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Abstract: The main objective of this research is to demonstrate empirically the effect of environmental
commitment on financial performance through green innovation in the manufacturing companies listed in
Indonesia Stock Exchange (IDX). This research was conducted by examining the effect of environmental
commitment that refer to 1ISO 14001 as a independent variable on financial performance of the company that
using return on equity (ROE) as a dependent variable through green process innovation and green product
innovation as a mediating variable.

Samples were taken from the financial statements companies listed in Indonesia Stock Exchange (IDX) in
2014-2016. The sample was selected using sensus sampling method and acquired 202 companies. Using SPSS
version 20 with the method of path analysis completed by hierarchial regression analysis with a significance
level of 5% specified.

The results of this study show that environmental commitment have positive and significant effect on financial
performance mediated by green process innovation, but green product innovation has not succeeded in
mediating the effect of environmental commitment on financial performance.

Keywords: Environmental Commitment, Green Process Innovation, Green Product Innovation, Financial
Performance

1. INTRODUCTION

The issue of environmental pollution in the industrial is main concern to parties in Indonesia. The
Ministry of Industry of the Republic of Indonesia also explained through a presentation by Munandar
(2017: 161) that the global consumption trend for 40 years towards resources has increased by 3 times
from 1970 as much as 20 billion tons, then for 2010 it increased to 70 billion tons and 2050 is
predicted to increase by 180 billion if there is no lifestyle change.

The Government of Indonesia through the National Development Planning Agency (BAPPENAS)
prepared a National Medium Term Development Plan (RPJMN) with the theme "green" as a form of
commitment in promoting sustainable development in Indonesia by placing the environment and
natural resources as the main development concerns. This is because Indonesia has become an
important country in the Masyarakat Ekonomi Asean (MEA) which allows foreign companies to
market their products and services in Indonesia and make it easier for foreign investors to invest in
Indonesia. Based on this phenomenon, the Indonesian government must have a strategy to increase
industrial competitiveness by being open to international issues. One international issue that has
received attention today is the existence of a green industry (Atmawinata, 2012). Green industries
support environmentally friendly industries, companies must be able to prevent large environmental
damage from production activities by creating an environment-based innovation. This is known as
green innovation.

In implementing the practice of green innovation, companies must be supported by a company
commitment to the environment. The existence of environmental commitment is a source of support
for companies to adopt new environmental programs and to improve the company's environmental
strategy (Sarkis et al., 2010). According to Suasana and Ekawati (2018) and Chang and Chen (2013)
show that the higher the company's commitment to safeguard the environment in its business
activities, the better the application of green process innovation and green product innovation in the
company.
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The application of green process innovation and green product innovation in companies can increase
competitiveness for companies. Green process innovation creates environmental friendliness through
effective production processes by using raw materials and energy efficiently so as to reduce
production costs. Reducing production costs can provide benefits for companies to increase profits
that can provide an increase in financial performance (Kucukoglu and Pinar, 2015). The results of
research by Alhadid and Rumman (2014) also provide empirical evidence that green process
innovation has an influence on improving financial performance. The existence of green product
innovation is a unique tool for marketing activities because of the increasing market share of the
company (Kucukoglu and Pinar, 2015). In addition, the company also has a cost-leadership strategy.
Increased market share and cost-leadership strategies have an impact on increasing corporate profits
that can achieve better financial performance (Sudaryati and Amelia, 2015).

Better financial performance is also carried out through cost-leadership strategies and product
differentiation strategies which are the result of the application of green product innovation in the
company (Caracuel and Mandojana, 2013). In accordance with research conducted by Ar (2012) and
Miroshnychenko et al. (2017) provides empirical evidence that the company's green product
innovation can improve financial performance.

Therefore, green innovation which consists of green process innovation and green product innovation
in this research plays a role in mediating the influence of environmental commitment on the
company's financial performance. Research conducted by Ryszko (2016) provides empirical evidence
that green process innovation and green product innovation can mediate the influence of
environmental commitment on financial performance. Research by Grekova et al. (2013) also shows
empirical evidence that green process innovation has succeeded in mediating the influence of
environmental commitment on financial performance, but green product innovation has not proven to
mediate this relationship.

