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Abstract. Competing to improve performance causes environmental damage. The 

company ignores the negative impact of its operational activities. As a result, society and 

the environment are affected. The purpose of this study is to determine the importance of 

corporate concern for the environment through the implementation of green innovation 

and green accounting on the performance of manufacturing companies. The research was 

conducted on manufacturing companies listed on the Indonesia Stock Exchange during 

220-2021. Hypothesis testing using multiple linear regression. The total number of 

observations was 304. The results showed that green innovation has a significant effect 

on the impact of green accounting and firm performance. However, the implementation 

of green accounting in financial reporting has an insignificant effect on firm 

performance. Therefore, it can be concluded that the existence of green innovation in the 

production process will improve firm performance and the application of green 

accounting. 

Keywords: Green innovation, green accounting, firm performance, Indonesia Stock 
Exchange. 

1 Introduction 

Climate change and environmental degradation are now a concern for many people. This is 

because it has an impact on activities to health. One of the factors causing this is the pollution 

produced by manufacturing companies to produce goods that aim to fulfil the needs of 

consumers. Companies are required to be able to increase productivity which ultimately 

increases the amount of sales and net profit of the company. But on the other hand, increasing 
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productivity will have a negative impact on the environment such as air pollution, waste, and 

excessive exploitation of natural resources. Therefore, it is important for companies to find the 

right strategy that can increase net profit without damaging the environment. 

The rapid development of technology now provides an opportunity for consumers to be able to 

obtain goods cheaply. In addition, the high demand for goods causes stakeholders to force 

companies to increase their productivity by promising large compensation. As a result, 

environmental damage so that sustainable development will be threatened [1]. Therefore, the 

company must determine a better plan in improving its performance. 

One of the measurements of company performance is through the measurement of return on 

assets and return on equity. This measurement looks at how the contribution of assets and 

equity in generating net income for the company. The majority of investors will measure 

company performance through the utilization of assets and equity owned by the company in 

generating profits. The environment also includes the company's assets so that it becomes an 

indicator in measuring whether the company is able to utilize the environment without 

damaging it. Many factors affect company performance. If previous studies have measured 

company performance through liquidity and solvency ratios. But these ratios only pay 

attention to the internal side of the company without paying attention to the negative impact 

produced on the environment. Nowadays, environmental issues play an important role in 

product selection. The existence of natural disasters such as floods, or prolonged drought is an 

important concern for everyone. This is due to the increase in the earth's temperature evenly 

due to forest burning and pollution generated from both companies and motorized vehicles. As 

a result, some areas experience flooding due to the continuous rainy season and the absence of 

trees and others experience drought due to prolonged drought. As a result, developed and 

developing countries have begun to pay attention to these issues by creating policies and 

regulations that restrict the operations of companies that have a negative impact on the 

environment. One of these is to reduce the use of plastics or the processing of waste that has a 

negative impact on the environment. This is known as green innovation and green accounting.  

Green innovation is the concept of using environmentally friendly technology in the 

production process. It aims to provide companies with facilities related to environmentally 

friendly production processes so that sustainable development can be achieved [2]. The 

concept of green innovation arises due to the many environmental problems caused by the 

activities of companies, so the government and society as consumers need new innovations 

that have a positive impact on the environment [3]. In addition, the awareness of buying 

products that do not harm the environment is an important basis for the emergence of green 

innovations and creates new market opportunities. In addition, strict industry regulations 

encourage firms to produce green innovations in order to reduce reputational risks and 

sanctions [4]. Furthermore, the use of green innovations is a hot topic in the industry today, 

which has a positive impact in the form of cost reduction and increased revenue, where many 

consumers buy environmentally friendly goods and competitiveness between firms [5]. 

Research conducted [6] shows the importance of companies in adopting green innovation 

where it will have a positive impact on the overall quality of life and is very profitable [7]. 

However, research conducted by [8] shows that companies that adopt the concept of green 

innovation do not experience improved financial performance. This finding is also supported 

by [9] that green innovation makes only a small contribution to the company's green portfolio.  

 Another factor influencing corporate performance is green accounting. This concept 

shows the company's responsibility in charging the cost of environmental damage to the 

production process and product costs. Green accounting shows the incorporation of accounts 

in general with explicit recognition in the financial accounting system [10,11] for the 



 

 

 

 

contribution of the environment to human welfare [12], where the company will charge the 

environmental costs resulting from the production process of goods used by consumers. In 

addition, green accounting has emerged as an answer to provide financial and quality 

information on the environmental aspects of the company [13]. The results of the research [14] 

show that the calculation of environmental costs will help to support the sustainability of the 

company and to plan the right capital, where the company still maintains the availability of 

capital in financing operations, but on the other hand the company is not disturbed by the costs 

of preserving the environment. Many companies today have started to apply green accounting 

in their financial systems. For example, research conducted by [13] shows that 80% of mining 

companies in Colombia have implemented green accounting in their financial statements. 

