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Preface

Dear Distinguished Delegates and Guests,

The Conference Committee warmly welcomes our distinguished delegates and guests to the 2015
International Conference on Management, Finance and Entrepreneurship (ICMFE-2015) held on April 11-
12 in Medan, Indonesia.

ICMFE-2015 is organized by International Foundation for Research and Development (IFRD). The
conference is aimed at discussing with all of you the wide range of problems encountered in present and
future issues in economies and Societies. ICESS-2015 is organized in collaboration with Universitas Islam
Sumatera Utara, Medan, Indonesia, Yildirim Beyazit University, Turkey, Shinawatra International
University, Thailand, PERTRE ANDERI of IASI, Romania and National Academy of Management,
Ukraine where researchers from around the world presented their work. The conference committee is
itself quite diverse and truly international, with membership around the world.

Proceeding records the fully refereed papers presented at the conference. Main conference themes and
tracks are Management, Finance and Entrepreneurship. Conference aims to bring together researchers,
scientists, engineers and practitioners to exchange and share their experiences, new ideas and research
results about all aspects of the main conference themes and tracks and discuss the practical challenges
encountered and the solutions adopted. The main goal of the event is to provide a scientific forum for
exchange of new ideas in a number of fields that interact in depth through discussions with their peers
from around the world.

Conference has solicited and gathered technical research submission related to all aspects of major
conference themes and tracks. All the submitted papers have been peer reviewed by the reviewers drawn
from the scientific committee, external reviewers and editorial board depending on the subject matter of
the paper. Reviewing and initial selection were undertaken electronically. After the rigorous peer-review
process, the submitted papers were selected based on originality, significance, and clarity for the purpose
of the conference. Conference program is extremely rich, featuring high-impact presentations. The high
quality of the program guaranteed by the presence of an unparalleled number of internationally
recognized top experts. Conference will therefore be a unique event, where attendees will be able to
appreciate the latest results in their field of expertise, and to acquire additional knowledge in other fields.
The program has been strutted to favor interactions among attendees coming from many diverse
horizons, scientifically, geographically, from academia and from industry.

We would like to thank the program chairs, organization staff, and members of the program committee
for their work. We are grateful to all those who have contributed to the success of ICMFE-2015 especially
our partners. We hope that all participants and other interested readers benefit scientifically from the
proceedings and find it stimulating in the process. Finally, we would like to wish you success in your
technical presentations and social networking.

We hope you have a unique, rewarding and enjoyable time at ICMFE-2015 in Medan.
With our warmest regards,
Conference Committee

April 11-12, 2015
Medan, Indonesia.
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The Relationship between Environmental Management, Environmental Performance,
and Company Performance at Small-Medium Enterprises

Budhi Cahyono
Sultan Agung Islamic University, Semarang Indonesia
budhicahyono@yahoo.com

Abstract: Environmental issues are relevant to study along with the development of industrial activities,
especially in Indonesia. Indonesia as a part of Southeast Asian countries will be the destination of
industrial activities because this region is claimed to be low-cost industrial area (Rao, 2004), where 70%
of industrial activity will be focused on South-East Asia. Industrial activities will cause environmental
problems, such as pollutions of air, land, noise, and water, as the impacts of poor environment. This
phenomenon is very essential to study, especially on the aspects of environmental management. The first
objective of the study is designed to investigate the relationship between environment initiative,
employee involvement, and supplier integration to the environmental performance. The second objective
of the study is designed to investigate the relationship between environmental and company
performances. This study also aims to investigate the impacts of independent variable on the dependent
variable that are mediated by intervening variable of environment performance. This investigation uses
trimmed model as the ending model of path analysis. The participant of this study consisted of 85
companies where operations at Semarang municipality. All of the variables were measured with four
indicators. The data were collected from primary and secondary data. The primary data were obtained
from respondent interviews and focus group discussions. The secondary data were obtained from
statistics center bureau, journals, text books, and precedence research. The data analysis used path
analysis followed by multiple regressions. The results of the study showed that, first: the independent
variables of environmental initiative and employee involvement had significant influence to the
environmental performance. Second, supplier integration had the influence to the company performance.
Third, environmental management had significant influence to the company performance. At last, the
results of trimmed model showed that environmental performance was as the mediating variables of the
relationship between environment initiative, employee involvement and company performance.

