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L. Infrosdusction

A growmg numeber of gevemmerts armund the workl are strengthening their environmental laws and regulations
becanse the environment affects econoimic developeent as well as the secicties’ quality of fife. In Indowesia, for
example, the Govemnment of lndenesia (GO proecis the enviconment using both natienal and regional fevel
repulotions b decrense the rate of emisions (o 29%-41% by 20030 (0 meet the miemational agneements
(Alisjahbans and Buse. 2007 Indonesks a5 an archipelago consisting of moae than 17000 Blinds and Boae o
about 267 milkon people b5 sl facing signeficant environmental problems, I is believed that Indoncsia is the
world's second-largest contributor of plasic pollutants in the oceans, after China {Indonesia Investment, 2009 In
berm af forest degmdution, Indonesio is the third Iargest ares of ropical forest degradation after Brazil and Congeo
ond haz contributed te environmental issues for vears. Indopesia hos surpassed Brazil o5 o ropical country with
the highest levels of defrestation (Margono et al.. 20047, A swdy by Twrubanova et al. (20018) confirmed that
given high rutes of loss for comparatively fow rempining forest ama, Indonesia exhibits grepter pressure on
remnant primary forests thun cither Brail or Congss,

Longstanding debates have also been done berween protectioe for environmental sustainability and the production
of vitluabie commodities (MoCanhy and Katheyn, 2006), Several stodbes bave examined the elation between
ceonomis growth and environmental degradation, & number of empirical papers find evidence aof an inveried
berween pollutien levels rise ard income nsing (Tamazian and Bao, 20000, Many facers of manofaciuring
business process have imporad joplications for patural eovimoement. Design of product, selection of raw
materils, operation of mamufucturing process, delivary of product or service, and availability of reese and recyele
for spent products hive been o big i=soe of environmental degrmdation (Ahmed et al., | 998; Klpzsen, 2006,

blanagement of fiams needs to pay mone atentien on these wapidly growing environmental issues by building
organEationi] culture, developing innovatons mproducts and proerams as well as improving environmerstally-
veloted business processes, Most post-modern managers ong well pwarg that suetainability & the woday’s busingss
goal (Kim and Lee, 200 2 Seewarno eq al,. 20018). Mo doubt, pest-modem firms are requined to saccessfully deal
with and keep inpovating on the environmental issues fo gain sustainabbe competitive  advantige. Caeen
munavvation becpmes straseg el 1y impontant from time i fome

bodern societies changed dramatically compared to the past (Chitsaz et al.. 2009} In post-modernism
sustiinability is meant for everyope, [t inies to involve o] people. whether quontitative growth or qualiative
development supporters, to work for those couses in which their interests overlap. The relativism of sustamability
gives many opportunitics for cooperation between the sustuinable growth and sustainable development supporters,
but because of the polanzed worldviess few of them can indece real change (Kewnla, 2005

Sustuinability i= trunslated into a “triple botbom line™ respocsibility, with the implcation that the assgsament of
buziness results shoubd be based oot only oo economic performance but also on the environmental and social
ampact as well {Sheth of al., 2001, Sustamable deveboprsent wnd sustainabiliy assessnwnt are bvo issues tha
have boen addressad by academs and practinioners mcluding local govemmient agencies, cgmmmunity members, as
well o= commercial and industrial plonners (Secirovic o al, 2005 Zhow, et al,, 2008, Industrisl symbiosis is
defined ws o oolbective approach to competitive advenioge in which sepurmie indusinies exchunge mserials,
energy, water abdior by-products, plays an important robe ioothe transition towands sustainable developmen
(Cheriow, 2000, Chertow, 2007). Industrial svmbiosts resolves resource depletion problems, waste management
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and pollution using wasie streams o genermate more vidue ocross indusirin] actors (Baldassame ei ol., 20059;
Chertow . M7

The research community has ako pasd increasing obention o the environment as compared b other aspects of
sustainability (Ferreica et al., 2006). Untl pecently, sustainable development was pereived as an essentially
envimonmental issue, concerning the inegration of environmental concerns Mo cconomic decision-making
(Lehtonen, 20041, Wemerfelt (19843 in the Resource-Based View (RBY) gated that & firm i a8 bundle of
resources, and the way that they are combined enables firme 10 have a competitive advanfoge among others,
Resource-basal view (RBY) is o nmnagenial framework used o deermine the stratcgic resounces o fimn con
exploit 1o achieve sustainable competitive advantage, Business process, strategy and organization culture ane also
part of resources that firms owned ond wsed for achieving competitive advantage, The RBY concerns thal those
respurces owned by firros vwst meer valuable, rore, inimitable and ponsubstifmable OWVRING criteria {MNoson and
Wiklund, 2005,

