CHAPTER 1
INTRODUCTION

A. Introduction

After the Covid-19 pandemic, Indonesia's economy has gradually recovered
from its negative impact.! Based on the Indonesia Stock Exchange report in 2021,
the JCI (Composite Stock Price Index) closed at 6,581.5, recording an increase of
10.1% year-over-year/yoy. The total stock market capitalization at the end of 2021
reached IDR 8,255.62 trillion, a significant increase of 18.4% compared to the
previous year.? The report shows that the Indonesian stock market experienced a
significant improvement after a decline during the Covid-19 period in 2020.% This
economic recovery sets a positive backdrop for the potential growth of the Sharia
capital market in Indonesia, which is further bolstered by the nation's large Muslim

population and the presence of the Indonesia Sharia Stock Index (ISSI).*

Indonesia, with the second largest Muslim population in the world,® has a
huge and growing potential for the Sharia capital market.® The Islamic capital
market has five stock indices listed on the Indonesia Stock Exchange (IDX),
including the ISSI, which includes all Sharia stocks on the IDX.” The Indonesian
Sharia Stock Index (ISSI) plays an important role in the growth of the Islamic
capital market in Indonesia.® Stocks listed on ISSI are selected based on the Sharia

Securities Register (DES) issued by the OJK, and its constituents are reviewed
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twice a year (May and November).® In 2023 there are 556 constituents registered

with ISSI.10

Tabel 1. Contribution Mining Companies to Indonesian Economy

Aspect Year Value
Contribution to non-tax 2023 Rp 173 trillion (58% of total PNBP
state revenue (PNBP) revenue)
g%”;”b“t'on to national | 5053 | 10,5296 (Rp 2,198,018 billlion)
Foreign invesment 2023 | 4,7 billion US dollars
Overall Impact 2023 Significant contribution to the
economy

Source: Indonesian Mining Industry Statistics 2024

The table above shows the significant contribution of the mineral and coal
mining sector to Indonesia's economy in 2023. This sector contributed Rp 173
trillion to non-tax state revenue (PNBP), which accounts for 58% of the total PNBP
revenue at the Ministry of Energy and Mineral Resources (ESDM).* According to
data from the Central Statistics Agency (BPS), this sector also contributed 10.52%
to the national Gross Domestic Product (GDP), amounting to Rp 2,198,018
billion.!? Additionally, the sector attracted foreign investment worth 4.7 billion US
dollars in 2023." These data indicate that mining companies have a significant

impact on the Indonesian economy.**

% "Indonesian Sharia Stock Index."
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Behind the contribution of mining companies to the Indonesian economy,
mining companies also damage environmental sustainability.’® According to data
from the World Resource Institute in 2023, Indonesia's annual CO2 emissions rank
11th in the world with 648 tons of CO».° and the largest in Southeast Asia.'” Mining
activities also play a role in climate change through the use of energy in their
production activities.'® Based on this, various mining companies have made efforts
to reduce the carbon emissions produced by replacing the use of fossil energy with
environmentally friendly renewable energy.'® This is done as an effort to deal with

climate change risks and changing investor perspectives.?

Islam, as a comprehensive way of life, emphasizes the importance of
environmental stewardship and sustainability. In Islam, humans are regarded as
khalifah of the earth, entrusted with the responsibility to protect and preserve the
environment.? The concept of balance in islam perspective on nature is crucial, and
disrupting this balance by damaging the environment is considered unjust Mining
companies, therefore, have an ethical obligation to ensure their activities do not
harm the environment and strive to reduce their carbon footprint as a manifestation
of their responsibility.?? Furthermore, the principle of justice in Islam requires that

businesses operate fairly towards all stakeholders, including the environment and
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community.?? This means that mining companies should ensure that their operations
do not disproportionately harm the environment or local communities, aligning

their business practices with ethical and fair treatment.?*

Climate change also poses a risk to the Company. Corporate climate risk
refers to a company's vulnerability to climate change, which can result in a decline
in financial performance.?® To avoid these risks, the Company needs to know about
climate risks. Climate risk disclosure is the process by which companies or
organizations disclose information about the risks that climate change may pose to
their operations.?® Climate risk disclosure helps companies proactively assess and

manage these risks, thereby aiding in strategic planning and adaptation efforts.?’