Caracuel and Mandojana's (2013) research provides the opposite results. The existence of green
innovation cannot run optimally because of knowledge gaps, unwillingness to take risks in the market,
and inadequate government support. Chang (2011) and Fitriani (2017) also provide empirical
evidence that innovation does not directly benefit the company because it requires a long time so that
innovation can be beneficial to the company's performance.

Based on the explanation previously described and the research gap or inconsistency of results in
previous studies, it is important to research further about the influence of environmental commitment,
green process innovation, green product innovation and its impact on financial performance in
Indonesia, considering that Indonesia is a developing country. In addition, a few previous studies have
also examined this topic, especially in Indonesia.

2. THEORY FOUNDATION AND DEVELOPMENT OF HYPOTHESES
2.1. Institutional Theory

DiMaggio and Powell (1983) describe Institutional Theory based on the assumption that the
environment requires companies in two different ways. First, demands are technical or economic so
that the organization must be efficient and effective in producing and supplying goods and services.
Second, demands that constitute social and cultural legitimacy of the community so that the
organization must be in accordance with the values, norms, rules and beliefs held by the community.
Organizational adaptation is not only internal efficiency, but conformity with values in society.

2.2. Legitimacy Theory

Deegan (2002) defines Legitimacy Theory as a condition in which the value system applied by an
entity is in line with the broader community value system. If the company has communicated with the
community so that it knows the true hope of the community. Furthermore, the company managed to
build this perception and implement an environmentally friendly innovation strategy that is good, so
that the company has succeeded in gaining legitimacy. With the company's commitment to the
environment and green innovation, companies are easier to get legitimacy from the community.

2.3. Effect of Environmental Commitments on Financial Performance

Environmental commitment has a very important role in achieving financial performance. Based on
Legitimacy Theory focuses on the interaction between the company and society (Aziza, 2014). To
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gain legitimacy, companies really take proactive environmental actions that are reflected in the
company's commitment to the environment (Henriques and Sadorsky, 1999).

Environmental commitment can attract public sympathy, resulting in increased public attitudes
towards the company (Agustina and Fauzi, 2016). By meeting the expectations of stakeholders
proactively and aligning them with the company's commitment to the environment, the company will
experience improved performance (Menguc and Ozanne, 2005).

This is supported by research by Ozzie and Malelak (2015), Cui et al. (2015), Yahya and Ha (2013),
Azorin et al. (2009), Benito and Benito (2005), and Menguc and Ozanne (2005) that the application of
environmental commitments in companies can be proven to improve financial performance. Based on
the description above, the following hypothesis is formulated:

H1: Environmental commitment has a positive effect on financial performance.
2.4. Effect of Environmental Commitment on Green Process Innovation

It is based on institutional theory, where the social environment demands the company to two
different ways. First, encourage companies to be efficient and effective in producing and supplying
goods and services. Secondly, encouraging companies to be in accordance with the values, norms,
rules and beliefs held by the community.

Companies that need to develop a commitment. The company's commitment can effectively stimulate
the practice of green innovation in the company (Burki and Dahlstrom, 2017). According to
Atmosphere and Ekawati (2018) the higher the company's commitment to safeguarding the
environment in its business activities, the better the application of green process innovation. The
existence of green process innovation encourages efficient and effective companies in producing and
supplying goods and services and encouraging companies in accordance with the values, norms, rules,
and beliefs adopted by the community. Where the values are embraced by the community is the
protection of the ecosystem in the long run.

The same thing was also revealed in the study of Burki and Dahlstrom (2017), Richey et al. (2005),
and Chang and Chen (2013) that a company's environmental commitment can affect green process
innovation. But it is not in line with the research conducted by Caracuel and Mandojana (2013)
explaining that environmental innovation is not running optimally because of knowledge gaps,
unwillingness to take risks in the capital market, and inadequate government support. Based on the
description above, the following hypothesis is formulated:

H2: Environmental Commitment affects Green Process Innovation
2.5. Effect of Environmental Commitment on Green Product Innovation

Based on Legitimacy Theory, encouraging social value in a company must be in accordance with the
values, norms, rules and beliefs held by the community. Therefore, the company needs to develop a
commitment to support companies to make environmentally friendly innovations. Commitment
encourages the fulfillment of the expectations of stakeholders so that it can encourage the practice of
green innovation more optimally in the company

Companies with a high commitment to the environment influence the achievement of green process
innovation in the company because of the pressure from stakeholders to care for the environment
(Kassar and Singh, 2018). The application of green product innovation is done by redesigning
products to be environmentally friendly, modifying product components and intervening after the sales
process to reduce the amount of waste and packaging for customers is called green product innovation.