The REY ux o theory s inpined by the waork of Penmse (1959 arguing thal respurces wre s soarce of compstitive
pdvantage, Hoopes et al, (2003 ) sited thit the resources accoor for inler-firm performance differences. The RBY
argues that the fony shoukd be considened as a bundle of resources which is defined by Womerfel {1954} as
anvthing which can provide the firm with 2 strength or weakness, Thess resources are olso defined by Bumey ans
Arikon {2001} m= tungible and intangible assets which are used by the firm to formulate and implement strategies,
In order t0 be a source of competitive advantage the resource should be valuable, rare, difficolt 1o imitate it and no
other resource which can substitute it {Nasen and Wiklund, 2008,

Many studies hove been conducied on the role of culture m relation to fimancinl peformance (Ogbonn and
Harris, 20000, Mebo, 200 25 Nazarian e1 al. 2017, Rottig and Reus, 20018, Zhou etal.. 20018, However, there are still
few sudies thot explam the mechanism of how a culture can improve financiol performance, especially in the
context of envirormental issues, Culure is also imporant in sustainability involvement among fiems arowd the
world us found in the study of Coulmaont ef al, {2018) which stated thot frmes in countries with high individuoalism
or high masculimity ronkings sre more likeby to offilioe with the UNGC (Uinited Motions Global Compeact ).
UNGC is an paganization that align strategies and operations with universal peneiples on human fghts, labour,
environment and anti-corrupetion, mnd fuke actions that advance societal gooks, Study results show that highly
mehividualist societies (10 and high masculingy levels coanlres appoar o be mooe alfilate with the UNGC.
Individunls are less precccupied and with social mand envirenmental psues amd have o boarder viewpoin (Cox et
al., 2011 Husted, 20051, And masculiniy levels have a positive impact on the UNGC affiliacion s enhance their
corpomte image. These motivations wre consistent with the values promoted by masculine society, which mclude
competition, power acspuisition, and especilly recognition (Cetindomar and Husoy, 2175,

In the em of emvironment ol awareness, sco-orented cultore must be the mam habit of mMonagement and the focas
af every steategy. A growing number of business kaders commits io create a better environmen of the warld by
mtegrating eoo-orientation to their corpomte culture, Beterrimg to the philosophy of strategy maps by Kaplan and
Moron (3H4E, one of organizational capital owned by a company is s culwre. Organizational coliue thar
mcludes consideration of the environmental imgacts io it is called eoogrented culture (Kim and Lee. 20020, This
culture will lexl manogement of the compony o formulate and execute their strategies, incloding innovation
siralegy.

In the st basic sense, strategy s the prmary means fod achieving competitbve advantage and subsequent
superion performance outcomes (Hansen o ol 2006; Ofson ef alb.. 20083, Innevation 1= a moin strfegic ool in
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order @ gain o competdive sdvantuge in such complex environmends {Akman ond Yilmoz, 2008; Kwak et al.,
1K) Also, innovation is a basic precondition for lomg-terim success. grosvih, performance continnance and firms'
survividl {Akhbagh et al., 2003 Funs should be dedicated o investing m research and  development.
mamufacturing innovative preshucts and achieving substantiol pedformance b be competitive {Korabulud, 2000 55
Asan aleernative 1o the robe of nnevation in competitive simategy. the value innovation methodology on straegy
has been proposed by Kim and Mavuborgpe (2005, 2007) repurding how to creme uncomesied marked space und
iaking the competition imelevant. Leavy (20175 explores how the value innovation sorategy works in practice and
how it hos evolved since its introduction,

Innovation stratesy that a firm wses 0 operate s bosiness must be executed in excellent business processss tha
bead to customer sitisfostion and improved fimancinl performance, Mattera und Boeps (2015} used the innovation
theory in conjunetion with the stakeholder theory 10 analvee o fiem's intangible aszet enbaneement and found
that corporate socinl responsibility (C5R) affects a firm's value-added in Spanish firms, A study by Chuan and
Lin (20 7y of 115 financis] service fiems in Tabwan revealed thal technodogy, human and business resourees are
crucil i developing an e-service capahility, and an innowviation stmteiy pesitively mflusnces ompanabonal
pertomunce, Mowadays. us n ghobal society evobyes, innevation strategy appears o be an evolutioniry process ot
work, resulting o the progresson of erpanizational  phifosophics from the industral-focused  peoduction
orientation e the human-focused eco-onentation (Miles and Muonilka, 1993}, Production activity that has an
mmpiet on ecological sustainability had been monitored and controled by povemment o minimize envimonmental
damoge. Envimonmentsl concems have thus impacted mamfacturing firms' innevation {Wang & Wang, 2019,
Henoe firms may adopt an eco-orientation as o sieategie competitive advantage. for insance eco-ricnted
corparie culiure and eco-oriened continuons improversent which will be investigated in this stody.

