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ARTICLE INFO ABSTRACT

Environmentally friendly business practices (PBR) are often overlooked
by small and medium enterprises (SMEs), even though they are proven
to provide competitive advantages, reduce risks, encourage
environmental sustainability, and increase organizational efficiency.
This research analyzes the factors that influence PBR in local culinary
SMEs, with a focus on process performance (PP) and SME resources.
This research uses a quantitative approach with structural equation
modeling (SEM) to analyze the influence of process performance (PP) and
SME resources (fundamental resources (FR), upgrading capability (UC),
and dynamic capabilities (DC)) on PBR in local culinary SMEs in North
Kuin Village, South Kalimantan. The research results show that only
fundamental resources (FR) and improvement capabilities (UC)
influence PBR in local culinary SMEs. SMEs with access to resources
and the ability to increase capacity have more potential to implement
PBR.
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1. Introduction environment. PBR can help companies improve their

Sustainability and environmental sustainability image and reputation as responsible and sustainable
have become central issues in the era of globalization. companies. PBR can help companies reduce energy
Awareness of the negative impact of human activities consumption, raw materials, and waste, thereby

on the environment encourages various sectors to increasing efficiency and productivity. PBR can be a

adopt environmentally friendly practices. In the
business context, the concept of environmentally
friendly business practices (PBR) has emerged, which
refers to the application of environmentally friendly
principles in all aspects of business operations. PBR
offers various benefits for companies. Consumers

today are increasingly aware of and care about the

competitive advantage for companies, especially in
markets that increasingly demand environmentally
friendly products and services. PBR can help
companies reduce regulatory and legal risks related to
environmental pollution. Even though PBR has many
benefits, its implementation among small and medium

enterprises (SMEs) is still relatively low. SMEs
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generally have limited financial, technological, and
human resources to implement PBR. Many SME
owners do not have sufficient knowledge and
awareness about the importance of PBR. SMEs are
often faced with pressure to lower the prices of their
products in order to compete. This may discourage
them from incurring additional costs for PBR (Agarwal,
2020; Ali, 2023; Alraja, 2022).

Process performance (PP) refers to the effectiveness
and efficiency of production processes and business
operations. Good PP can help companies reduce
energy consumption, raw materials, and waste,
thereby increasing efficiency and productivity. Good
PP can help companies optimize the use of natural
resources, thereby reducing consumption and waste.
Good PP can help companies use energy more
efficiently, thereby reducing greenhouse gas
emissions. Good PP can help companies produce
products of better quality, thereby reducing product
defects and waste. Fundamental resources (FR) refer
to the basic assets and capabilities that SMEs have,
such as capital, technology, and human resources.
Strong FR can help SMEs develop environmentally
friendly technologies and products. A strong FR can
help SMEs provide training for employees on PBR. A
strong FR can assist SMEs in gaining access to
information about PBR. UC refers to an SME's ability
to improve and develop its technology, products, and
processes. UC can help SMEs develop environmentally
friendly and sustainable products. UC can help SMEs
increase the efficiency of production processes and
operations, thereby reducing energy and raw material
consumption. UC can help SMEs adopt new
environmentally friendly technologies. Dynamic
capability (DC) refers to the ability of SMEs to adapt
and respond to dynamic environmental changes. DC
can help SMEs adapt to new environmental
regulations. DC can help SMEs take advantage of new
opportunities in the green market. DC can help SMEs
overcome the challenges of implementing PBR (Cao,
2004; Che, 2020; Dasanayaka, 2022).

This research will focus on the factors that play a
role in PBR in local culinary SMEs in North Kuin
Village, South Kalimantan, Indonesia. North Kuin
Village is one of the culinary centers in South
Kalimantan, and many SMEs operate in the culinary
sector. This research will examine two main factors
that are thought to influence PBR, namely: 1. Process
performance (PP): PP refers to the effectiveness and
efficiency of production processes and business
operations. Good PP can help companies reduce
energy consumption, raw materials, and waste,
thereby increasing efficiency and productivity. 2. SME
resources: SME resources referred to in this research
include fundamental resources (FR). FR refers to the
basic assets and capabilities possessed by SMEs, such
as capital, technology, and human resources.
Upgradability (UC): UC refers to an SME's ability to
improve and develop its technology, products, and
processes. Dynamic capabilities (DC): DC refers to the
ability of SMEs to adapt and respond to dynamic

environmental changes.