Accounting for environmental costs in the company's financial system will have an impact on 

reducing the burden on the company, which in turn will improve the company's performance. 

This will be supported by consumers, who will give preference to companies that produce 

goods with the environment in mind. ultimately, companies that use green accounting in their 

financial reporting will have a positive effect on company performance. 

This paper discusses the background and builds on the hypotheses discussed in the first 

session. While the second session discusses the theory related to this research. The third 

session explains the use of research methods using the structural equation model (SEM) and 

data sources. The next session explains the findings and discussion of this research. The last 

session explains the conclusions which include the implications of this research and 

references. 

 

2. Literature Review 

Firm Performance 
There are 2 objectives in setting up a company, short term and long term. The short term goal 

of the company is to maximize the profit of the company while the long term goal of the 

company is to prosper the owners of the company, in this case the investors. In order to 

achieve these goals, the company is required to develop the right strategy so that the 

sustainability of the company can run continuously. According to [15] there are three 

categories of corporate sustainability namely environmental, social and economic 

sustainability. Environmental sustainability focuses on the natural environment and resources. 

While social sustainability refers to the social and surrounding people and economic 

sustainability refers to the economic and financial aspects of the company [16]. Ultimately, 

with the implications of sustainable development, companies can increase their profitability 

for the better. The rapid development of technology, but not accompanied by policies to 

protect the environment, causes environmental degradation, so the importance of the role of 

society and government in monitoring and pushing companies through regulations and 

protocols to develop strategies and innovations to preserve the environment [17]. Today, there 

are many strategies that companies can use to increase revenue while being environmentally 

sustainable. Strategies include reducing the use of packaging that has a negative impact on the 

environment, using recycled and biodegradable materials, and adding the cost of maintaining 

the environment to the cost of sales. We see this strategy having a positive impact where many 

consumers prefer products that have a positive impact on the environment. Environmental 

performance can have a significant impact on the financial performance of the company [18], 

which if not a concern of the company, will affect the sustainability of the company [19]. 

Therefore, through new innovations, both strategies, processes and products are expected to 

improve firm performance.  

 



 

 

 

 

Green Innovation 

Green innovation is a hot topic today, not just in one region, but around the world. This is 

because many operating companies have a negative impact on the environment in the form of 

traffic congestion, carbon dioxide emissions, packaging materials that do not decompose in a 

short period of time, the use of toxic materials, and pollutants generated in the production 

process [20–22]. Therefore, many countries have adopted policies to limit production 

processes that have an impact on the environment. As for overcoming these problems by 

producing a new innovation called green innovation. Green innovation is a form of 

contemporary innovation due to the awareness of sustainability and has a positive impact on 

the performance of companies [5]. According to [2], green innovation is a concept that aims to 

facilitate companies to produce environmentally friendly products so that sustainable 

development can be achieved. This is supported by [3] that green innovation is one of the 

strategies to achieve sustainable development in the manufacturing industry that reduces 

damage to the environment. In implementing the green innovation strategy, there are two main 

focuses, namely green technology innovation and green management innovation 

[23,24].Green technology innovation aims to combine green knowledge with technology [25], 

while green management innovation aims to restructure a new management system that 

improves the production process without having a negative impact on the environment [23]. In 

addition, green innovation includes innovation in new processes, tools, systems and products 

that add value to the company, which aims to reduce the negative impact on the environment 

[26–28]. Through green innovation, it is expected that the world's concerns about processes, 

systems or methods and products that have a detrimental impact on the environment will be 

resolved, so that ultimately the company will improve its performance by increasing the 

amount of revenue. Finally, green innovation also helps to improve the quality and 

performance of the company in terms of efficiency [7] and company sales [29].  

 

Green Accounting 

Today's environmental problems are the responsibility of many parties, including companies. 

Companies, in carrying out their activities, have negative impacts such as over-exploitation of 

resources, destruction of forests, generation of pollution and other negative effects on the 

environment. As a result, we are now experiencing many natural disasters such as flooding, 

reduced soil fertility and pollution. As a result, the government makes policies and regulations 

that require companies to take responsibility for improving the environment and preventing 

further environmental damage. In this case, the company that develops this strategy is the 

accounting party by making corporate financial planning based on the environment, which is 

called green accounting. Green accounting aims to provide information on the impact of the 

company's operations on the environment and its impact on the company's continuation [13]. 

This is also clarified by going through this system regulates everything accounting system in 

developing and clarifying the environment that aims to prevent and protect, environmental 

liabilities, environmental income and costs. Ultimately, through the implications of green 

accounting, it is expected to support government policies and can be integrated with 

environmental data in the company's general accounting system [10,11]. Environmental 

accounting is also a tool to provide management with information on differences in 

environmental costs and how they are allocated [30]. Furthermore, environmental accounting 

is a combination of all environmental costs in the company's financial statements, which will 

ultimately have an impact on sustainable development as it requires responsibility towards 

society and the environment [31]. It is hoped that the application of green accounting will give 



 

 

 

 

consumers confidence that the company is consistent with environmental protection, which 

will ultimately improve the company's performance.  