Each company has differences bh ltegrating envivonimental aspects into its daily operations. including building an
eeo-onented culture, inpovating on eco-snented products for busmess processes o achieve better finoneial
performance. Ponter, Shechan and Foss (2009) stated that the activity is dhe smallest unit of a sirabegy. The
integration of the activity-based and resource-based views provides a comprehensive explanation of how o firm
cremes value, Therefore. innovotion stratepy must be reflecied in the duily activities of the compuny's intemal
business procssses ancluding eco-oriented  continuous  mprovements 0 opertions Management processes.

customer management processes and innovation management processes as well as regulatory and  social
PrEiCsses,

The ohjective of this study is to analyze and empirically test the mechanism of how an eco-ariented culture affects
finunciul performance wsing innovation strutegy und eco-oreented continuous improsvement . This study uses
merre. comprehensive model b examine the mediating effects instead of the direct effects among variables and |
inwvestigates the issue of seo-orientation which beoomes a trend in the world.

The main contibution o this sudy B o provide empicical evidence and a moee comprehensive understanding of
petivity-hised and resource-based views, espesiolly the mechanism of how o cubtare affects financial performance
in the era of environmental awareness, This smdy also provides evidence on how monagers in a developing
country perceive the imponance of managing environmental issve in their companbes. The study alse addresses
practical impliations ond suggestions for polcy-moking either in o company ora governmend msiduiion,

Based on the previows discussions, this study bas thise sesearch questions as follows:

RO . Does ecp-oriented continuous improvement mediate the relationship between innovation strategy and
corponie finamcial performance?
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RO2. Dowes eco-onenfed contmuous improvement medinte the relationship between eco-onented culture and
corporate finameial performance?

RO, Do eco-oriemied confinuous mmpesyement and mnovation strategy mediate the relationshyp between eco-
oriented culture ond corporate finencial perdformance’!

2, Literaiure Keview and Hypotheses Development

2. Eco-orviemed Culnire, Eco-oriemied Cantimios fmpravenent ang Corpore Finaneial Performance
Jabroun (20010 stared that the success of continueus iImprovement initiives s dependent on many factors that
inchucle leadership. struciune and shaved coganizational valves, Contmeus impeovensnt not only refers on changes
in managerial activities but it allso most be followed by improvements in term of Knowledge transfer from owner
ter employee and senior workers (Hedima et ol., 20019, 11 meeans that corporde culture can be ong ot the
antecedents of continusus improvement, Culture plovs a strategic role in business process improvements, Zehir ot
al. {201 1) found that leadership and organizatioral culiure affect business perforimance ouicomes of firms in
lstanbul. Turkey. An empirical study on the role of cobture by Chattecpee o al. {2005} alse confirmed that flexible
crgunizations (predominontly clin smdfor sdhocracy cullures) hove o more  supportive learning  tansler
envimnment thafi stable organizations {predominantly market andior hiemrchy cultures), Stone, Joseph, &
Blodgeatt, {2004) indicating'ihat an organization’s ability to develop an eco-oriented corporate culiure is related to
several factors, which are top management emphasis, management risk aversion, rewards and incentives, local
community concerns, sEanistienal connectedness, and mdustry regulatory climate. Meanwhile Kim and Lee,
(2002 Mndd that Stakehobder Pressure can influence the adeption of coviconmental logistics practices (ELP) o
build a unigee Eoo-Chbented Culre. Continuoss improverments will have o good Impact on fnancial
performance. This is suppored by Chen (2018) sating that a beter management of supply chain sisks has
affected corporate finencinl performmnce. Eco-oriented continuous improvement in development, sourcing,
mamufacturing and trmnsportation activities nesds ome pobicies to find sslubons for company™s environmental
mBaucs Furthermore, this impeevement will mcrcase commpany’s efficheney and enbance thair reveénue opportunity
(Oirsat, 2009}, The first hypodbesis is basel on logically thanking that the organizational culture focusing on eco-
oreentation will positively drive eco-oriented conbimuous improvement which will then enhance corpone
finuncinl performance. Therefore, the following first hypothesiz iz proposed;

Hy: Bro-orienied continweas impesvemeol nxedmies te relationship berween eco-orkented cubiwe and cotporale
financtil pedformimce

2.20 Fanervention Seredegy, Seo-oriented Confnaons fmprovement, aned Corporoade Finaencial Pecfoermoance

Bcholars have provided empirical evidence that mnovation stavegy defermines the success in mnavations and
continuous performance improvements, @nd that 8 will also have o positive mipact en financial performance, A
sty by asar et al, (2007} showed & medioting effeet of continueus Bnprosement on inpovition-finaneial
perfommance relationship in 384 companies of Torkish manufacturing companies. Karabalut (2013) demonstrated
it the innovation sirutegy of Turkish manufucturing firms leads them o improve their fmancial peformimnee
Babakk and Jenssen (20120 also found that inpovation steategy enhances financial performance, Chusm and Lin
(2007 proved that an nnovation siategy positively influences organizational perdformance of 115 financial
service firms in Toiwan. Pogoding et o, (201%) explined thit innovation activity incresses efficieney in imdustrial
companies which are lurgely detenmined by the level of their innovation and marketing potentinl, However,
Myvhukk et al, 20001} stated that the madel of innovation strategy and clinmte for innovetion accounts for only
I% of the vanation in finm performance. [t means tat innovation strategy becornes an antecedent only if it is
maderated or medinted by other factors. Thus, when a company adopts the imnovation smiegy with the focus of
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the emvironmental pspect, it 15 proposed that this strategy must be expressed i the daily operations or busmess
processes which must be abso continuously impaoved in order to meeet the requirements of changing maret. A
better adaptation o coo-trieniod market will certabnly bead tooa better fimanceal performanc: (Kwon & Lec,
JR1%, For this repsoning, the following secongd hypothesis is:

H2: Eco-oriened comtiomous improvemen medistes the relstionship between innovation suategy and corpore
fimancial performanee.

