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Abstract:

There are two types of investors, the first is the type of investor who focuses on return on
investment and the second type is the investor who pays attention to Environmental, Social,
and Governance (ESG) values in investing. This requires management to make adjustments
to create a competitive advantage. One of the frameworks used to measure the competitive
advantage of a company is the Porter framework. However, Porter's framework needs to be
supplemented with ESG values to capture the value creation process in today's business
environment. This research is applied research by applying the existing framework in the
field. In this case, the framework used consists of two, namely the Porter framework and
the LST integration framework. The ESG framework is implemented at the industrial level
using industrial divisions based on industrial divisions in the Indonesia Stock Exchange.
This study focused on the raw material production sector, namely agriculture, and mining.
This study showed that ESG factors affected the competitive advantage of companies and
industries. If a company in an industry ignores the value of ESG, the company will
experience a decrease in competitiveness. Meanwhile, if the industry does not pay attention
to the ESG factor, the industry will experience a decline compared to other industries that
pay attention to the ESG factor.

Keywords: Environmental Social Governance, Green Investment, Porter Five Forces,

Valuation

A. INTRODUCTION

Investment is considered as a present sacrifice to obtain a future outcome
(Tandelilin, 2001). This point of view combines the two basic elements of investing,
namely risk and return. These elements show how much risk an investor is willing or
able to take to get the appropriate rate of return. Focusing on reciprocal pursuit poses
several problems, such as a pursuit of profit without regard to the sustainability of the
company, the environment, and the social factors in which the company operates.
Therefore, the investment can not only rely on one criterion but also need to have some
additional criteria, to ensure that the return on investment (ROI) will be an investment
that is good for the company today and also in the future, both for the company and the
environment, where the company operates.

Investors invest in a company so that the company can run its business. But the
company does not run its business in a vacuum but in an influential social, cultural, and
natural environment. These things make the company need to manage so that these
factors can support the sustainability of the company. Schramade (2016) adds
Environmental Social and Governance (ESG) risk factors in a company's valuation.
ESG risk comes from the company's physical environment, the social environment that
can come from the community around the company, perceptions about the company,
consumers and company employees, and corporate governance. For example, in
Indonesia’s context, which is geographically located in an active mountainous route, in
terms of environmental factors, companies need to be prepared for various possible
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natural disasters. Foreign companies operating in Indonesia will bring a culture and
work procedures from their home country that can be perceived negatively by the local
community. Meanwhile, the risk of governance is when companies, especially foreign
companies with branch office status, have the autonomy to make decisions but, on the
other hand, have weak supervision from the head office.

Every company has value drivers and these value drivers have ESG risk. When
the value driver of a company is related to environmental factors then the disruption of
environmental factors will cause a direct decrease in company value. This risk needs to
be adjusted for the company. Companies that pay attention to these risk factors mean
better-prepared companies. Companies that do not pay attention to this factor are
becoming more vulnerable.

One example of the company value disruption is what happened to the largest
paper manufacturer in Indonesia, namely Asian Pulp and Paper (APP). When APP is
considered to be destroying forests in the process of obtaining raw materials for paper
making, then one of the big buyers of APP, Walt Disney America urged the American
government to ban products from APP from entering the United States. This is a hard
blow for APP and forces other companies to pay attention more to this issue on its
supply chain, especially from the raw material side (Dawson, 2020).

