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Abstract. This study aims to determine the effect of the work environment on
employee competency, employee competency on individual performance and the
influence of the work environment on individual performance in SME Keripik Tempe
Sanan Malang. Questionnaires were used for data collection. The sample was 100
employees work in Keripik Tempe Sanan Malang. The sampling technique is
purposive sampling. The analytical method used is Partial Least Square (PLS). The
results showed that the work environment had a significant effect on the competency of
employee, employee competencies had significant effect on individual performance,
work environment had a significant effect on individual performance.
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1. Introduction

Creative industries have an important role in Indonesia's economic growth [1]. The
creative economy sector has exhibited a significant development of 10.14% annually for the
national economy from 2010-2015. Creative industry is an industry that is supported by
individual creativity, skills and talents. This industry develops through the creation and
utilization of individual creative and creative power [2]. Malang is known as an education city
and tourist destination. Malang is now beginning to become one of Indonesia's creative cities.
Various creative industrial activities have been developed in the city of Malang, such as
creative industry related to culinary/food processing sub-sector [3]. One of the well-known
food processing industries in Malang is the tempeh chips processing industry, one of which is
produced in the kampong of Sanan. Tempeh chips or keripik tempe are increasingly known as
typical souvenirs of Malang and are sought after by tourists [4]. Tempeh chip products have
penetrated foreign markets by traditional sales system and by online selling. To support food
production in the food processing sector, the employee work intensity and competencies are
required. Competence shows individual characteristics related to effective performance in
certain work situations. Competence is an important aspect that can support employees in
organizations to have good performance, especially as individuals in the organization [5].

The limitation in employee competency, equipments, and various supporting facilities are
obstacles for SMEs in general. The activity of tempeh chip production for SMEs in Sanan is
done in a home industry that involves the closest people around the house, such as family
members and neighbors in one area [6]. Tempeh chip products have been developed into
various flavors. The owners of this tempeh chip home industry are self-taught and the business
has been carried out for generations [3]. This small industry involves many craftsmen and
generates large revenue. The market demand for these products is quite large, so the quality of
the tempeh chips must be maintained. One of the constraints for the work environment is the
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limited facilities to work quickly and neatly. The success of business activities, especially
SMEs, cannot be separated from the comfortable work conditions and helpful work
environment. According to Haslberger and Thomas [7], the work environment can lead to
situations where employees will have a high sense of connection and will improve general
behavior, abilities, competencies and self-potential to continue working with the organization
as a form of job satisfaction compared to working at other places, organizations, or companies.
A positive work environment increases the spirit to work, but a negative work environment
can reduce work spirit [8].

Individual performance is a result of individual achievements as employees in certain
criteria according to a work objective and work processes in a continuous way both
individually and collectively [9]. Meanwhile, an employee individual performance is an
efficient output and is often associated with productivity that is aimed at optimal results. The
result of work performance is shown by comparing work results with work standards that have
been set. The problem of SMEs in general is related to productivity, especially in the quality
of goods and services produced. The need of employee competency, equipment and various
supporting facilities are generally an obstacle for SMEs.

Some previous researches have discussed the effect of employee competence on
performance at work. Amiroso and Mulyanto [9] explained that knowledge and skills affect
employees’ ability to complete their tasks. However, findings from a research by Yossa and
Zunaidah [10] explains that employee competence does not have a significant impact on their
performance. This is interesting to examine as small and medium enterprises rely their
business activities on their employee supports.

A research by Le and Pham [11] examines the effect of work environment on competence
in a teaching environment in Vietnamese schools. The finding of this study supports the
influence of work environemt in increasing teachers’ competency. Several studies were
conducted on an empirical study of work environment on performance. However, there is no
certain research that discuesses employee competency as an intervening variable between
work environment and performance, especially in SMEs.

The aim of this study is to examine the effect of work environment on employee
performance. This study also examines the influence of work environment on employee
competency and the influence of employee competency on performance. The study is carried
out among the employees who work at the tempeh chips home industry center at Sanan,
Malang.

2. Literature Review

2.1 Work environment

The work environment is a part of the work safety of employees related to field conditions,
which are the most important part in the process of creating a work environment [10]. In their
research, Samani et al [14] explained that organizational success can be described in the field
of work environment conditions, that can have impacts on work results. Yusuf and Metiboba
[15] stated that the work environment is not only physical, but also all members of the
organization in it. The work environment consists of 3 components; they are technical
environment, human environment, and organizational environment. Work environment is an
aspect that is considered a priority in regulating various factors related to the implementation
of work activities in an organization [16].