Keywords: Environment Initiative, Employee Involvement, Supplier Integration, Environmental
Performance, and Company Performance

1. Intorduction

The emergence of environmental issues was reinforced by of Rao (2004) that the manufacturing
operations, up to 70 % would be operate in the Southeast Asia since it was considered as a cheaper
production house. Pollution as the environmental impacts at various stages of production and
consumption activities will become interesting phenomena to study. The concept of Greening supply chain
management proposed by Rao (2002) had integrated the environmental initiatives to the environmental
performance and the supply chain environmental management to the economic performance. While in
the study on greening production, environmental responsibility requires employee involvement and
supplier integration in the creation of clean production. The employee involvement has direct impacts on
greening production (Rao, 2004). This study examines that environmental management is important
concepts to the performance of environment and company. The concepts of environmental management
are the combination of study conducted by Rao (2002, 2004), and will focus on variables of
environmental initiatives, employee involvement, and supplier integration. Environment initiative is the
company management initiative to improve the performance of company environment, complaint
rectification, and competitive advantage, Rao (2004). The relationship between the performance of
company and environment has become dispute among researchers that it is very much interesting and
unique to study in depth. This study merely focused on industrial centers. Industrial centers are industrial
grouping based on their similar activities and products in specific location. In the study of environmental
managerial encouragement and proactive environmental management (Cahyono, 2006), the results were
not significantly effective for policy-making, due to highly heterogeneous respondents of all types of
manufacturing. This study will merely focus on the industrial centers.

Different views appeared due to the influence of environmental and company performance. Research
conducted by Naffzinger (2003) stated that efforts on environmental fields has the influence to the

283



Proceedings of 4™ International Conference on Management, Finance & Entrepreneurship
(ICMFE-2015)

company performance, regardless to the indicators of profit, revenue, and operational efficiency. Freeman
(1994) in his research found that environmental initiatives have negative impacts to the company
performance. Based on findings, the environmental issues still need to be followed up, especially in the
environmental management of small and medium enterprises. Management is focused on how
environmental management system is able to improve the environmental performance and ultimately
influence the improvement of company performance, based on the variable of environmental initiatives,
employee involvement and supplier integration.

2. Literature Review

Environment Management System (EMS): Hussey (2003) say that Environmental Management Systems
(EMS) is a formal package consisting of procedures and policies that describes how organization manages
the potential of environmental impacts. EMS is a structured approach related to the environmental
management issues and provides the basis for complaints and company performance guarantees. While
the Environment Protection Agency (EPA), Begerson (2005) defines EMS as the ongoing cycle
encompassing planning, implementation, supervision, and repair processes and actions that bind
organization to integrate business and environmental purposes. The defined concepts of EMS suggested
that environmental management should be integrated with business management organization.
Environmental management is the responsibility of all employees in creating a healthy and safe
environment. Bergeson (2005) stated that there are four driving force in the development and
implementation of EMS. First, the demands of certification require reports and procedures in preparing
and reporting the required information. Management should pay attention to the performance standards
in managing the company. Second, the innovation needs upon fuels to the development of EMS. Company
continuously thinks about the new and better ways to achieve more sustainable development,
competition, and prosperity. Design and implementation of EMS is part of innovation process and
instrument to save the company resources and to maximize the pollution prevention. Third, incentives
are provided for companies to the development and implementation of EMS. Fourth, the demand of
changes is to the ways of managing business.

The implementation of EMS may influence the improvements of environmental performance, particularly
on fouling reduction, pollution prevention, and organizational efficiency. EMS models have continuously
improvement cycles based on the process of plan, do, check, and act. EMS is based on the approach of ISO
14001 which has five major components:

1. Environmental policy, a written commitment from the top management that provides guidance to
organization as a whole. Ideally, the establishment of policies involves the employee substantial
inputs. After adopting, all employees are given information related to the policies, precautions, how
policy affects all employees, and what their responsibilities are to the company.