What happened to the APP is an actual and extraordinary event that rarely
happened. However, when the incident occurs, the impact is greater on the company's
value and its sustainability. Such an event like this is common called the Black Swan
phenomenon. The term Black Swan is a term popularized by Nassim Taleb to describe a
phenomenon that has a very small probability of occurring but, when it occurs, will
have a tremendous economic impact (Taleb, 2011). One example of Black Swan is a
pandemic that is likely to occur very rarely. Even the last international pandemic
occurred more than a hundred years ago. Nevertheless, when a pandemic occurs, and
there are closures and restrictions on the movement of people, the economic impact is
tremendous. In the world of finance, one of the steps that can be taken to overcome the
Black Swan phenomenon is by hedging one of the examples is insurance. To be able to
hedge or protect company value, the first thing that company management needs to do
is identify risk factors—related to the company (Briand et al., 2011). In the financial
world, these kinds of phenomena are trying to hedge. .Briand et al (2011) stated that
long-term investment is not only a matter of opportunities that may occur in the future
but also risks that may occur in the future. One of the risks that can cause the Black
Swan phenomenon is the risk of ESG. So companies that do not pay attention to ESG
risk, in the long run, will be prone to risks that can drop their value and interfere with its
sustainability. On the investor side, companies must be adjusted to their valuation with
the potential ESG risk borne by the company (Schramade, 2016). This study examines
how ESG factors affect firm value at the industry level. Thus, it can be known which
industry is more at risk of being affected by ESG factors and how much ESG risk
affects it. The output of this study is a descriptive qualitative analysis of ESG risk in the
Agribusiness and Mining sector. This study tries to connect environmental, social, and
governance factors with company value. The framework used to connect the ESG factor
with firm value is Porter's framework. Porter's framework helps assess a company's
competitive advantage associated with the competitive conditions. So Porter's
framework will bridge the value of ESG with the company's competitive advantage. The
industries chosen in this study were the mining and agricultural industries. The choice
of these two industries is because these two commodities are Indonesia's two leading
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commodities. This research's output is the application of Porter's framework, which
adds environmental, social, and governance factors to the agricultural and mining
industries in Indonesia. It is hoped that the results of this study will find a relationship
between ESG factors and company value, so that company management can manage
ESG factors to maintain company value.

B. LITERATURE REVIEW

In the evaluation of the main thing that gives rise to the value is called the value
driver (Bohnert et al, 2019). Porter was one of the first economists to use economics and
combined it with management science to recognize the value drivers of each company.
Therefore, this value driver identification system was later known as Porter five forces.
The Porter Five Forces diagram is primarily divided into five major sections consisting
of interactions between buyers, sellers, and suppliers of sellers. The bargain of the buyer
is influenced by the availability of alternative products, the existing competition
between the sellers, the seller's ability for new, and the type of buyer. Meanwhile, the
seller's ability to sell or produce is influenced by the supplier of its raw materials.

Threat of
New
Entrants

Rivalry

Among

Exdsting
Competitors

Five
Forces
Model

Figure 1: Porter Five Forces (Porter, 2008)

The variables in the Porter Five Forces can be broken down into various
dimensions. From these dimensions can be seen the strength and interaction of each
variable. From the sum of all these things, it is finally possible to know how the
company creates value and how the company can maintain its position in the market.
With these dimensions, companies that look similar but have different industries if
viewed in more detail then in fact can be very different.
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Table 1. Dimension in each Porter Five Forces Variables
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Rivalry Bargaining The Threat of Bargaining The threat of
Among Power of Substitute Power of New Entrants
Existing Suppliers Products Buyers
Competitors
Number of Number  and Number of Number of Barriers to
competitors size of substitute customers entry
Diversity  of suppliers products Size of each Economies of
competitors The uniqueness available customer order scale
Industry of each Buyer Difference Brand loyalty
concentration suppliers propensity  to between Capital
Industry product substitute competitors requirements
growth Focal company The  relative Price Cumulative
Quality ability to price sensitivity experiences
differences substitute performance of Buyer’s ability Government
Brand loyalty substitute to substitute policies
Barriers to exit Perceived level Buyer’s Access to
Switching cost of product information distribution
differentiation availability channels