2.2 Employee competency

Employee competency refers to the employee's skills and is seen through employee
behavior. Employee behavior as a reflection of competence showing what skills employees
have [17]. Oswald [18] explains that competence refers to actions in using the abilities,
knowledge and expertise owned according to established standards. The suitability of the
individual to apply these standards to the field of science that is mastered shows good
competency. Human resource competence reflects the ability of human resource to carry out
the work which is based on the skills, knowledge and attitude of the employee.

2.3 Individual Performance

Individual performance shows that the workforce or individual employees are able to work
responsively, fairly and efficiently to achieve the best performance results, in which
performance is considered to be some combinations equipped with four elements, namely
availability, productivity, competence and responsiveness especially in solving various
production problems [18]. According to Jayaweera [13], performance is a behavior or activity
carried out to achieve organizational goals and objectives to achieve business success,
especially in individuals in completing work tasks. Performance, in particular for individuals,
is obtained by individuals’s achievement in a certain period compared to work standards in
which each organization is required to conduct an evaluation or evaluation to measure the
achieved productivity [9]. Performance has the meaning as a work of quality and quantity that
has been achieved by an employee in carrying out the tasks in accordance with the given
responsibilities [16].

2.4 Hypothesis development

Work environment and employee competency. Antwi [20] explains that employees who
are competent in their organization have the necessary skills, competencies and ability to
express their ideas. They will excel and perform optimally if they are in a favorable
environment. According to Yani and Indrawati [20], the work environment can affect
employee competencies. A supportive work environment will facilitate individuals in
completing the work given. Individuals with a supportive work environment also increase the
self-confidence so that they are encouraged to work optimally. The condition of the work
environment, both physical and non-physical, is considered to be able to create a more
pleasant work situation and to support employees while working. The physical environment
can include the availability of tools to a conducive workspace. Nonphysical environment will
encourage reciprocal communication so that there are messages, information, knowledge, new
thought in the working environment
H1: Work environment has a significant effect on employee competencies

Employee competency and individual performance. Competence is needed to support
specific roles related to job performance [21]. Amiroso and Mulyono [9] explained that the
competencies and characteristics of individuals as employees appear in the form of
knowledge, skills and behaviors, meanwhile an individual employee with decent competence
will perform tasks in a professional, effective and efficient manner. Employees with good
understanding (knowledge), attitudes, and skills are considered capable of controlling
behavior, with a good mindset supported by a high understanding, so various problems related
to obstacles in productivity and performance can be solved as effective and efficient as
possible.



H2: Employee competence has a significant effect on Individual Performance

Work environment and individual performance. Dharmanegara et al [20] explained that
the work environment has an influence on the performance and action of employees in an
organization. A positive work environment has an impact on improving employee
performance. The condition of the work environment with a systematic system of work
standards supported by work tool facilities is felt by employees to able to provide several
impacts, one of which is an increasing productivity. Jayaweera's research [13] explains that the
work environment can have an impact and influence on employee performance. The work
environment is considered to have an impact on individual performance as an employee
(individual performance). The conditions of comfort and good work environments therefore
support the improvement of competencies and employee productivity.
H3: Work Environment has a significant effect on Individual Performance

3. Method

This research use a quantitative method, with a causality approach. Causality approach is a
research approach to see the effect of one variable with another variable. Quantitative methods
use a population research as well as specific samples for a statistical data analysis. This data
analysis is intended to answer the problem formulation and test the truth of the hypothesis
[22]. This study shows a causal relationship between exogenous variables and endogenous
variables. This study examines the influence of the work environment and employee
competencies on individual performance.

The population in this study are all 1750 employees at SMEs Keripik Tempe Malang. The
sample is a small part of the number and characteristics that can represent the population [22].
The respondents to be used in this study are 100 employees. The sampling technique is
purposive sampling. The respondents of this research are based on the criteria of employees
who have been working at Sanan Tempe Chips Malang over one year.

This research uses a Partial Least Square (PLS) analysis. PLS is one of the variant-based
SEM statistical methods that is designed to solve specific data problems, such as small sample
sizes, missing data, and multicollinearity.

4. Result And Discussion

A construct indicator is to meet the convergent validity if it has a loading value of greater
than 0.70, which is used to measure latent variables. The results of convergent validity testing
on work environment variables, HR competencies and individual performance show the
values of greater than 0.70, so the indicators can be declared valid as a measure of its latent
variable.