2. Planning, that the company shows the process of implementation and evaluation, identification and
testing of various environmental aspects and impacts, identifies needs, sets priorities, develops the
goals and targets, and describes the relationship between program and the objective achievement
in details.

3. Implementation and operation, is by involving resources, delegation of responsibility, task exposure
that should be done, ensuring that all employees have the understanding upon EMS. Internal and
external communications are extremely needed to monitor, supported by documentation, control
and operational supervision of EMS.

4. Monitoring and corrective action, done by organization in auditing or evaluating performance.
Auditing can be done by the internal organization or external parties. The problems found in the
implementation of EMS will be identified and documented to determine the required corrective
actions, which is then documented and reported.

5. Management review is done periodically by the top management to overall implementation of EMS
and the determination of subsequent implementation. Review may include the review of policies,
environmental aspects and impacts, rules, objectives and performance. All of these changes can be
made based on the consideration of review results.

In the era of proactive environmental management started in 1990s, the companies began to think about
the anticipations of environmental impacts to the operation of company by measuring the efforts to
reduce waste and pollution related to the emergence of various environmental regulations by finding
positive efforts in order to achieve the superiority of business through total quality environmental
management (TQEM). At this stage, company undertakes efforts upon the pollution prevention and
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exploration to create new opportunities in the development of green products, green process, and green
technology.

The Relationship between Environmental Initiatives, Employee Involvement, Supplier Integration
and Environmental Performance: The study conducted by Rao (2004) testing of the variables
influencing the greening production. There are five variables which are closely related to greening
production: company social responsibility, Total Quality Environmental Management (TQEM), supplier
integration, employee involvement, and clean production. This study was conducted in Southeast Asia by
with the objects of the existing companies in Malaysia, Indonesia, Thailand, and the Philippines. There
were 52 respondents with the number of indicators of 64. The result showed that the employee
involvement had direct and significant influence to greening production, in addition to the variables of
cleaner production. TQEM had indirect influence to greening production, through the variables of
employee involvement, supplier integration, and cleaner production. While the company environmental
responsibility variables influenced TQEM and worker involvement. The research results conducted by
Cahyono (2007) in the manufacturing industry in Center Java, indicated that 34.7 % of respondents did
not understand, and 21.1 % were not aware to the various government regulations concerning on
environment. Besides, there are differences in the various environmental management practices among
large and medium company related to the enforcement of environmental management, proactive
environmental management, and environmental management performance. This study involved
respondents of 51 big companies and 92 medium companies. The observed Industry groups included:
furniture, wood processing, cigarettes, clothing, textiles, medical equipment, fertilizer, mining, batik, dried
fish, plastic, and mori blaco companies. The results also indicated positive and significant influence
related to the enforcement of environmental and proactive environmental managements to the
environmental performance.

Hypothesis 1: The better the environmental initiatives, employee involvement, and supplier integration,
will improve the environmental performance.

The Relationship between Environmental Initiatives, Employee Involvement, Supplier Integration
and Corporate Performance: Cahyono and Sulistyo (2002) investigated the quality of environmental
management and competitive advantage to the company performance as the moderating variable. The
population in this study is the manufacturing companies that are susceptible to the environment in the
province of Center Java, such as: gas, chemical, plastic, fodder, timber, textiles, garments, food and
beverages, and pharmaceuticals companies. The results showed that the respond rate was 28%. The
company active involvement in the formation of environmental regulations is very low (67 % had never
been involved). Approximately 60 % of respondents also stated that they never followed or received
counseling about EIA (Environmental Impact Analysis) extension. The other results indicated that the
quality of environmental management had no significant influence to the competitive advantage. The
second result, after the quality of environmental management interacted with the company performance
significantly influenced the competitive advantage.

Hypothesis 2: The better the environmental initiatives, employee involvement, and supplier integration
will improve the company performance.