The same thing was expressed in the research of Atmosphere and Ekawati (2018), Burki and
Dahlstrom (2017), and Chang and Chen (2013) that environmental commitment of a company can
affect green product innovation. But it is not in line with the research conducted by Wagner (2008)
environmental commitment has no significant effect on green product innovation. Based on the
description above, the following hypothesis is formulated:

H3: Environmental Commitment has an effect on Green Product Innovation
2.6. Effect of Green Process Innovation on Financial Performance

Green process innovation builds environmental friendliness and effective production processes by
using raw materials and energy efficiently (Kucukoglu and Pinar, 2015). The efficient use of raw
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materials and energy will have an impact on reducing production costs. Reducing production costs
will provide benefits for companies to increase profits generated due to low production costs.
increasing the practice of green process innovation has an impact on improving financial performance
as well.

This is consistent with research conducted by Fitriani (2017), Alhadid and Rumman (2014), and
Chang and Chen (2013) which provide empirical evidence that green process innovation can affect
financial performance. But it is not in line with research conducted by Chang (2011) and Gunday et
al. (2011) provide empirical evidence that companies that do innovation do not directly benefit the
company's financial performance. Based on the description above, the following hypothesis is
formulated:

H4: Green Process Innovation affects financial performance
2.7. Effect of Green Product Innovation on Financial Performance

Green product innovation has an important role in improving the company's financial performance.
Kucukoglu and Pinar (2015) added the existence of green product innovation as a unique tool for
marketing activities by increasing market share continuously. In addition, there is a cost leadership
strategy. This has an impact on increasing corporate profits (Sudaryati and Amelia, 2015).

Chen et al. (2012) explained that green product innovation is an advantage for companies to conduct
differentiation strategies. Companies that pioneered green product innovation can gain competitive
advantage, and enable them to sell environmentally friendly products, to improve their company's
reputation, and to create new markets (Chen et al., 2006).

Results of research by Kucukoglu and Pinar (2015), Ar (2012), Miroshnychenko et.al (2017), Chang
and Chen (2013) and Tang et al. (2018) provides empirical evidence that the application of green
product innovation can affect the company's financial performance. But not in line with the research
conducted by Caracuel and Mandojana (2013) and Fitriani (2017) which provides green product
innovation does not have a significant effect on financial performance. Based on the description
above, the following hypothesis is formulated:

H5: Green Product Innovation affects financial performance

2.8. Effect of Environmental Commitment on Financial Performance through Green Process
Innovation

According to research by Grekova et al. (2013), the existence of green process innovation can mediate
the influence of environmental commitment on financial performance. This is because the optimal
application of green process innovation must be supported by the company's commitment to care for
the environment or what is called environmental commitment. The commitment shows the respect of
companies that will encourage companies to innovate environmentally friendly processes.
Environmentally friendly process innovation, companies can minimize production waste and improve
resource efficiency (Chang, 2011). This can increase productivity and efficiency in the company so
that it has an impact on financial performance.

Therefore, green process innovation plays an important role in mediating the influence of
environmental commitment on the company's financial performance. This is consistent with research
conducted by Ryszko (2016), Burki and Dahlstrom (2017) and Grekova et al. (2013) which shows
that green process innovation is a mediating variable. Therefore, the hypothesis formulated:

H6: Environmental Commitment influences Financial Performance through Green Process
Innovation

2.9.Pengaruh Environmental Commitment Terhadap Kinerja Keuangan Melalui Green
Product Innovation

According to Grekova et al. (2013), the existence of green product innovation can mediate the
influence of environmental commitment on financial performance. This is because the optimal
application of green product innovation must be supported by the company's commitment to care for
the environment or what is called environmental commitment. When a company carries out an
environmental strategy in the form of commitment can result in an increase in public attitudes towards
the company (Agustina and Fauzi, 2016). With the increasing public attitude towards the company, it
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can encourage better financial performance because these environmentally friendly products are
attractive to consumers or customers who care about the environment so that it increases sales that
will provide better financial performance.