2. Literature Review
Theories related to environmentally friendly
business practices

Stakeholder theory states that companies have
responsibilities to various interested parties
(stakeholders), including customers, employees,
suppliers, and society. PBR can be seen as a way to
fulfill a company's responsibilities to stakeholders.
Consumers today are increasingly aware of and care
about the environment. PBR can help companies
improve their image and reputation as a responsible
and sustainable company, thereby attracting more
customers. PBR can create a healthier and safer work
environment for employees. PBR can encourage
companies to  establish  relationships  with
environmentally friendly suppliers. PBR can help
companies contribute to environmental sustainability
and sustainable development. Legitimacy theory

states that companies need to gain legitimacy from
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society to be able to operate and develop. PBR can be
seen as a way to gain legitimacy from society because
it shows that the company is responsible and cares
about the environment. Institutional theory states that
companies are influenced by the norms and rules that
apply in their environment. PBR can be seen as a way
to follow norms and rules related to the environment,
such as regulations regarding environmental
pollution. The natural resource-based view (NRBV)
theory states that companies that have access to
valuable natural resources can have a competitive
advantage. PBR can be seen as a way to manage
natural resources sustainably so that companies can
maintain their competitive advantage in the long term.
The Porter Hypothesis theory states that strict
environmental regulations can encourage companies
to innovate and increase efficiency, thereby increasing
their competitiveness. PBR can be seen as a way to
comply with environmental regulations and
simultaneously increase a company's competitiveness.
Business ethics theory states that companies have a
responsibility to behave ethically and responsibly. PBR
can be seen as a way to conduct business ethically and
responsibly, taking into account the impact on the

environment and society (Fatimah, 2023; Feng, 2022).

Theory of the role of process performance (PP) on
environmentally friendly business practices (PBR)
Process performance (PP) refers to the effectiveness
and efficiency of production processes and business
operations. Good PP can help companies optimize the
use of natural resources, energy, and raw materials,
thereby reducing consumption and waste. Good PP
can help companies increase productivity and
operational efficiency, thereby producing products at
lower costs. Improving quality: Good PP can help
companies produce better quality products, thereby
reducing product defects and waste. Good PP can help
companies minimize greenhouse gas emissions, water
pollution, and solid waste. Good PP can help

companies use natural resources, energy, and raw

materials more efficiently. Good PP can help
companies produce products of better quality, thereby
reducing product defects and waste. Good PP can
support PBR by minimizing environmental impacts,
increasing resource use efficiency, and improving
product quality. Research shows that PP has a positive
relationship with PBR. Improving PP can help
companies implement PBR more effectively and
efficiently (Firdaus, 2023; Huang, 2023).

Theory of the role of resources on environmentally
friendly business practices

The resource-based view (RBV) theory states that
the resources owned by a company can be a source of
competitive advantage. Environmentally friendly
technology, energy-efficient equipment, and
infrastructure that supports PBR. Employees who
have knowledge, skills, and awareness about PBR.
Funds are allocated for research and development of
environmentally friendly technologies, as well as for
the implementation of PBR. Access to information
about PBR best practices, environmental regulations,
and environmentally friendly technologies. Dynamic
capabilities (DC) theory refers to a company's ability to
integrate, build, and reconfigure its resources to adapt
to environmental changes. DC enables companies to
identify and utilize new technologies that can help
them reduce their environmental impact. DC allows
companies to collaborate with suppliers, customers,
and other organizations to implement PBR jointly. DC
enables companies to respond to changes in
environmental regulations quickly and effectively. The
natural resource-based view (NRBV) theory states that
companies that have access to valuable natural
resources can have a competitive advantage. In the
context of PBR, NRBV shows that sustainable use of
natural resources can help companies reduce
greenhouse gas emissions, water pollution, and waste.
Sustainable use of natural resources can help
companies increase the efficiency of energy and raw

material use. Sustainable use of natural resources can
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improve a company's reputation as a responsible and
environmentally friendly company. Resources play an
important role in PBR. RBV, DC, and NRBV show that
companies that have the right resources and the
ability to manage them effectively can achieve
competitive advantage through PBR (Ibrahim, 2023;
Mongdong, 2022; Muhammad, 2022).

3. Methods

The study approaches quantitatively, using a
survey design employed to obtain primary data
sourced from local culinary SMEs that reside in South
Kalimantan, North Kuin village e. A saturated sample
was applied as a sampling technique, resulting in N =
42. An offline questionnaire was used to assess the
research’s variables, i.e., green business practice
(GBP), process performance (PP), and SME resources
(namely, foundational resource/FR, wupgrading
capability/UC, and dynamic capability/DC). To obtain
a complete and clear picture of the data, operational
definitions are arranged, as presented in Table 1.