The Relationship between Environmental and Company Performances: Freeman (1994) in his
research found that environmental initiatives had negative impact to company performance. However, in
the other study conducted by Porter and Linde (1995), Ahmed et al. (1998), found that environmental
stewardship can proactively create long-term benefits. In his research, Clelland et al,, (2000) presented
evidence that the pollution prevention practices and waste minimization will be able to achieve the
operational efficiency. This research results were supported by the study conducted by Ahmed et. al,,
(2003) who found positive relationship between the improvement efforts of company environment and
operational efficiency. Naffziger study (2003) was motivated by the desire to protect and preserve the
natural environment. Initiatives to create green comes in many business organizations. Business
organizations are expected to be more environmentally responsible than the previous time. Various
traditional beliefs stated that environmental activities had negative impact to the company performance,
such as sales and profit growth. However Bandley (1993) stated that there were indications that the
implementation of proactive environmental management would influence long-term economic benefits.
The research results conducted by Naffziger (2003), suggested that the conceptualization of
environmental concern, environmental effort and the company performance were closely related. The
improvement of environmental concerns will improve the environmental effort, and also the company
performance. Ashrof (1993) concluded that the environmental effort is positively related to the company
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performance, in addition to profit, revenue and operational efficiency indicators. Other results indicated
that the companies concerning on high top management had better environmental efforts than the
companies with low environmental concern. Furthermore, the companies with high environmental
concerns tend to have better company performance, especially in profit and operational efficiency.
Hypothesis 3: Better Environmental performance will improve the company performance.

Research Design: Based on the research problem, and the literature review described, this study was
designed to integrate the variables of environmental initiative, employee involvement, supplier
integration, environmental, and company performances as described in the following Research
Framework (Figure 2).

Figure 2: Research Framework

Environmental
Initiative

Environmental
Performance

Company
Performance

Employee
Involvement

Supplier
Integration

3. Methodology

This study used an analytical descriptive approach focusing on deep identification of the influence of
company environmental management through environmental initiative dimensions, employee
involvement, and supplier integration to the environmental and company performances. Methods and
techniques used in this study is the combination of literature study, respondent observation, and in-depth
interviews with the structured company management. The variables of study include: environmental
initiatives, employee involvement, supplier integration, environmental, and company performance. The
indicators of environmental initiatives are: the efforts to use friendly environmentally raw materials, to
reduce waste, pollutions of water, air and sound, and to use cleaner technologies. The indicators of
Employee involvement are: the guarantee of employee involvement, training, task clarity, and
involvement standards. The population of this study was all the in operation of small and medium
companies of Semarang and clustered in the industrial centers. The industrial centers used as the objects
of this study include: processing centers of fish (smoked fish, salted fish and fermented small fish or
shrimp), tofu and tempeh, batik, and garment. The sampling technique used cluster sampling, which is a
sampling technique with the characteristics of heterogeneity among groups and within a group, and then
some groups are selected to investigate (Sekaran, 2003).

The primary data in this study is very dominant, which consists of data collected through directly in-
depth interviews with the leaders or managers of the company due to the company performance,
environmental management, and performance. The instruments used to obtain the primary data are
questionnaires consisting of quantitative and qualitative questions in order to gather the valid and
complete data. The secondary data of this study were obtained from second hand related to the topic of
this study. The secondary data sources were obtained from the Center of Statistics Bureau (CSB) of
Semarang in figures, literature reviews. The analysis used in this study is the qualitative and quantitative
analysis. The qualitative analysis is intended to examine a variety of variables to obtain the
comprehensive information of environmental management in the industrial centers. The quantitative
analysis is intended to determine the relationship between the variables in the research models. The
analysis used in this study was path analysis.
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4. Results and Discussion

Table 2 showed the picture of the industrial centers in Semarang, which are grouped into seven centers,
the centers of tofu, tempeh, batik, garment, salted, smoked fish, and fermented small fish or shrimps. The
dominant companies in this study are from the industrial centers of smoked fish by 42 %, tofu by14 %
and fermented small fish or shrimps by 11%. While the industrial centers of tempeh, batik, garment are
by 8 %, and the salted fish by 9 %. The largest Production value is the industrial centers of tempeh with
153,600 kg of tempeh, and smoked fish which used raw materials of 98,700 kg per day. Smoked fish
industry is a major industry in Semarang since sufficient numbers of raw materials (tuna, fish pee) are
available. The smoked fish centers are mostly located in the north of Semarang (Bandarharjo,
Mangunharjo, and Tawang Mas). Tofu Centers are mostly located in Jomblang while tempeh centers are
mostly in Krobokan. Tofu centers are also located in Lamper Lor, and Sekayu. Batik centers are mostly
located in Bukit Kencana Jaya while fermented small fish or shrimp centers are mostly located in Tawang
Mas and Mangunharjo. Garment centers are mostly located in Kauman and Sendangguwo.

