country emerging market comparisons, and additional 

factors such as digital banking, green credit policy, financial inclusion, and MSME sustainability 

readiness. 
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