Switching cost

Switching cost

Switching cost

Source: Porter ,2008

ESG is a value dimension, but as a value dimension, the ESG factor has a
discrepancy with the financial side of the company. The idea of making the interests of
shareholders the main benchmark for the goals of the company causes the tendency of
companies to pursue financial performance more. Giovanni et al. (2021) stated that the
classic perception of conflict theory between investors and management is still
management’s grip in managing the company. Even though in the modern era, it is not
enough to look into one perspective, but company management needs to look at
multiple perspectives (Freudenreich et al., 2020). These deductions can be seen in
diagram 2. Currently, in making financial decisions the company can no longer ignore
the value dimensions that will influence the financial decisions. Companies do not
operate in a static environment but a dynamic and human-involved environment. When
talking about human beings then some values exist in the human self. This is what is
trying to be captured in the values dimension.

Damodaran (2016) stated that the goal of a company is to create value. .
Freudenreich et al. (2020) stated that the perspective of value creation for investors is
not enough. The ideal is the creation of value for all parties' benefit, or in other words,
not limited to stockholders but stakeholders. Tahu (2019) states that its environmental
responsibility factor has a significant effect on its financial performance. The creation of
value is measured by how many goods or services the company offers are received by
the consumer until the purchase of the goods and services in the currency unit. The
value of the company is the value of the financing of the total value of the cash flow
generated by the company.

Palepu (2013) argues that while having value a company is inseparable from its
environment. This finding is consistent with the findings of Tahu (2019), which found
that concern for the company environment has a significant positive effect on company
performance. Furthermore, to create the sustainability of corporate value, Freudenreich
et al. (2020) stated that companies need to maintain environmental sustainability,
mainly where they operate. The corporate environment starts from the international
environment, the economic environment, and the competitive environment. The
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interaction between the company and this environment determines the potential of the
company. Under the conditions of a free international environment, a stable and stable
macroeconomic environment will create optimal value.

Penman (2016) then links between the risks borne by companies and value
creation. Palepu (2013) states that company value cannot be separated from the
business environment in which the company operates. Subramanyam (2014) defines
a company's business environment as a macroeconomic environment and an industrial
environment. Both of these environments are external environments that affect the value
of the company. Company evaluation is based on how the company creates value in
future years. The creation of this value path-dependent means that each value created
will be the foundation for the subsequent value creation. Therefore the risks present in
each phase of creation will affect the value in the next phase. By managing the risk in
each phase then the company is ensuring that value is being created in each phase.

| Financial Dimension | | Walue Dimension |
Mainstream .
) Walues Investor
Investor Universal
Investor

Integrate Key ESG Eeflects Value

Izsue and Fisk Factor

Integrated ESG Value Score

Fating
\ Portfoli /

Construction

i

Investment with
Financial and Value
Dimension

Figure 2: The intersection between the Financial Dimension and the Values Dimension Holland, 2011

From figure 2, it is seen that there are two types of investors. The first investor is
a general investor who pays attention only to financial factors and the second type of
investor is an investor who has certain values in investing. Although the two appear to
be separate and start from a different starting point, it appears that in the process of
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making investment decisions there are cuts. At the moment these two investors are
ultimately inseparable. This is because although universal investors are only pursuing
reciprocity when a company is affected by the ESG factor, it does not want investors to
be affected as well. In the end, all companies need to pay attention to the ESG factor
because all companies are affected by the ESG factor.

C. RESEARCH METHODS

This research is applicative research by applying the existing framework in the
field. In this case, the framework used consists of two, namely the Porter framework
and the ESG integration framework. The implementation of this framework is done at
the industry level (Yeoman, 2017). By applying this framework, it can be known which
industry is more vulnerable to the impact of ESG factors.

Applicative research is useful for bridging the gap between theory and practice.
The framework that has been created can then be applied and analyzed. Through the
implementation process then it can be known a few things, among others, whether the
framework is appropriate and whether the existing framework performs the function
following the expected.

The implementation of the ESG framework is done at the industry level. Thus the
results of this application will be able to know which industry is riskier and which
industry is more prepared for the ESG factor. Industrial division by using industrial
division based on the industrial division of the Indonesian Stock Exchange.