The discriminant validity of each variable in measuring the items is indicated by cross
loadings. Each indicator has a cross loading (of the dimensions or variables measured) greater
than the value of the cross loading with other dimensions or variables, so all indicators fulfill
the discriminant validity requirement.

The measurement test results are said to be reliable if they have Cronbach’s alpha
coefficient greater than 0.6. The test results show that the value of internal consistency
reliability, for the alpha coefficient of each variable is declared reliable because they are



greater than 0.6. Thus, the measurement items for each variable are declared reliable and can
be used for this research.

Average Variance Extracted (AVE) is one of the validity test conditions based on the
extracted average value of each variable. The results show that the values of AVE are greater
than 0.5, so it has fulfilled the convergent validity evaluation.

The result of R square is 0.830 or 83.0%. This shows the variable diversity of work
environment and competency can affect individual performance by 83.0%. The remaining
17.0% is influenced by other variables outside the study. The results of the R square employee
competence of 0.772 or 77.2% where the work environment can affect employee competence
of 77.2%. The remaining 22.8% is contributed by other variables not discussed.

Table 1. Hypothesis test result

. riginal tandar T-
Hypothesis (s)anglple Sample Sevigtiocril statistics
Employee Competency — Individual Performance 0.482 0.483 0.085 5.678
Work Environment — Individual Performance 0.458 0.458 0.087 5.268
Work Environment — Employee Competency 0.879 0.879 0.022 40.774

Effect of work environment on employee competencies

The results of the tests listed in the above table can be seen that the T-statistic value of
work environment on employee competencies is 40,774. The test results show that the T-
statistic value is greater than 1.96. This can be interpreted that the work environment has a
significant influence on employee competencies.

Effect of Employee Competency on individual performance

The results of the tests listed in the above table can be seen that the T-statistic value of
employee competencies on individual performance is 5.678. The test results show that the T-
statistic value is greater than 1.96. This can be interpreted that employee competencies have a
significant effect on individual performance.

Effect of work environment on individual performance

In the test results, it can be seen that the T-statistic value of work environment on
individual performance is 5.268. The test results show that the T-statistic value is greater than
1.96. This can be interpreted that work environment has a significant influence on individual
performance.

Table 2. Direct and Indirect Effect

. Effect
Variable ) )
Direct Indirect Total
Employee Competency — Individual Performance 0.482 - 0.482
Work Environment — Individual Performance 0.882 - 0.882
Work Environment— Employee Competency 0.879 - 0.879
Work Environment — Individual Performance 0.424 0.424*0.482 0.204

The results show that the work environment has a significant and positive effect on
employee competencies. The business activities in SMEs need a conducive working
environment to create comfortable ambience in working area. Oswald [18] explained that
work environment influences employee competence. Employees, who like their work
environment, contribute to the confidence and are encouraged to work optimally.



The results indicate that employee competencies have a significant effect on individual
performance. The competence of employees shows the ability to carry out roles and tasks, the
ability to integrate knowledge, skills, attitudes, and personal values, and the ability to build
knowledge and skills based on experience and learning of different reasons and goals. A study
by Amiroso and Mulyanto [9] shows that employees competency appears in the form of
knowledge, skills and behavior. Individuals who are competent will be able to carry out the
tasks professionally, effectively and efficiently.

The results also show that the work environment has a direct and significant positive effect
on individual performance. Work environment associated with a good work system, the
attitude of cooperation among employees, the treatment of SME owners towards employees
by providing assistance through learning can improve the ability of these employees. Quality
work environments will improve employee performance [14]. Working environment
conditions can encourage employees to work well, precisely and optimally. Dharmanegara et
al [16] explain that the work environment has an influence on employee performance in an
organization. Jayaweera [13] also explains that work environment influences individual
performance as an employee. Work environment is considered to be able to provide impacts
on improving individual performance as an employee. Good facilities and workplace
conditions encourage employees to be able to work well.

5. Conclusion

The results show that the work environment has a significant effect on employee
competency. Employee competency has a significant effect on individual performance.
Furthermore, this study also shows the results that work environment has a significant effect
on individual performance.

SME owners should pay attention to the work environment in terms of cleanliness and the
completeness of the production equipments. Competencies of the worker should be improved
by providing understanding on work assignments. Work environment variable, related to the
indicator relationship with colleagues on the item statement of relationships between
coworkers, gets the lowest value so the owners must always pay attention to the psychological
conditions associated with relationships among employees. Business owners can create
intimacy among employees so they are able to work together. For further research, it can add
other variables that may affect individual performance, such as work motivation, job
satisfaction, and employee involvement.
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