The Value of Mean and Deviation Standard: The research results showed that the value of mean upon
the respondents' answers to four indicators of environmental initiative variables showed value of below
3, which were, 2.553. It meant that the environmental initiative activities undertaken by the industrial
centers in Semarang had not properly and seriously implemented, since the value was still below the
average. However, the indicators of attempts to use friendly environmentally raw materials and to reduce
waste showed the results of good, meaning that the industrial centers have the desire or willingness to
use raw materials that are environmentally friendly and to reduce waste due to the initial efforts of
environmental improvement. The average value of the respondents’ answers to the employee
involvement variables was 2.435 and is still below the average value of three, meaning that the employee
involvement in the centers of small and medium industries in Semarang was still not optimal. The lack of
employee involvement was indicated by the absence of employee involvement standards and guarantee.
While the employee task clarity related to the environmental quality improvement had been there,
although it was not completely implemented. The employee trainings had actually been done, either by
the company management, colleges, or city government of Bapedalda, Semarang. Due to the answers of
respondents, the average value of environmental performance variable was 2.812, meaning that the value
is still below the average of three. These findings indicated that the environmental performance of
industrial centers in Semarang was not optimal yet, meaning that the efforts undertaken by the industrial
centers had not completely reduce the pollutions, waste, people's complaints, and consumption.

Validity and Reliability Test Results: The results of validity test were conducted by correlating
indicators with each of the variables. Furthermore, to determine the validity of indicator, it was
determined by the significance correlation value. Based on the significance value, it could be concluded
that all research indicators were considered valid, because it had the significance value of < 0.05.
Meanwhile, the reliability test was conducted by looking at the value of Cronbach's alpha («). In this
research showed that the value of o for each variable was as follows: the environmental Initiative = 0.771,
supplier Integration = 0.830, Employee Involvement = 0.621, environmental performance = 0.773 and
company performance = 0.664.

Table 1: Regression Analysis Result

Un-standardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 12.177 1.604 7.592 ,000
IL 416 ,075 571 5.563 ,000
KK ,289 ,142 ,188 2.039 ,045
IS -1.216 ,193 -,585 -6.307 ,000

a. Dependent Variable: KL

Path Analysis Results: Based on the calculation results of multiple regression showed that the variables
of environmental initiative had significant influence to the environmental performance (t = 5.563 and
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sign. 0.000), but had no directly influence the company performance. The employee involvement
variables had significant influence to the environmental performance (t = 2,039 sign. 0.045), but had no
direct influence to company performance. The supplier integration variables had no significantly
influence to the environmental performance, but had direct influence to company performance (t = 9.041
sign. 0,000). The further Relationship that the environmental performance variables had significant
influence to company performance (t = 2,748 sign. 0.007).

Trimmed Model: Based on the results of trimmed model, then the previous research model and that
demonstrated the relationship between the variables changed as presented in Figure 3. The changes
occur as the environmental performance variables mediated the relationship between environmental
initiatives, employee involvement, and company performance while the supplier integration had direct
influence to company performance.

Figure 3: Results of Trimmed Model
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The next step, in path analysis is to examine the model validity. The validity of analysis results depends
on whether or not it meets the underlying assumptions. Once trimmed model is acknowledged, then we
can determined the coefficient of total determination. The calculation of total determination based on the
value of R square of two multiple regression equations. The first equation results the value of R2 equal to
0.456 and the second equation resulted the value of R2 equal to 0.593. The second is based on both values
of R? that the coefficient of total determination can be formulated as follows:

R2n=1- P21 X P2eg e PZep
RZ,=1-(0.456)%2X (0.593)2
R2,=0.9269

Meaning that the variety of data can be explained by this model which is equal to 92.69% or in other
words, the information available in the data of 92.69 % can be explained by this model. The other 7.31%
is explained by the other variables (that is not available in this model) and error.