The implementation of climate risk disclosure demonstrates the Company's
commitment to sustainability and risk mitigation.?® This is following the idea of
SDGs (Sustainable Development Goals) 13, which is climate action that focuses on
all activities in the fight against climate change.?® This aligns with the Islamic
principle of transparency, where honesty and openness in disclosing information
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are paramount.”® Climate risk disclosure can also improve the Company's

performance. The results of the Megeid Research show that compared to companies

23 Cory Vidiati, Alisa Qotrunada, and Ari Arizki, “Investasi Syariah Dan Pasar Modal:
Kinerja Saham Syariah Di Tengah Ketidakpastian Ekonomi Global,” INTELEKTIVA 6, no. 3
(2024), p. 88—-100.

24 Muchammad Choir Rivo and Ririn Tri Ratnasari, “Faktor Yang Mempengaruhi
Perilaku Investor Muslim Dalam Keputusan Berinvestasi Saham Syariah,” Jurnal Ekonomi
Syariah Teori dan Terapan 7, no. 11 (2020): p 22-29.

25 1. Wayan Budiasa, "Green Financing to Support Sustainable Agriculture in Indonesia,"
in IOP Conference Series: Earth and Environmental Sciences, vol. 518 (I0P Publishing Ltd, 2020)
p. 12-16.

26 Adam Arian and John Stephen Sands, "Corporate Climate Risk Disclosure: Assessing
Materiality and Stakeholder Expectations for Sustainable Value Creation," Journal of Accounting,
Management and Sustainability Policy 15, No. 2 (2024): p. 457-481.

27 Ibid.

28 Roberto Vestrelli, Andrea Fronzetti Colladon, and Anna Laura Pisello, "When Attention
to Climate Change Matters: The Impact of Climate Risk Disclosure on the Market Value of
Firms," Energy Policy 185, no. 33 (2024): p. 11-28, https://doi.org/10.1016/j.enpol.2023.113938.

29 17 GOALS, United Nations, <https://sdgs.un.org/goals> viewed on 20 Desember 2024.

30 Arifa Kurniawan et al., “Faktor Penentu Minat Menggunakan Financial Technology
Syariah Pasca Covid-19,” BISNIS: Jurnal bisnis dan manajemen islam 11, no. 1 (2023): p. 1-28.



with low climate risk disclosure scores, ROA (Return on Assets) will be higher in

companies with higher climate risk disclosure scores.

Environmental sustainability issues can also affect stock prices. The
Company's management system that serves all stakeholders is now an important
consideration for investors in decision-making.*> The Company's approach to
environmental sustainability in the selection of business strategies and objectives
tends to strengthen the Company's commitment to stakeholders. A sustainable
environment is also an important consideration for investors in making investment
decisions.® According to Stakeholder Theory, companies have a responsibility to
various stakeholders, including investors, employees, customers, and the broader
community, to disclose information regarding climate risks and environmental
performance. This enhances trust and ensures that the company's activities align

with the interests of all stakeholders.3*

In Indonesia, to support environmental sustainability, the Ministry of
Environment and Forestry has made regulations related to environmental

performance assessment.®®

Since the issuance of the Regulation of the Minister of
Environment and Forestry No. 1 of 2021, the assessment of corporate
environmental performance in Indonesia is based on the Corporate Performance
Assessment Program in Environmental Management (PROPER). This regulation
replaces the Minister of Environment and Forestry Regulation No. 03 of 2014 and

strengthens efforts to encourage companies to contribute to environmental
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conservation.®® This research used PROPER as indicator to measurement
environmental performance. PROPER is a comprehensive program implemented
by the Ministry of Environment and Forestry in Indonesia to assess and rate the
environmental performance of companies.®’ It provides a standardized and
objective measure of how well companies are managing their environmental
impact, making it a reliable and widely recognized proxy for environmental

performance.®

Islamic values also emphasize the importance of sustainability. Islam
encourages the responsible and sustainable use of natural resources to ensure that
future generations can benefit from them.®® Mining companies should adopt
practices that minimize environmental damage and promote the use of renewable
resources, reflecting the value of sustainability in their operations.*’ Legitimacy
Theory posits that companies seek to operate within the bounds and norms of their
respective societies to gain legitimacy. By disclosing climate risks and
demonstrating strong environmental performance, mining companies can enhance

their legitimacy and maintain their social license to operate.*

Not only based on the environment, financial performance is the main factor
that affects investor decision-making.*? Financial performance is a picture or
reflection of the company's operational condition from the financial aspect, whether