Researchers use multiple regression analysis, a
statistical method, to examine the relationship
between one dependent variable and two or more
independent variables. In research on the effect of
process performance and SME resources on business
performance, multiple regression analysis can help
determine how much each independent variable
contributes to the dependent variable, as well as test
the significance and direction of the relationship.
Multiple regression analysis can also measure the level
of fit of the regression model with the data used. To
perform multiple regression analysis, researchers
must fulfill several assumptions, such as normality,
linearity, multicollinearity, homoscedasticity, and

independent error.

4. Results and discussion
This sample of 42 local culinary SMEs in Indonesia
is interesting for its unique characteristics (Table 2).

Notably, all respondents (100%) were female. The

majority (83.3%) identified as business owners,
suggesting a  high prevalence of female
entrepreneurship in this sector. Education levels were
diverse, with 68.7% holding a high school diploma,
2.86% being scholars (presumably with postgraduate
degrees), and the remaining 28.44% having education
levels ranging from junior high to elementary school.
This highlights the presence of both well-educated and
less formally educated individuals running these
businesses. An important finding is that none of the
businesses were reported as the primary source of
income for the owners. This suggests these SMEs may
be supplementary income streams alongside other
sources of livelihood. The employee count varied
considerably. A significant portion (61.9%) were self-
employed with no employees, indicating a prevalence
of micro-businesses. However, there were also
businesses with 1-3 employees (14.3%) and 5-19
employees (23.8%). Looking specifically at businesses
with employees, cracker producers (local fish cracker
makers) comprised the highest share (23.81%),
followed by caterers (11.91%). The remaining 64.28%
represent other diverse culinary businesses. Financial
data revealed that a large majority (83.3%) reported a
business revenue of 5 million Indonesian Rupiah
(IDR), which is approximately equivalent to 320 USD
based on January 2024 exchange rates. This suggests
a concentration of businesses operating within a
similar revenue range. For businesses with 5 million
IDR revenue, most (26.19%) had been operating for 1-
3 years. Only a small percentage (9.53%) reported
revenue exceeding 5 million IDR, with a business
tenure of 4 to 15 years. In conclusion, this sample of
local culinary SMEs reveals a profile dominated by
female entrepreneurs with a mix of education levels
and business sizes. Most businesses are not the
primary source of income and tend to operate within a
similar revenue range. These characteristics provide a
valuable baseline for understanding the landscape of

local culinary SMEs in this region.
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Table 3 shows that the constant in this regression
is 17.853. This value shows that the average GBP
score for culinary MSMEs is positive even when
process performance (PP), fundamental resources
(FR), improvement capabilities (UC), and dynamic
capabilities (DC) are zero. This shows that culinary
MSMEs have a tendency to apply GBP even in the
absence of these factors. Process Performance
(PP): The coefficient of PP is 0.031, indicating a positive
relationship. This means that a one-unit increase in
PP is associated with a 0.031 increase in the GBP
score. This shows that the better the process
performance, the higher the level of GBP applied by
culinary MSMEs. Fundamental resources (FR): The FR
coefficient is 0.961, indicating a strong positive
relationship. This means that a one-unit increase in
FR is associated with a 0.961 increase in GBP score.
This shows that strong fundamental resources, such
as worker skills, customer relationships, and quality
control, have a major influence on the adoption of GBP
by culinary MSMEs. Improvability (UC): The UC
coefficient is 1.103, indicating the strongest positive
relationship. This means that a one-unit increase in
UC is associated with an increase of 1,103 in the GBP
score. This shows that the ability to improve
technology, information, and response to market
changes is very important in encouraging culinary
MSMEs to implement GBP. Dynamic Capability
(DC): The DC coefficient is 0.093, indicating a positive
relationship. This means that a one-unit increase in
DC is associated with a 0.093 increase in the GBP
score. This shows that the ability to adapt to change,
learn from experience, and innovate is also important
in driving GBP in culinary MSMEs. The regression
results show that all variables, namely PP, FR, UC,
and DC, have a positive relationship with GBP. This
shows that these four factors are important in
encouraging culinary MSMEs to implement
environmentally friendly business practices. However,
the research results show that FR and UC have a

positive and significant influence on PBR, PP does not

have a significant influence on PBR, and DC does not
have a significant influence on PBR, either directly or
indirectly.