24, Eev-ondenied Crltare, Inovation Suwregy, Eco-orfentod Covifiawns Tgprrovemens and Corperate Fliancia!
Perfonimninee

As previously stited, culture affects innovation. An explomtory study by Kassa (2007) revealed the effects of
differem culupll dimensions on different npovation indicators covering many EU coumtrics ard neighbouring
countries and confirmesd that innovation processes are smongly reliant on culture, A sudy by Rafuilidiz et al
(20071 on 480 Greek mid-to-high technedogy and Small and Medium Enterpriseés confirmed that quality mediates
the relatinnship between cultuml ambidexierdy and mnovation performance. Prim et al. (2017} also prowved thal
cultural dimensions mesociate with the degree of inoevation ot the nateenal level

The lmkage between innovabion sirategy and continuows improvement is reflected 0 the inerview repont
conducted by Bapst {1%%4 which stated that the process of innovition development, especially: the eady pant of
the development process, must be svstematically analyzed angd continuously improved to reduce the repeated
s mistakes. Moreover, Calantone, et al. (2002} stated that & Bositive leaming climate & beneficial fod fims
that aspire e stand ol throogh prodoct developosent, and pew product development fequines  cobtinous
organzotionnl renewal. It can be concluded that o achieve o befter firm's performance, munagers who adopt
mnovation strabegy oeed o implement barming activities which reflect the continueus improvements in their
orgunEation. Hence, the thind hypothesis is formulabed based on the tolkwimg fogical thmking. It o company has
adopred a strong eco-oriented colture and wants to improve their Gnancial performance, then the company mus
execule it in ther duily operations by mmplementing  mpovation  strtepy and  cco-onemed  contlinuoos
improvement. To tesq the lopical linkoge among eco-oriented culture, innavation strtegy, eco-oriented continuogs
improvement and corposate Tinancial performance, the folbewing thind hypothesis is propesed:

HZ: Boo-oriented continaous impryvement and innovation stabegy modivie the relationship et woon eco-oriented
culture and corporate fimmeial perfformance,

3, Research Model
This siudy has four varishles . namely Covporate Financial Performance {CFP) as a dependent variable, Innovatboen
Stratepy (15T} and BEco-oriented Continuous Llnprcnrumeni (ECT) as medinting variahles. and Eco-onented Cultore

(B0 ag an inbependent variable. The selationship among those variables B presented inoa rescarch awdel i
Figure |,
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. Researeh seifing and sample

This study derived a sample from 200 nmeagers of the S0Es in Indonesia with the status of “perscroan terbatas”
or u timited lability company. There are 101 S0Es and the number of the manufacturing subsidiaries s unknown
due o limited sccess . Indopnesia wis chosen in this sudy because eovirommnenial isses are sl o major profsem,
sich os plastic waste, forest fire hase, foctory pollution and osther Bsues that require o change in culture and
ranagement mindset. The state-owned entzrprises (S90Es) were chosen becanse they play a significant role along
with large private conglomerutes in the Indonesiun cconomy (sce Appeodix). However, the study Focuses only on
the SOEz, Questionnuires with o covering letter describing the objective of the study and confidentiality assorance
weere distributed 1o every corporate secretary of the SOEs, with a request to distribate to the managers in the
company and the marofacmring subsidiarsed. As many ag 104 Dnangers participated and  metumed  the
questionniires. Omly 1 guestionnare was oot propetly completed, vielding a total of 103 usable responses.
Therefore the effective response mte was 51.5%. Table | shows the types of indusiry and the number of
participated manapgers.

Talse L Type of Indusiey ool Fraetiomabed Misoger:

Inilusiry Farticipated
Mazagers
1 Hizvv sngaipmanil k)
3 | Muclear power ]
3| Induswisl mackimery Q
4. | Pharmacaatical 10
3| Explosives -
e | &hip i
T | Sek pmdecer 12
& Glass producer . i3
o Fimtdlizer 11
1. | Fubeic masssiscosmer 13
1. | Sl 12
13, | Ciomeun 3
TIFTAL s
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3.2 Anilfyiicod Techmigue

This study employed & vartance-based or partkal least square (PLS) stuciural equation modeding 1o test the
bypotheses. The PLS was considered sudable for this study for the following reasors. Firstly, it can handle
rltiple dqmrﬁimﬁ und indepenent variables simultoneowsly (Chin, [998x, 19985). Secondly, it can deal with
small sample sfes and multicollinearity among independent variables (Mitd, 2006). Thirdly . it does net require a
el distributions] assumption (Chin, 1998; Chin and Newsied, 199%)