it is growing or declining.*® Financial performance can be measured by analyzing
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financial data contained in financial statements.* Signaling Theory suggests that
companies use disclosures to signal their quality and performance to investors.*®
Strong financial performance can signal to investors that the company is well-
managed and forward-thinking, potentially leading to positive impacts on stock

prices.*

To measurement Financial performance, this research use ROA (Return on
Asset) as indicator. ROA is a widely used financial ratio that measures a company's
profitability relative to its total assets.*’ The results of the Onoyi Research, show
that financial performance measurement by ROA (Return on Asset) can
significantly affect stock prices because it affects investor decisions.*® The result
show ROA is a reliable and commonly accepted indicator of financial performance
because it provides insight into the operational efficiency and profitability of a
company.*®

Previous research has found a relationship between climate risk disclosure
and transparency of financial statements and corporate financial performance.>
However, environmental performance has a weak influence on stock prices,* while
financial performance has a significant influence on stock prices.%? This is also
supported by other findings that state that these two variables have a positive effect

on stock prices. Meanwhile, previous findings stated that climate risk disclosure
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variables have a positive effect on the significance of predicting the Company's

performance and the Company's value.>

The Islamic value of steadfastness emphasizes the importance of
consistency and perseverance in upholding ethical and responsible practices.
Mining companies should consistently adhere to high standards of environmental
and financial performance, demonstrating steadfastness in their commitment to

sustainability and ethical business practices.>

Research on climate risk disclosure and its impact on stock prices in
Indonesia is still minimal. Most of the existing research has not been examined
directly. Climate risk disclosure assessments use the Task Force on Climate-related
Financial Disclosures (TCFD) framework, which is also rarely used in research in
Indonesia. In addition, there is a lack of research examining the effects of climate
risk disclosure, environmental performance, and financial performance together on
the Stock Price of mining companies. This indicates that there is a significant

research gap.

By selecting the subject of mining companies and the latest time frame
(2021-2023), this study aims to capture new trends and dynamics in the mining
industry that may not have been identified in previous studies. Therefore, this study
aims to determine the effect of climate risk disclosure, environmental performance,
and financial performance on the stock price of mining companies listed on ISSI

(Indonesian Sharia Stock Index) post-Covid-19 (2021-2023).

B. Problem Formulation
Based on the above background, the researcher formulates the problems that
will be discussed in this study, namely:
1. Does climate risk disclosure have a positive effect on the Stock Prices of

mining companies listed on ISSI (Indonesia's Sharia stock index)?
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2. Does environmental performance have a positive influence on the stock
price of mining companies listed on ISSI (Indonesian Sharia Stock Index)?
3. Does financial performance have a positive influence on the Stock Price of

mining companies listed on ISSI (Indonesian Sharia Stock Index)?

C. Research Objectives
The objectives that the researcher wants to achieve from this study are:
1. To analyze the effect of climate risk disclosure on the Stock Price of mining
companies listed in the Indonesian Sharia stock index.
2. To analyze the influence of environmental performance on stock prices in
mining companies listed in the Indonesian Sharia Stock Index.
3. To analyze the influence of financial performance on stock prices in mining

companies listed in the Indonesian sharia stock index.

D. Research Benefits

1. Theoretical Benefits

The results of this study are expected to contribute to the academic
literature by providing empirical evidence on the relationship between
climate risk disclosure, environmental performance, financial performance,
and stock prices. This research could serve as a basis for future studies in
financial management, offering new perspectives and insights that could
improve the understanding of how environmental factors affect financial
metrics. In addition, it can aid in the development of more comprehensive

theoretical frameworks and models in the field of sustainable finance.

2. Practical Benefits
a. Company
The results of this study are expected to be one of the Company's
evaluation materials and sources of information in implementing and
improving the quality of climate risk disclosure, environmental
performance, and financial performance, which will have a positive

impact on the Stock Price of mining companies in the future.
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b. Regulator

The results of this study are expected to be one of the regulators'
evaluation materials and sources of information in the implementation
and improvement of the quality of climate risk disclosure,
environmental performance, and financial performance to have a
positive impact on their oversight and regulatory frameworks for
mining companies in the future. This can lead to more effective and
informed policies, ultimately promoting sustainability and protecting

investors.