Regression analysis equation: GBP = 17.853 +
0.031PP + 0.961FR + 1.103UC + 0.093DC.

Table 4 shows the F test results, which are
significant with a value of 0.000, which is much
smaller than 0.05 (general significance level). This
shows that all regression models are statistically
significant. This means that there is a significant
relationship between the independent variables (PP,
FR, UC, and DC) and the dependent variable (GBP).
The adjusted R-squared value shows how much
variability in GBP is explained by the model. In this
table, the adjusted R-squared is 0.763. This means
that this model explains 76.3% of the variability in
GBP after taking into account the number of
independent variables used. The remaining 23.7% of
GBP variability was explained by other factors not
tested in this study. The results of the F test and
adjusted R-squared show that this regression model is
suitable for predicting GBP based on PP, FR, UC, and
DC. This model explains most of the variability in GBP,
and the independent variables used have a significant
relationship with GBP.

The findings of this research indicate that SMEs
with access to resources and the ability to increase
their capacity have more potential to implement
environmentally friendly business practices (PBR).
This is in line with several previous theories and
studies. The resource-based view (RBV) theory
explains that organizational resources and capabilities
are key factors in achieving competitive advantage. In
the context of HBWs, access to resources such as
finance, technology, and knowledge can assist SMEs
in developing and implementing environmentally
friendly practices. Dynamic Capabilities theory
emphasizes the importance of an organization's ability
to adapt and change in the face of a dynamic

environment. In the context of PBR, SMEs with high
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dynamic capabilities can more easily adapt to the
regulations and market demands associated with PBR.
A study found that SMEs with greater financial
resources are more likely to invest in green
technologies. Other studies show that SMEs with the
ability to learn and innovate more easily implement
PBR. The findings of this study strengthen the findings
of previous research and provide a new contribution to
the literature on PBR in SMEs. Access to resources
and the ability to increase capacity are important
factors in encouraging SMEs to implement PBR. SMEs
with higher resources and capabilities can more easily
overcome obstacles in implementing PBR. The findings
of this research have important implications for
stakeholders who wish to encourage HBWs in SMEs.
Governments can provide financial and training
support to SMEs to increase their access to the
resources and capabilities needed to implement PBR.
Nonprofit organizations can assist SMEs in developing
and implementing PBR by providing information,
training, and technical support. SMEs can increase
their chances of success in implementing PBR by
investing in the necessary resources and capabilities
(Najmaei, 2023; Qin, 2022; Rustiarini 2022).

The findings of this study indicate that PP has no
effect on PBR. This is contrary to the theory that good
PP can increase PBR. This may be caused by several
factors. First, local culinary SMEs may have low levels
of PP overall, so their effect on PBR is not significant.
Second, PBR may not be a top priority for local
culinary SMEs, so they do not focus on increasing PP
to achieve this goal. The findings of this study are in
line with several previous studies which show that PP
does not always have a significant influence on PBR.
This shows that there may be other factors that are
more important in determining the PBR of local
culinary SMEs, such as human resources, marketing
strategies, and market conditions. The findings of this
research have several implications for local culinary
SMEs and policymakers. First, local culinary SMEs

need to focus on improving other factors besides PP to

increase their PBR. Second, policymakers need to
consider other factors besides PP when formulating
policies aimed at increasing the PBR of local culinary
SMEs (Van Tai, 2023; Waluyo, 2023).

The findings of this research show that DC and
PBR have a positive and significant influence on local
culinary SMEs. This is in line with the theory put
forward that DC can increase PBR through several
mechanisms, namely increasing the ability of SMEs to
adapt to changes in a dynamic and competitive
environment, developing new products and services
that are innovative and in line with market needs,
increasing operational efficiency and reducing costs
and build strong relationships with customers and
partners. The findings of this research also strengthen
the results of previous studies, which show that DC
can be a source of competitive advantage for SMEs.
Although this research found results that are in line
with theory and previous studies, there are several
differences that need to be noted. Previous studies did
not show a significant effect of DC on PBR, either
directly or indirectly. This may be caused by several
factors, such as the nature of DC being complex and
taking time to develop. Local culinary SMEs may still
be in the early stages of DC development, so their effect
on PBR is not yet visible. Previous studies may have
been conducted in different industrial sectors to local
culinary SMEs, so the research results cannot be
generalized directly. This study found that DC had a
significant direct influence on PBR. This suggests that
DC not only increases PBR through indirect
mechanisms, such as improving SMEs' ability to adapt
to environmental changes and develop new products
and services but also directly increases PBR through
other mechanisms, such as improving operational
efficiency and building strong relationships with
customers. The findings of this study indicate that DC
is an important factor that can increase PBR. Local
culinary SMEs need to invest in DC development to
increase their competitiveness in the market. The

government can support local culinary SMEs in
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developing DC through various programs and policies,

Yudawisastra, 2023).

such as training, funding, and incentives (Yu, 2022;

Table 1. Variable’s operational definitions.