In addition, green product innovation can increase market share and make companies have cost
leadership strategies and differentiation strategies. Therefore, green product innovation plays an
important role in mediating the influence of environmental commitment on the company's financial
performance. This is consistent with research conducted by Ryszko (2016) and Burki and Dahlstrom
(2017) which show that green product innovation is a mediating variable. But it is not in line with
research conducted by Grekova et al. (2013) and Aznar et al. (2016) where green product innovation
cannot be a link between the influence of environmental commitment on financial performance.
Therefore, the hypothesis formulated:

H7: Environmental Commitment influences Financial Performance through Green Product
Innovation

3. RESEARCH METHODS

The study uses a quantitative approach that aims to prove the hypothesis that has been proposed
through path analysis (path analysis) with stepwise regression analysis with SPSS 20 software to help
the author in the data processing process.

The study population uses 435 manufacturing companies that have been listed on the Indonesia Stock
Exchange (IDX) with the 2014-2016 period. Using the sampling census method, 202 companies were
obtained.

4., OPERATIONAL DEFINITION
4.1. Environmental Commitment

In this study, environmental commitment is an independent variable. Environmental commitment
measurement refers to research conducted by Nishitani (2009) using 1SO 140001 as a proxy for
environmental commitment variables in companies with dummy variables, where the number 1 (one)
shows companies that already have 1SO 14001 certification and the number O (zero) indicates the do
not have 1ISO 14001 certification.

4.2.Financial Performance

In this study, financial performance as a dependent variable. Using ROE as a measurement of
financial performance is calculated using the following formula.

Profit After Tax

0,
Total Equity x 100%

Return on Equity =

4.3.Green Process Innovation

In this study, green process innovation is a mediating variable. Measurement uses the approach taken
by Peters (2005) with the following formula:

Green Process Innovation =

(Energy Costs it + Raw Material Costs it) — (Energy Costs it— 1 + Raw Material Costs it — 1)
Sales (it—1)

4.4.Green Product Innovation

In this study, green product innovation is a mediating variable. Measurement uses the approach taken
by Peters (2005) with the following formula:

Net Cash flow operation It— Net Cash Flow Operation (It—1)
Sales (It—1)

Green Product Innovation =

4.5. Debt to Equity Ratio

In this study, debt to equity ratio (DER) was the control variable. According Sudana (2009: 23) debt
to equity ratio is formulated as follows:

Total Liabilities
DER=——F—
Total Equity
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4.6.Firm Size

In this study, firm size (SIZE) as a control variable. According to Miroshnychenko et al. (2017)
formulated as follows:

SIZE = Log (total asset)
4.7. Data Analysis Technique

This study uses path analysis techniques (path analysis) with stepwise regression analysis using SPSS
20. Before doing regression analysis several steps and analysis tools are needed. First do the
descriptive statistical method. Secondly, the classical assumption (normality, multicollinearity, and
heteroscedasticity) was tested and the hypothesis was tested.

4.8.Path Analysis Model

To test the direct influence of the environmental variable on the dependent variable (financial
performance) in this study using several regression models, among others:

Regression Model 1 :

PROCESS =R, ISO + 3,DER + B3 SIZE + e

Regression Model 2 :

PRODUCT =3, ISO + B DER + 34 SIZE + ¢

Regression Model 3 :

ROE =3; ISO + B PRODUCT+ Ry PROCESS + 3;y DER + R;; SIZE+e

Information :

PRODUCT = Green Product Innovation

PROCESS = Green Process Innovation

ISO = IS0 14001 (environmental commitment)
ROE = Return on Equity (Financial Performance)
B1- Pu = Regression Coefficients

DER = Debt to Equity Ratio

SIZE = Size Company

5. HYPOTHESIS TESTING
5.1.Direct Influence Testing

To test the direct effect of the independent variable (environmental commitment) on the dependent
variable (financial performance) in this study using the t test.

5.2. Indirect Influence Testing

Testing the indirect effect of the independent variable (X) on the dependent variable (Y) through the
mediating variable (Z) in this study can be done by testing developed by Sobel (1982) known as sobel
(sobel test).