23 Insirinwenis

20 Coporate Flnprctnd Perforsiame

Conpocate financial performance is operatiomally defined as the perception of o manager regarding the four
finuncial perspectives os in the stridegy mops created by Koplan & MNorton {20041, namely. improve cost structure,
increpse  nsect utilization, expand revenase opponunitics and enbonee ¢osfomer value, Ameng those four
perspectives, only two perspectives werne used to provide the measurements for this indicator, ramely incrense
asmet wlilization and  expanding revenoe oppoitunities for the following measons. Fistly, Increasing  assel
atilizntion clsely relakes 0 improving cns structare. This means that when asset utilizalion merenses, then costs
will be reduced. Secondly, expunding revenue apportunities also closely relotes to-enhancng costumer vidue, This
pscans that custoaner value will be increased when o company creates more opporutities to sell products o
customers, It was measured by using a questionnaire with a 6-point Likert scale which is used o avoid centmal
tendency bios, This concepd is regarded as the model which i appropriate for TI'I:I.I.'EI.IT':IT!.‘:I‘I.I {Chang, 1494535, With
use of this scale, the respondents cannot choose the moderate valoe, middle poant in this kind af mting scale, the
reapandents have o comsides the answer for 4 while. Chen. Lea, & Stevenson (1993) found that JTapemnese and
Chinese were mse likely to choose the midpoint of a Likert scabe Bem than Americans. but we Gund this effect
only for items myvalving expression of positive fechings, We made o conclsion that Asions with likely the sume
cultural collectivism groups as Japan and Chinese, has the same way to respond Liken Scale wsing mid-poini.
That is the reason why this research used 6-Point Likert Scabe.

332 Eve-oriented Confinnons fmprovement

Eco-onente] continuows  improvement 1= operettonally defined as the perception of o manager regarding
continuous mmprovement considering eco-orbentation during 2005 oo 2007 It was measured with a four-nem-
questionninre odupted from Lee (2004} using a G-point Likert scale, but with some modifications to measure the

ECgr-nricnakion.

1131 Innovenion Stranegy

Innovation sirategy 15 operationally defined as the perception of a manager regurding innovation strategy sheshe
has formulated during 2015 b 2007, It was measured using @ guestionnire adapted from Akman and Yilmaz
(2008 with & G-point Likert seale. This mstruments used Wenkatraman's typology (1989} which defimed
mnovation stmtegy as composed of six dimensions. namely aggressiveness, analysis. defensiveness, founiy,
proactiveness amd eiskiness. Por this study, only four dimenskns were used, excluding aggiessivencss an
unalysis due to practicalty reasons, Both aggressiveness and anlysis sre not used in this study because tey do
ret it the character of ROE: managermem which should not acr aggressively and tend o be excessively
bureaucratic.

2313 Eco-wwrented Culliore

Eoo-oemted cubure is operationilly defised as the perception of a manager vegarding herhis firm's culiure
which focuses on eco-omentation during the last three years. I was measured with the eco-gaiemation
gquestionniire adapted from Stone et al. (20043 using a &-point Likert scole,
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4, Analysis and Results

44 Desoripiive Siisics

Table 2 presems the results of the descriptive statistics of variables. It shows both theosetical and sctual as well as
mminimum and mximum scores of responses, mean and the standord deviation, Although there = o wide range of
reaponses, the mean values show that the managers tended to have & swong commitment o thelr corporate
finuncinl perdformunce {506}, They belizved that their company implements eco-oriened contmusas improvement
(504 i theic daily operations, The kess kighly mated eco-omented coliune (469 and lsnovation strtcey (4.7
reflect that the state-owned enterpiises i bdonesia kave not vet beeome concermed with eco-omented culture and

maovation stRsegy.
Tabde X Fesaks of descrplive sinitsdios

Variahle Thenrethenl Seore | Actual Seure Mean L 1

Mim ! Max | Min Pl
Eco-oriented Cadiure (EOC) [ | & | 3 & 4 052
Inmeiantiom Sirpegy (15T | & 3 & 477 095
Ecoennented Coetimsous lmprovement (ECT 1 fi 333 f S et
Curporaie Fisancisl Pedommmee (CFP) | s 1 [ | A1 [ ]

The focus of this smdy is to empitcally prove the melationships among varables swdied using 2 mode
comprehensive model, Therefore, thi= study emploved o structural equation modeling for anabytical method, The
rescarch hypotbeses were tested wsing a varimnee-based application package which is commonly used and is
suitabie for sociul research {Huir, Risher, Sorstedt, & Ringle, 2008). The PLS structural equition modeling is o
technique which simultanesusly examines both measurement and structral models. The measurément modil
specifics the relationship between the measures and the faent variables or constructs. [ abko assesses the
relinbility and validity of measures reluting to specific constructs, The structurml model qdentifies the relaionships
arpong constructs (Chin, 199801