 

3. Research Method 
This research was conducted on the Indonesia Stock Exchange in 2020 and 2021. The research 

was conducted on manufacturing companies listed in this period with the criteria that they 

must report financial statements and participate in the Green Accounting Assessment 

conducted by the Ministry of Environment of the Republic of Indonesia. The number of 

samples in this study was 152 companies with observations for 2 years. The total number of 

observations is 304. This study uses path analysis in hypothesis testing. In using path analysis, 

regression analysis should be used to estimate the cause of a number of relationships based on 

theory [32]. In this analysis, two relationships are used, namely direct and indirect 

relationships, where the direct relationship is where the independent variable directly affects 

the dependent variable. While the indirect relationship is where the independent variable in 

affecting other variables must go through other independent variables. In this analysis there 

are two equations, namely as follows: 

Green Accounting= b0+b1xgreen innovation + e 

Firm Performance= b0+b2xgreen innovation + b3xgreen accounting + e  

 

4. Result and Discussion 
Result 

This study aims to determine the direct and indirect effects of green innovation independent 

variables on firm performance through green accounting. The results of the test are presented 

in Table 1 below.  

Tabel 1. Hypothesis Test 

  Original Sample  T Statistics  P Values 

Green Accounting -> Firm Performance -0.013 0.250 0.803 

Green Innovation -> Green Accounting 0.320 6.239 0.000 

Green Innovation -> Firm Performance 0.130 2.114 0.035 

Model 1 tests the effect of green innovation on green accounting as the dependent variable 

shown in Table 1. Based on the table, it is found that green innovation has a significant effect 

on green accounting, so the hypothesis is accepted. 

In model 2, the independent variables, namely green innovation and green accounting, are 

tested on firm performance. Based on the test results, only green innovation has a significant 

effect on firm performance. While green accounting has no significant effect. Next, the effect 

of green innovation on firm performance is explained indirectly through the effect of green 

accounting. 

Table 2. Indirect Effect 

  Original Sample T Statistics  P Values 

Green Innovation -> Firm Performance -0.004 0.247 0.805 

 

Table 2 shows the effect of green innovation on firm performance through green accounting. 

The analysis uses path analysis. Based on the test obtained that green innovation has no 

significant effect in increasing or decreasing firm performance through green accounting. 

Based on the test results, it shows that the hypothesis is rejected. 



 

 

 

 

 
Figure 1 Path Analysis 

Discussion 

Based on the hypothesis testing, the results show that the implementation of green innovation 

in the company will have a positive impact on several aspects. One of them is the application 

of green accounting. We know that green innovation is the concept of process, product or 

organization based on the environment, where the company does not damage the environment 

in its business operations and implements strategies in the production process that reduce the 

negative impact on the environment. This has implications for the application of green 

accounting. The company is responsible for the company. By applying green accounting, the 

company will calculate the cost of preventing and reducing environmental damage. The 

application of green innovation will encourage companies to act more carefully in the 

production process and report all their expenses and efforts to avoid damaging the 

environment. This is implemented in corporate social responsibility activities, where the 

company's net profit must be distributed to the environment. According to the resource-based 

theory developed by [33], it is said that companies that have high competitiveness must 

increase the use of resources that are difficult to imitate by other organizations. In this way, 

competitive advantage is gained.  It is therefore important to implement green innovation in 

order to gain a competitive advantage over other companies. 

 Green innovation also has a positive impact on corporate performance. Companies 

that implement this concept are seen by the public as having a good vision and mission and as 

being concerned about the environment rather than just profit. Consumers are now more 

careful and concerned about the environment, so they will give preference to companies that 

use environmentally friendly raw materials and use recycled materials. If the company uses 

these raw materials, many consumers will choose the product, and in the end the company's 

profits will increase, which shows increased performance. The findings of this study are in 

line with the research conducted [34–36] which in turn will increase the value of the company 

[37]. 

 On the other hand, green accounting shows no significant effect on firm performance. 

Based on the test results, it is found that there is a negative effect. This shows that companies 

that focus only on increasing sales without paying attention to green innovation will view 

environmental care as a burden that will have an impact on reducing company performance. 



 

 

 

 

The company does not plan well and only implements regulations that may have an impact on 

a decline in performance. Therefore, it is important to plan better by combining different 

strategies in the implementation. The results of this study contradict the research conducted 

that green accounting has a significant impact on environmental performance [38], which in 

turn will have an impact on improving company finances [39,40].  

 

5. Conclusion  
The conclusion that can be drawn from this study is that the application of green innovation 

has a positive and significant effect on the application of green accounting and firm 

performance, where firms that apply this concept will have a competitive advantage over other 

firms in terms of products, processes and organization. On the other hand, if the company 

simply implements the government's green accounting regulations without innovating, it will 

have no impact on the company's performance. Therefore, it is important for companies to 

implement green innovation to increase green accounting compliance, which ultimately 

impacts on company performance and value. 
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