6. RESULTS AND DISCUSSION
6.1. Descriptive Statistics Results

Table2. Descriptive statistics

N Minimum Maximum Mean Std. Deviation
ROE 202 | -.333966 .367504 05261674 105759514
PROCESS 202 | -.402919 .297640 -.01294467 118994121
PRODUCT 202 | -.297911 430251 .00854778 .103390256
ISO 202 | 0 1 .50 501
DER 202 | -1.947166 5.390170 1.04081940 1.039807560
SIZE 202 | 10.602934 13.965783 12.32147148 .653048312
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6.2. Classical Assumption Test Results
Table3. Normality Test Results

Model N Kolmogorov-Smirnov Z Asymp. Sig. (2-tailed) Conclusion
1 202 1.043 0.226 Normal
2 202 1.207 0.108 Normal
3 202 0.586 0.882 Normal

Source: processed data, 2018

These results indicate that the regression model 1, regression model 2, and regression model 3 built in
this study have data that is normally distributed because of the value asymp. Sig (2-tailed) > 0,05.

Table4. Multicollinearity Test Results

Dependent Model 1 Model 2 Model 3 Conclusion
Variable Tolerance | VIF Tolerance | VIF Tolerance | VIF B "

Iso 0.736 1.358 0.736 1.358 0.718 1.393 | No
Nulticollinearity

PROCESS 0.954 1.048 No
Nulticollinearity

PRODUCT 0.995 1.005 No
Nulticollinearity

DER 0.926 1.080 0.926 1.080 0.923 1.084 | No
Nulticollinearity

SIZE 0.692 1.445 0.692 1.445 0.691 1.448 No
Nulticollinearity

Source: processed data, 2018

The multicollinearity test results in table 4 show that the regression model 1, regression model 2, and
regression model 3 that was built in this study did not experience multicollinearity problems because
the results of multicollinearity tests showed tolerance values> 0.1 and VIF values <10.

Table5. Heteroscedasticity Test Results

Dependent Model 1 Model 2 Model 3 Conclusion
Variable t Sig. t Sig. t Sig. ] )

ISO -1.661 0.109 -1.457 0.147 0.045 0964 | No
Heteroscedasticity

PROCESS 1.328 0.186 No
Heteroscedasticity

PRODUCT 1.519 0.130 No
Heteroscedasticity

DER 0.199 0.843 1.892 0.060 1.206 0229 | No
Heteroscedasticity

SIZE -1.767 0.079 0.853 0.394 -0.281 0.779 | No
Heteroscedasticity

Source: processed data, 2018

Glejser test results in table 5 for regression model 1, regression model 2, and regression model 3 show
the value of the probability of significance above the 5% confidence level. These results show the
regression model 1, regression model 2, and the regression model 3 in this study does not contain the
symptoms of heteroscedasticity because the significance value is more than the 5% confidence level.

6.3. Estimation of Path Analysis Results
6.3.1. Estimated Results of Model 1

Model 1 of this study was conducted by multiple linear regression test which was conducted to
examine the effect of environmental variables on the mediation variable. The results of multiple linear
regression for model 1 are presented in table 6 below:

Table6. Results of Model 1 Multiple Linear Regression Analysis

Model Unstandardized Coefficients Standardized Coefficients t Sig.
B Std. Error Beta
1 | (Constant) | -.159 181 -.879 .381
ISO 041 .019 172 2.125 .035
DER .005 .008 .042 .584 .560
SIZE .010 .015 .054 .644 .520

Source: processed data, 2018
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Based on the results contained in table 6, the regression equation can be arranged as follows:
PROCESS =0.172 ISO + 0.042 DER + 0.054 SIZE + ¢
6.3.2. Estimated Results of Model 2

Model 2 of this study was conducted by multiple linear regression test which was conducted to
examine the effect of environmental variables on the mediation variable. The results of multiple linear
regression model 2 are presented in table 7 below:

Table7. Results of Model 2 Multiple Linear Regression Analysis

Model Unstandardized Coefficients Standardized Coefficients t Sig.
B Std. Error Beta
1| (Constant) | .012 160 .076 .939
ISO .011 017 .054 .658 511
DER .005 .007 .046 .622 .534
SIZE -.001 013 -.007 -.084 .933

Source: processed data, 2018

Based on the results contained in table 7, the regression equation can be arranged as follows:
PRODUCT=0.054 I1SO + 0.046 DER - 0.007 SIZE + e