4.2 Measierermend model analveli

The objective of the messurement model analysis is toevaluate the relationship between measures and constricts
s that the meliability and walidity of measures relating o specific constncts can be assesseod, Table 2 shows that
all measures ase significant and above the 0060 ading kevel. Chin (19982, 1908b) stated that boading fctors
should be ot lenst (00 meaning that the measure is weeounfing for o least 6 percent of the varance of the
underlying latent variable. The cut-of T point of 0060 shows that the messunes share more varluoce with their
reapactive corstiucts than with the ervor vanaoee. Futheonoee, Tabbe 3 shows the composite relibilicy
coefficknts for the constructs are all above the sccepted bevel of 070 s stated by Munnaly (19671,

The comstruct vakidity consists of convergent validity and decriminant validity. The svemge vanpnce extracied
[AVE)} was employed 1o asess convergent vilidity in this sty According to Hulland (19949, a construct shoulkd
have an ANE measure of 3,50 or more o be considered os huving wdequute convergent validity. Table 3 reveals
that the AWEs for all the constructs are above 0,50, opd this provides evidence of comvergent validity,
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Tale 3, Resuls oF nefiahilay mad convorgent vilulity

Baibemt Varisle | Lesting | Pvaie

Eev-omented Culune I,ﬁu'rmd.:u-ih: Relibdy = DE1 5 ANVE =154

EoC | 0,765 <IL{HH
EQC 2 0774 ALK
Ed 1. T&U (LR

Innovation '?rrrnlr.'g'. I;l'.'nn'q)lm;- R.dllh-""".l =0 'Mn]- A\'Eﬂi.l H!a-H

BT L0 <LK}
T2 0,590k ALKl
IST'3 (L TE] clh AN
IST 4 5z =LHH
Eeo-arented Credmsactis Impoeemen) (Composse Reltabidily = 0905
.Pu"-'E L T-"'-I.'I}
E"' - DAT3 LU
EC'I (EY <l in
ks 0507 =041
ECL2 0ETT L L1
Corporae Finaneiel Performmance | Compes e Relisbdiny = 0291 %
AYE = [V &HT)
CH | sy <l1AKH]
CHRr 2 0517 lkHH
Twhle 4. Dsonmmno valdiny,
i 15T Ei’l iF

EL | B

I5T L QIR

Eil 365" {1 B4 o= BE5S

CFP i 565% {1 b Toreee (3 ik 0917

=erRapniticant at < 0001

*Hignilicmt w p< 0.l

Diseriminamt validity in this sudy is evalumed by comparing the square oo of AVES with the correlatien
between constructs 1o describe whether o tmﬁct shares more variance with it measures than with other
constrcts (Fomell & Laorcker, 19810, [t s valid when the square root of 8YE of a construct is greater than the
correlation between the constnict with ancther construct. Table 4 shows porrelation amoeng constructs in the off-
diagonal pnd the square oot of AVE in the dingonal. Tuble 4 indicates pdequate discrimimant validity becouse the
diagonal ¢lements are all greater than their respective off-diagonal elements. In conclusion. it is deronstrated that
the measunement medel is relinble and valid,
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Tubde 4 abso shows positive significant cormelotions  beteeen  eco-ornentsd culture and corporte  fmanceal
perfomance {r= 0365, p ) innovation strategy (f = 0396, piid] ) eco-omemnied continuous mprovement (f
= (0. 365; p=ib. 1) These resuls suggest thal eoo-orentod culture s an umportant varable in proving innevatsn
sitategy, coo-onenied continuous improvement and corporte financinl performance. o addition, there 38 o
positive and significant relatbonship berween innovation stategy and eco-oviented contimous Buprovement 1F =
0655 pob 01} indicating thai inoevation stregy may improve gco-orienisd cominuogs improvemen,

4.2 Stmchiral model amatvsis

The swructucal model is emploved e test the hypotheses of this study. This model test s used to examine if the
effect of eco-oriented culmire on conporate financial performance B mediated by inmgwation stategy and eco-
ariented continuous improvemen, In performing the structunl model analysis the following two-step procedures
(Baren and Kenny, 1986) weore vsed, Fisdly, a test for knowing iF the eco-oriented culture affects comporama
financial performonge was conducted, Secondly, PLS was run for the full model by mcluding 1nnevation strategy
and eco-oricnted continuweus mmprovement. Table 5 (Panel A) shows that before including mediating varsabies,
eeo-nnented mallere i positively associted with comporale fmanciol performance (path cosfficient = 030
Pt} This mesult leads ke further analysis by inroducing the mediding vanables of innovation: stridegy aned
eov-orented continusaes improvement.