Based on the classification of industries in the Indonesian Stock Exchange, the
industry in Indonesia is divided into 9 (nine), namely agriculture, mining, basic and
chemical industries, various industries, consumer goods industry, real estate and
building construction, infrastructure, utilities and transportation, finance, trade, services
and investment (Sembiring, 2012).

1 .
Agriculture _ A. producer of raw materials

3 4 5
Basic industries various consumer goods B. Manufacture
and chemical industries industry
6 7
infrastructure, 8 8
property and real A . C. Services
estate utilities, and finance

transportation

Figure 3: Industry Classification in Indonesian Stock Exchange (Sembiring, 2012)

From nine sectors, three parts were grouped, namely raw material producers,
manufacturing, and services. The raw material production sector is the foundation of the
other two sectors. Meanwhile, the services sector is a supporting sector that supports the
manufacturing sector. Based on the relationship of this supply chain, when the raw
material producer sector is exposed to ESG risk, then the entire supply chain will be
affected.

This research focuses on the raw material production sector, namely agriculture,
and mining. This is caused by two sectors that will be directly affected by ESG so that
the risks can be identified directly and not the indirect risks that are more difficult to
identify and measure. By combining the Porter framework with the value drivers of
each Porter Five Forces, this study seeks to find out what are the risks that can affect the
value of a company, especially related to investment decisions based on ESG value.
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Further in Table 2 is explained the operational definition of each of the Porter forces

that led to the creation of the

Firm Value.

Table 2. Operational Definitions of Firm Value

Firm Value Source Definition

Bargaining Li (2019) The strength of the supplier is when the supplier can negotiate a contract
Power of that is more favorable for him.

Suppliers

Rivalry Among  Kilduff Rivalry is a relational relationship between a company and its competitors
Existing (2019) that is formed from the similarity of products that have occurred

Competitors

repeatedly and give the consequences in the form of real bets due to the
competition.

The Threat of Bade et al

Substitute goods are goods that have more or less the same function so that

Substitute (2019) the goods can replace the replaced goods without sacrificing the function
Products of the replaced goods.

Bargaining Omillo The strength of the buyer means the ability of the buyer to bid on the price
Power of (2019) offered by the seller and force the seller to lower the price, improve the
Buyers quality and make terms and agreements that benefit the buyer.

The threat of Porter The threat from new players is when a new player brings a new production

New Entrants (2008) capacity and to gain market share puts pressure on the selling price.

Source: Collected by Author, 2020

D. ANALYSIS AND DISCUSSION

The raw material production sector on the Indonesian Stock Exchange consists of
two main sectors, namely agriculture, and mining. Although these two sectors both
produce raw materials both have different properties.

Devi (2020) examines the effect of companies' risks engaged in the agricultural
industry and firm value. Although agricultural companies are based on agricultural
commodities' life cycle, in business, agricultural companies also have risks that arise
from the business cycle, especially from corporate consumers. Utami (2020) states that
agricultural companies face uncertainty in selling their manufactured goods. The source
of this uncertainty is because agricultural companies face external factors in their
production, namely factors such as weather factors. Weather factors will affect crop
yields, which will affect the number of bids owned by the company. The agricultural
sector is a sector that can be constantly renewed but the level of innovation depends on
how the company manages the environment. Hendayana (2020) sees the agricultural
sector as limited to managing risks faced by the agricultural industry and an opportunity
to increase value through innovation. Harsanto (2020) exemplifies the application of
technology. In this case, information technology, namely the internet of things, can
increase automation in the agricultural sector's machinery management, whose ultimate
goal is to increase production output in the agricultural sector. Meanwhile, the mining
sector cannot be renewed and if mining is done irresponsibly, the losses will be incurred
after the mining company leaves the mining area. Solekhah and Effendi (2020) state the
importance of governance in ensuring the management of limited natural resources.
Maharani (2021) stated that in the process of seeking profits from mining companies,
environmental factors need to be considered which can be called green accounting.
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Table 3. Value Driver and ESG Risks that Affect Firm Value in Agribusiness