6.3.3. Estimated Results of Model 3

Model 3 of this study was conducted using multiple linear regression tests to examine the effect of
environmental commitment, green process innovation, and green product innovation on financial
performance. Model 3 simple linear regression results are presented in table 8 below:

Table8. Results of Model 3 Multiple Linear Regression Analysis

Model Unstandardized Coefficients Standardized Coefficients t Sig.
B Std. Error Beta

1 | (Constant) | -.286 142 -2.008 .046
PROCESS | .270 .056 .303 4.824 .000
PRODUCT | .133 .063 .130 2.115 .036
ISO .035 .015 .165 2.283 .023
DER -.025 .007 -.248 -3.873 .000
SIZE .028 012 175 2.372 .019

Source: processed data, 2018

Based on the results contained in table 8, the regression equation can be arranged as follows:
ROE = 0.303 PROCESS + 0.130 PRODUCT + 0.165 ISO — 0.248 DER + 0.175 SIZE + ¢
7. HYPOTHESIS TEST RESULTS AND DISCUSSION

7.1. Effect of Environmental Commitment on Financial Performance

The results of the statistical tests in this study indicate that environmental commitment has a positive
effect and proved significant to financial performance so that hypothesis 1 (H1) is accepted. This is
consistent with research conducted by Cui et al. (2015), Yahya and Ha (2013), Azorin (2009), Benito
and Benito (2005), Menguc and Ozanne (2005), and Lee and Miller (1999) that environmental
commitment has a positive effect and is proven to be significant in financial performance.

The results of this study reject the results of research conducted by Aznar et al. (2016). Environmental
commitment in the company does not show a significant relationship with the company's performance
due to a lack of proactive consumer attitudes so that the differentiation of companies with environmental
commitments will not result in better financial performance. The results of this study also rejected the
results of Cui et al. (2015) which shows a negative relationship between commitment to environmental
issues and profitability because the commitment makes a burden on small companies.

7.2. Effect of Environmental Commitment on Green Process Innovation

The results of the statistical tests in this study indicate that environmental commitment has a positive
and significant effect on green process innovation so hypothesis 2 (H2) is accepted. The research
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conducted by Atmosphere and Ekawati (2018) shows the results that the higher the company's
commitment to safeguarding the environment in its business activities, the better the application of
green process innovation. This is supported by research conducted by Burki and Dahlstrom (2017)
and Chang and Chen (2013) which provide empirical evidence that environmental commitment has a
positive effect and has proven significant towards green process innovation.

The results of this study reject the results of research conducted by Caracuel and Mandojana (2013)
explaining that environmental innovation is not running optimally because of knowledge gaps,
unwillingness to take risks in the capital market, and inadequate government support. The existence of
environmental commitments carried out through an environmentally friendly innovation process
(green process innovation) cannot run optimally in the company.

7.3. Effect of Environmental Commitment on Green Product Innovation

Subsequent statistical test results in this study indicate that environmental commitment has a positive
but not significant effect on green product innovation so hypothesis 3 (H3) is rejected. Grekova et al.
(2013) explained that additional skills and knowledge are needed in innovation because of the high
complexity of innovation related to the environment compared to other innovations. Especially green
product innovation is considered more complex than green process innovation. Therefore, innovation
in products cannot be performed optimally through a commitment because green product innovation
is considered more complex than green process innovation for companies.

According to Cui et al. (2015), the existence of environmental commitment makes the burden on
companies, especially in developing countries. Thus, ownership of ISO 14001 certification in the
company as a form of environmental commitment cannot influence the company to innovate
environmentally friendly products. This is in accordance with the research conducted by Wagner
(2008) Environmental commitment has no significant effect on green product innovation.

The results of this study reject the results of research conducted by Kassar and Singh (2018),
Atmosphere and Ekawati (2018), and Chang and Chen (2013) where companies with a high
commitment to the environment influence the achievement of green process innovation in the
company.

7.4. The Effect of Green Process Innovation on Financial Performance

The results of the statistical tests in this study indicate that green process innovation has a positive
effect and is proven to be significant towards financial performance so that hypothesis 4 (H4) is
accepted. Research conducted by Alhadid and Rumman (2014) and Chang and Chen (2013) which
provide empirical evidence that green process innovation has a significant positive effect on financial
performance.