Toubde 5 (Panel B and Panel C) shows the folfowing results, First, the relationship between eco-oriented culture
und eco-pnented continusus improvement is posiive and significant (path coefficient = 0.125; psi) (88|}, and
the pelationship between eco-oriented cominuous improvement and corporate financial peformance i also
positive and significant {path coefficient = D406, p0N ). Therefore, hypothesis | stating that eco-oriented
contmuous  improvement mediotes  the relationship betwesn eco-oriented culture ond  comporate  financial
petfomance is supported (path of ndivect effect=00051; p-value = 0025<005). Secondly, ibe relationship
between inpevation strivegy  and eco-oriented combmuous  improvement s positive angd signifcant {path
coefficient=.61 |; p<th001). and the relationship between eco-amented contivmons mmprovement and coaporace
financinl pedformonce i ako positive and significant (puth coefficient =) 406; p<0iK} |, Therefore, the seconsd
bypedtheses stating that eco-oriented continuous mprovemant mediates the relationship bebwesn  innovation
sirategy and corporate financial performance & supported. Thirdly, the relafionship between eco-oriented culture
and innovation strategy & poseive and | significant {path coefficients0.412; p<O0001 b, innovation sicsegy and eco-
ortented cootimums  improsement s positive amd  signaficant (path cocflciena=0.125; p=lie), and the
relationship between ceo-oriented continuous improevement and corporte financial performanee is also significant
(path coefficient =0.406; p001). Thus, the thind bypothesis stating thar eco-oriented continuous improvermsent
and innovation  straiegy mediate  the rebationship  between  coocariemed cubture and  corporute Financial
performunce = akso supporied,

The direct effect of the relationship between eco-orented culture and corpomte performance belore including
mediating variables shows that the value of b cocfficient o be 039 waith 00 The diveet effect of the
relutionship between cco-oriented culture und corporate pedformance after including mediating variables shows
the spabber value of b coeficient as (0125 with anll significant p=b097 <001 As argued by Baron and Eenny
(1986), a full mediation exists if 8 significant direet effect of the independent variable and dependent vaiiahble
becomes insignificant after controlling For the effects of the mediating varimble, Also, Baron and Kenny | 1986)
claim that a panial medation exists if the relationship between the independent variable and deperdent vanahble
remains significant after contrelling for the effects of the mediting variable. This means that bn this stady,
mnovation sirategy and eco-oriented continuous improvement partially mediate the relationship betwean eco-
criented culture wnd corporate financial performance.,
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Dhirec s Effaci
BOC = OFP G349 | peclkiin 0.5
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Dhrect ENfect
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IST = EC1 0511 | p=iiinl 045
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A, Dhscussion

When the first hypothesis i= supperied, it means thid this sty has provided empirical evidence of the mechanism
on how eco-omented culture affects corporate perfermance through eco-orented  contimeus improvemert. The
finding of descriplive satistics sugpesds Lhat minagers bave a high commitment in achieving o good financial
performunce, This issue = undersood because the company's financiyl performance greatly affects their finongial
condition as employes. Furthermore, managers feel ihe oeed to make cobtinuous improvements in their business
processes, espectully mproducing environmentally freendly proslucts und Green products which are needed to
meet the expectitions of consumers who are increasingly concerned about the environmentul ssues, The low
highly rating of eco-ofented culture by mimagers suggests thot the implementation of organizitional colture
which includes the envirenimental Baues 1 not strong cnough at the 50Es and its subsidiariog W Indonesia, This
explains why Indonesia sill faces vast environmental problems. I is suggested thar the management of the S0Es
und its subsidiaries build o strong eco-oriepted culure in order w0 take advantoge of the coming of the green
consumers ¢rd and the threat of eco-orienied competitors. Eoo-orented caliuvre and eco-oriented continuons
improvement cin be used os the ssurce of competitive advantage o face the global competitors stating 4o flood
the Indonesisn market.

o
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The low highly ratings of eco-orented culture alse suggests that managers of the SOEs and subsidiories m
Indonesia have a relatively above-average concern on the mmportance of coo-oriented ailtre in relaton o eco-
orkented continmous improvement awnd financeal perfornanee. They view that culiure & important for improving
the business processes and the finencial success of their company, They realize that having an organicational
culture which includes environmental conoerns & crucial to building habits in the daily management activites.
Althongh now they don't have o strong eco-oniemed culiure, manogers tend 10 perceive that gubiure will drive their
company @ comtinuowsly make nprovements o eovioamentally friendly peoducts and programs in oader to
pchieve fimancial success, This resuli conchides the path thit the stronger the eco-oriemted culture, the better is the
ceg-ongnted continuous improvement, and then the better is the corporate fnancial peiformancs. This finding
suppocts and estends the results of the previsus studies by Jabaoun (2000 ), Zehir et al. (200 1), Chanegee et al.
(2005), and Chen (2015),