Firm Value Value Driver ESG Risks
Bargaining To be efficient the Although the company controls most of the raw materials,
Power of plantation industry there are risks associated with the planting process that as
Suppliers depends on the mastery of the risk of land processing for plantation companies. Such
raw materials. risks include water availability and land clearing in oil
palm. Opening up land by burning is an efficient thing.
While an environmentally friendly way to open land
requires expensive costs and will not provide a short-term
return (Landes, 2008).
Rivalry Among  Companies in the Agricultural companies depend on the land. Increasing
Existing plantation industry vyields per square meter can be done by investing in better
Competitors compete with each other to  technology and seedlings but in the end, the amount of
increase production land managed determines the total yield that can be
capacity. Increased generated by the company. This will create competition

production capacity can be
done by increasing the
land.

between companies in acquiring land. The consequences
of long-term land grabs will incur additional costs that
encourage enterprises to convert land that is not allocated
for agriculture and plantations such as land for forests.
Deforestation will pose an environmental risk (Cubbage,
2007).

The Threat of Agricultural commodities Agricultural commodities are diverse and standardization
Substitute are diverse commodities in is challenging. For example, coffee beans are very diverse
Products which one product can be in quality and taste. Improper management will damage
replaced by another even the taste of the product. The same goes for oil palm ore
though it does not have the whose quality and the quantity depend on the soil and the
same function. planting process. On the other hand, consumers want
quality products that have standards.
Bargaining Buyers of products from Corporate buyers, especially those who buy in large
Power of plantation companies quantities, have high demands. Corporate buyers generally
Buyers consist of two main buy to be recycled so, in the end, corporate buyers will pay
segments, namely retail attention from a retail consumer standpoint. Today, retail
buyers and corporate consumers are increasingly aware of the importance of
buyers. Corporate buyers environmentally friendly products and as a consequence of
have strong bargaining consuming environmentally friendly goods.
power especially because
of their great purchasing
power.
The threat of Agricultural companies  Although building a company in the field of agriculture

New Entrants

require large investments
not only in the acquisition
of land and supply chains
but also in the
development of research
and technology for seed
development. This  will
cause a high barrier to
entry into the plantation
industry.

requires high costs but due to a large number of
commodities in the field of agriculture then consumers can
switch to products that although not the same can provide
a similar function. An example is when consumers feel
coconut oil is not environmentally friendly then consumers
can switch to soybean oil. In taste and quality, these two
products are oils that give a different taste, quality, and
price but not all consumers have complete knowledge of
the product and consider soybean oil as a substitution.

Source: Authors’ findings, 2020

Table 1 shows how ESG risk can affect each value driver variable in the Porter
framework. The greater the ESG factor that affects the value driver, the more value the
driver will be volatile and will affect the competitiveness of the company as a whole.
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Further Table 2 will look at the ESG risks to individual value drivers in the mining

industry.
Table 4. Value Driver and ESG Risks that Affect Firm Value in Mining Industries
Firm Value Value Driver ESG Risks
Bargaining Mining companies and oil The government will ask for requirements to protect the
Power of companies  obtain drilling environment especially after the mining and mining process is
Suppliers rights from the government. abandoned. Because the mining company is an extraction
The wvalue of a mining company, once it is abandoned, there will be no economic
company is how much value left for the local community. If the mining company is
revenue it can extract from the considered by the government not to comply with
belly of the earth. environmental regulations then the government has the right
not to extend the employment contract. This is a big risk for
mining and oil companies whose operations depend on what
can be extracted.
Rivalry Mining companies today are State companies have the support of the state and in this case,
Among big companies that dominate can be a competitor for private companies because the state
Existing the market. In addition to will tend to develop its business entities. One of the
Competitors  privately-owned companies, alternatives that are often taken is to do a joint venture. The
large and numerous challenge in managing a joint venture business is the

competitors are state-owned
companies.

difference in value between the two companies. These value
differences can have significant consequences when
companies operate in developing countries that do not yet
have clear environmental regulations and policies (Esteves,
2008).