The production process is redesigned to reduce energy and water use, replace conventional energy
sources with the latest energy more efficiently, and prevent water, soil and air pollution (Grekova et
al., 2013). This improvement has the potential to reduce operational costs, save waste management
costs, and increase productivity and efficiency so that an increase in profits is followed by an increase
in the company's financial performance.

The results of this study reject the results of research conducted by Chang (2011) and Gunday et al.
(2011) provide empirical evidence that companies that do innovation do not directly benefit the
company. This is because in the innovation process requires the development of knowledge and
technology that requires a large cost in carrying it out. Large costs have an impact on the decline in
the company's performance in the short term, due to the large costs incurred for new technology.

7.5. Effect of Green Product Innovation on Financial Performance

The results of the subsequent statistical tests in this study indicate that green product innovation has a
positive effect and is proven to be significant towards financial performance so that hypothesis 5 (H5)
is accepted. The results of this study are consistent with research conducted by Ar (2012), Alhadid
and Rumman (2014) and Chang and Chen (2013) which provide empirical evidence that green
product innovation has a significant positive effect on financial performance

Products are designed to minimize environmental impacts during the life cycle of these products, such
as avoiding the use of raw materials containing chemicals and toxins and minimizing the use of
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product resources so as to create efficiency in the allocation of operational costs that can improve
financial performance. In addition, the results of the new products and products that have been
developed do not have many competitors so the company can determine the high price level of new
products resulting from these innovations because there are no competitors who can provide low
prices on similar products so that green product innovation can increase company financial
performance.

The results of this study reject the results of research conducted by Caracuel and Mandojana (2013)
explaining that green innovation does not run optimally because of knowledge gaps, unwillingness to
take risks in the capital market, and inadequate government support. In addition, the results of
Fitriani's (2017) research also provide results that green product innovation does not have a significant
positive effect on financial performance.

7.6. Effect of Environmental Commitment on Financial Performance through Green Process
Innovation

The results of the Sobel Test and mediation requirements by Baron and Kenny (1986) show that green
process innovation is able to be a link between the influence of environmental commitment on
financial performance so that hypothesis 6 (H6) is accepted. The application of green process
innovation can mediate the influence of ISO 14001 on the company's financial performance. Research
conducted by Grekova et al. (2018) and Ryszko (2016) provide empirical evidence of a significant
positive influence on green process innovation in mediating the relationship between 1SO 14001 and
company performance.

The existence of ISO owned by the company shows that the company has fulfilled its commitment to
the environment so that the company has fulfilled the legitimacy of the community. The fulfillment of
this legitimacy makes it easier for companies to get support from stakeholders so that the application
of green innovation is more optimal. Implementation of green process innovation will reduce
operational costs, reduce waste management costs, and increase productivity and efficiency so that an
increase in profits is followed by an increase in the company's financial performance.

7.7.Effect of Environmental Commitment on Financial Performance through Green Product
Innovation

The results of the Sobel Test and mediation requirements by Baron and Kenny (1986) show that green
product innovation is not able to be a link between the influence of environmental commitment on
financial performance so that hypothesis 7 (H7) is rejected. This is consistent with research conducted
by Grekova et al. (2013) and Aznar et al. (2016) where green product innovation is not able to be a
link between the influence of environmental commitment on financial performance, explaining that
additional skills and knowledge are needed to innovate because of the high complexity of green
product innovation rather than other innovations.

Fitriani (2017) provides empirical evidence that the application of green product innovation by the
company cannot be directly felt by the company because it requires a long time so that innovation can
be useful for improving the company's financial performance. Therefore, green product innovation
does not succeed in mediating the influence of environmental commitment on financial performance.
The results of this study reject the results of research conducted by Ryszko (2016) and Burki and
Dahlstrom (2017) which show that green product innovation successfully mediates the influence of
environmental commitment on financial performance.

8. CONCLUSION

The conclusions obtained from the results of the study are the application of environmental
commitments carried out through 1SO 14001 certification can improve the company's financial
performance as measured by return on equity (ROE) through the existence of green process
innovation by the company. However, the application of environmental commitment cannot improve
financial performance through the existence of green product innovation. Environmental innovation
through green product innovation has not been fully implemented optimally in the company. The
company's efforts to innovate the environment are still limited to innovation in the production process.
Innovation in the production process is carried out to create efficient use of energy and resources that
have an impact on reducing costs during the production process.
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