The second path to excellent corporute fmancial performance 15 to have o good understandimg of the mechanism
ot hew  inoovation  stategy  affects  corporate  financial | perfmance  through eco-odiented  continuous
mmprovement. The modemte ruting of moovation stmteny reflects that the managers of the 50Es and ibeir
subsidiaries in Indopesia hivve above-average concerns on the importonces of innovation os strategy . This hinding
sugpests that managers foel the need for their company to have an inpovation sieategy as a means to deal with the
dynamics of a rapudly chonging business environment. Ceood mnevations menviconmentally friendly products
ond progrioms will guarantee the continuity of the company, The company may become the first mover as the
green innevidor and enjoy 1= compefitive advantoge position. The mmovation capabilily mu=t be contimousky
gnecuied in the daily business processes, and then it will lead 1o customer satsfactbon and financial success. This
finding ix in lime with the pesulis of the previous studies by Nybakk and Jenssen (2002), Karabulut (20005}, and
Chuam and Lin (2007

Finally, the third puth b excellent corporate financial pertormanes can be achieved by understanding the
rechanism of how i wse both ineovation strategy and eco-eriented continuous improvement in the selatkonship
between eco-oriented colture ond financiol performance, As stuted by Kaphin and Morton (2004), excellent
finoncinl performonce needs revenue stregy and cost strdepy, Every monoger understands that revenoe
improvements can be achieved through delivering the right value proposition o cwiomers, including eco-
pwareness or preen customers, Then, the managers will align their business processes, especiilly customer
mamagemenl proocsses and opention management processcs o mect the cor-oreented cosbianers and  always
contmuously make improvements, To penerate a pood indernal business process, the managers need the readiness
of human capital, information capital and erganization capital (M. Chen, 2005, Kaplan & MNoeston, 20053, Culture
iz one strtegic clement in organtzation capitnl that provides o foundution for members of the oreanization o work
with a frusted mansgement phibssophy {Posner, Kovzes, & Schmidt, 1985} Without the presence of o strong
ooganizational cultune, the company does oot have a solid foundation v developing and executing innovatbon
sirategbes as well us muking cortinuous moprovements so that it owill be difficult o achieve o good financial
performance, The understanding of the thisd path to excellent corporate financial performance in the era of green
stakebaldens, melading customers and green competitors 15 enaial For mansgers, including the managers of the
S0Es apd their subsidianes in Indonesia. This result suppons and expands the sesulis of previons sudics by Bapst
[ 199:4): Calantone ef al. (2002 ): Kaasa (2017} Rafailidis et al. (2007, and Prim et al. (2017).
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Conehasions

blany previous studies have been conducted 1o find evidenoe of the direct mpact of organizational cubure or
strategbes or continuous impmovemsnt on finencial perfermoance (Cox, Friedman, & Tribunella, 2001 Hillestod,
Xie, Haogland, & Hillestad, 2000; Posner, Kouzes, & Schimidi, [985). However, very ravely are sudies
conducied i seek the mediming effect of innovation simtegy and continuous improvement on the culiune-
financial perfomuince relationship, especially in the context of envicormental awareness (coo-ofientation) and in
i eveloping country | Soewameo, Tiahjodi, & Fithronti, 2009,

Using & sample of 103 SOES imnpagers, this stiudy has provided empincal evidence of the resounce -based view
(BBYY This study employs o varance-hmed or partinl least squanes structural eguition nmd-n’rmg o test the
Fpotheses, The results show the following, Firstly, this sudy proves that eco-cricnted sontinuous improvenssnt
partinlly mediates the rdutionship between eco-oriepted culture and corpomate financial performance. Secondly,
thiz study confions that eco-oficnted continusus improvessent parially medistes the relathonship bewween
mnowvatinn strntegy and corporate fmancial performance. Thindly, this study also proves that eco-omented
contmuaons amprovemend and innevation stategy partiolly mediate the relatonzhip between eco<oriented culiure
and corporate Enancial performiine:,

This smdy makesz an origine] contribation i kerms of seckmg the mediating effects, bulding a more
comprehensive model, focusing on eco-oneniation and setfing research in o developing country, The mesulis help
fanagers 1o understand the importance of eco-arientation and awareness in their company and how o wse it 0
achicving a better performance. This bmplies that managers of the 50Es need o build & strong eco-ormentbed
culture, tov develop ond execuie innovation strategy, fo implement thot cubure ond inpovation 0 continuous
process. inpaoements, so teat it will dive financial performance. This encourages managers o have a more
comprehensive amd holistic understanding of o value creabion process

This study has the Tollowing limitations: Firstly, this research is copducted in Indonesia and uses minagers of the
S0z und their subsidiaries as sample, therefore it limits the genembization. To mmprove the  peneralizition,
future research muost be conducted m other countries with different cultures and regulations as well as marmgers
in_publicly lsted companies, Secondly, using questonnaires to obain datn from the manogers” percepiion may
raise lhe Bsue ol cognitive bias, In the fubure, mescarchers cam wse seeoondary data even thooeh this ie also
difficult due to the Esue of proxies and messurements oz well @ confilentiol data gathering. Thirdly, in temms of
the analysis method, this sudy emplovs a partial beast squares (PLS) stroctural equation medeling. [t raises the
izsue af cuusulity, and therefore o future study could employ other approaches such us experimentation. The
masdel and hypotheses of this study can still be wsed by future reseanchers with the addition of other vanahles
such & eco-ortented creativity and legitimacy.
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