The Threat
of Substitute
Products

Mining companies have a
wide variety of products from
one type of commodity. This
product diversification
presents challenges in
competition especially when
there are competitors who
specialize in one type of
product.

Mining companies are prone to new technologies, especially
renewable technologies. Renewable technology can create
demand or at least reduce the need for mining products.
Another thing is the emergence of more economical
technology that allows consumers to choose the product. One
example is solar panels that reduce the need for electricity
because retail consumers can store solar energy to meet their
daily needs. This means that when electricity consumption
then power generation companies will have less demand. The
consequence is that power plants will buy less raw materials
from mining companies (Foo et al, 2018).

Bargaining
Power of
Buyers

Consumers of mining
companies are mostly
corporations. But the price of
this mining commodity is
greatly influenced by the
demand and supply in the
world. When one of the big
manufacturers with a high
number of products floods the
market then the price of
commaodities will fall.

The end consumers of energy companies are retail consumers.
And the sentiments of retail companies will affect the demand
for some form of energy. One of them is the trend of
electricity consumption in Northern Europe will increase the
demand for products with alternative energy. One of them is
the high demand for electric cars in Northern Europe. With the
shift of consumers to electric cars then manufacturers will
start switching to electric cars. This will further reduce the
demand for fuel oil.

The threat
of New
Entrants

Mining companies are well-
established companies and
require large costs to enter.
The high barrier to entry
causes fewer competitors to
enter the industry.

Although the mining industry is an established industry,
technological change can have a disruptive effect. The effect
of this disruption is on new technologies such as fracking in
the oil industry that allow individual entrepreneurs to extract
oil as is the case in the United States. Economically these
individual companies will not be able to compete with the
giant oil companies. However, the large number of small
companies will reduce the potential of land that can be
acquired by large companies. Thus giant oil companies will
gain competence in gaining access to raw materials due to this
competitive effect.
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The two tables above compare how the two industries have driver value. Each has
a risk against ESG factors. The presence of ESG factors will affect each variable. If
each variable in the value driver is weak then the value of the company as a whole is
weak. Companies need to pay attention to the ESG factor and manage it especially for
the sustainability of the company.

E. CONCLUSIONS

Porter's framework is a framework that has been commonly used to assess the
competitive advantage of a company and an industry. By combining Porter's framework
with the values of Environmental, Social, and Governance, this study shows that the
value of ESG will affect the company's value. From the application of Porter's
framework in an industry, the risk factors that affect an industry will be seen.

For example, the agricultural industry, although it is a natural resource that can be
continuously renewed, its sustainability can be reduced. The decline in agricultural
production can be caused by decreased soil fertility, changes in rainfall due to damage
factors. In the end, the number of commodities that the agricultural industry can
produce will decrease so that the value of the company will decrease because there are
fewer commodities that the company can sell. Meanwhile, mining companies that,
although not dependent on environmental factors, such as the agricultural industry, are
still affected by ESG factors' risks, mainly because of mining industry operations.

This study shows that ESG factors affect the competitive advantage of companies
and industries. When a company in an industry ignores the value of ESG, the company
will experience a decrease in its competitiveness. Meanwhile, if the industry does not
pay attention to the ESG factor, the industry will decline compared to other industries
that pay attention to the ESG factor. Thus, company managers can benefit from this
study to manage the company dimensions affected by ESG factors to optimize firm
value. Another practical benefit that management can get by applying ESG values is
broadening the company's investor base. The company will convince investors who
only want to invest in companies that have a high social responsibility value to invest.
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