Discussion: The lack of environmental management implementations occurring in the industrial centers
of Semarang showed that environmental issues had not become the focus of businessmen. The company
goals still focus on how to obtain the highest profits instead of environmental concerns that have not
become part of the company strategies. This condition is supported by respondents’ responses to several
variables of this study which average values were less than three with a 5 point Likert scale. The Lack of
awareness upon the environmental issues will certainly bring the long term greater risks, such as poor air
quality, greater waste water, and people’s complaints as the influences of company activities.
Environmental initiative and employee involvement Variables had no direct influence to the company
performance, but were mediated by the environmental performance. These findings meant that the
environmental performance as the intervening variable in the relationship between environmental
initiative and employee involvement to the company performance. Or in other words that the company
performance can be obtained if it is preceded by the environmental performance. Environmental
initiative and employee involvement Variables had significant influence to the environmental
performance variables. However, environmental initiative variable had greater influence. These findings
indicated that the creation of environmental performance is strongly influenced by the environmental
initiative. Environmental initiative was measured by four indicators, such as the efforts to use
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environmentally friendly raw materials, reducing waste, pollutions of water, air, and noise, and the efforts
to use clean technology. The most dominant indicator variable (which had large loading values) was the
indicator of: Efforts to use of environmentally friendly materials, to reduce waste efforts, to guarantee
employee involvement, employee involvement standards.

From the employee involvement variable, there were two indicators that had dominant influences, the
employee involvement guarantee and employee involvement standard. Employee involvement guarantee
basically indicated the presence or absence of guarantees granted to employees upon the creation of
clean company environment. Employees though that their primary task activities focused on the
production of goods demanded by the company, whereas the environmental issues were problems arisen
from the impacts of production activities. This condition certainly required the company polices to offer
greater roles to the employees and of course with the consequences. The other policies may be given by
other companies to attract employees which especially are assigned in the field of environmental hygiene.
The employee would actually have double roles, in the field of production, and responsibility to the
environment. The next finding is that supplier integration had direct influence to the company
performance. Meaning that supplier integration was not only related to environmental issues but also
more significantly to the formation of cooperation between company and suppliers. If the cooperation
with suppliers got better either by selecting suppliers with environmental criteria, enforcing suppliers,
creating the environmental management system, and informing the importance of cleaner production,
they will improve the company performance.

Other findings showed that environmental performance had a significant influence to the company
performance. It means that the better the environmental performance, it will improve the company
performance. These findings indicated that that the company performance can be a good predictor to the
company performance. The implication is that environmental performance can be one of the promotional
strategies of companies in the industrial competitive environment. The indicators of environmental
performance that had high loading factors are: indicators of reduced pollution, and reduced people's
complaints. Both indicators which had dominant influence tend to have direct relationship with the
society, such as pollutions and people's complaints. It means that the environmental performance will
influence the company performance if the company is able to create some efforts to reduce pollutions
(water, air, and noise) and to minimize complaints from the surrounding industrial center communities.

5. Conclusion

Based on the research results and discussion, it can be conclude that the environmental management
practices in the industrial centers of Semarang are still not optimally implemented, related to
environmental initiatives, employee involvement, supplier integration, environmental and company
performance. Environmental performance variables mediate the relationship between initiative
environmental variables, employee involvement and company performance. Supplier integration
variables directly influence the company performance. Various data that can be explained by the model is
equal to 92.69 % or in other words, the information available in the data of 92.69 % can be explained by
the model. The other 7.31% is explained by the other variables (which is not available in the model) and
error. The suggestions recommended after conducting the study on environmental management are: it is
necessary to improve the roles of company (centers) to the environmental management focusing on the
improvement of center roles of environmental initiative variables through the efforts in reduction of
water, air, and noise pollutions. It is also necessary to have to use clean technology. In addition, it is
necessary to improve the center roles through the involvement of variable emphasizing on the needs of
trainings for employees to create clean production and the quality of environment.
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