Variable Indicator Item
Green business Environmentally Switch off the lights when not in use.
practices friendly daily Use of low-power consumption bulbs.
operations Use of low-power consumption fans.
Use of solar power.
Use separate dustbins for solid and liquid waste.
Plant trees near your surroundings.
Reduce the use of paper.
Promote eco-friendly products.
Make cashless transactions whenever possible.
Make available e-copies of bills, catalogs, etc. to customers
Reuse packaging materials or cardboard.
Encourage customers to bring reusable bags with them.
Recycle of waste products.
Avoid the use of disposable cups, plates, straws, packaged
drinking water, etc.
Conservation of water.
Preference of Public transport over personal vehicle.
SME'’s resources of:
Fundamental Skillful worker "The company has a stable number of skillful workers.
resource Customer The company possesses a stable and high-quality customer
relationship group.

Supplier The company maintains good relationships with its suppliers,

relationship which secures a stable and effective supply.

Quuality control This company can provide products of satisfactory quality to
customers, and the quality is steady.

Branding This company has strong capabilities in brand development and
brand management.

Upgrading Information The production process in this company is effectively supported
capability technology by advanced information technology.

Quick response The company can respond quickly to the market changes, e.g.,
product design, quality, price, output elasticity, delivery, and
placement.

Dynamic Human resource Human resource management in this company is strong enough
capability management to ensure the coherence of the organizational aim and maximize
the personal development of the employees.

Organizational The strong organizational learning capability of the company

learning ensures effective adjustment to the dynamics of external
environments.

Entrepreneurship | The leaders in this company are capable and innovative in
decision-making, team motivation, and effective communication.

Process Strategic Since the financial crisis, the company has quickly adapted to
performance adaptability the global market recession in strategy.

Cost control

Since the financial crisis, the company has been able to control
costs properly (e.g., costs of raw materials, labor, and land).

Order acquisition

Since the financial crisis, the company has still been able to
receive stable orders successfully.

External
communication

Since the financial crisis, the company has developed effective
external communication channels and has been able to work
with external parties effectively.

Internal cohesion

Since the financial crisis, the company has developed strong
team cohesion and all the staff has been confident to and worked
for the future.

This work is licensed under a Creative Commons Attribution-ShareAlike 4.0 International License

1530


https://creativecommons.org/licenses/by-sa/4.0/
https://creativecommons.org/licenses/by-sa/4.0/
https://creativecommons.org/licenses/by-sa/4.0/

Table 2. Characteristics of respondents.

Characteristic Description Percentage
Gender Female 100%
Job title Business owner 83.3%
Education level
High school graduate 68.7%
Bachelor degree 2.86%
Junior high to elementary 28.44%
Number of employees
None (self-employed) 61.9%
1-3 People 14.3%
5-19 People 23.8%
Industry (among businesses with employees)
Cracker producer (fish crackers) 23.81%
Caterer 11.91%
Others 64.28%
Business revenue 5 Million IDR (approx. 320 USD) 83.3%
Business tenure (Among Businesses with 1-3 Years 26.19%
Revenue of 5 Million IDR)
Business revenue (Over 5 Million IDR) Over 5 Million IDR 9.53%
Business tenure (Over 5 Million IDR) 4 to 15 Years

Table 3. Regression analysis of test variables.

Variable Coefficient Interpretation

Constant 17,853 The average GBP score for culinary SMEs even when process
performance (PP), fundamental resources (FR), upgrading capability
(UC), and dynamic capability (DC) are zero.

Process performance (PP) 0,031 Positive relationship. A one-unit increase in PP is associated with a
0.031 increase in GBP score.

Fundamental resource (FR) 0,961 Positive relationship. A one-unit increase in FR is associated with a
0.961 increase in GBP score.

Upgrading capability (UC) 1.103 Positive relationship. A one-unit increase in UC is associated with a
1.103 increase in GBP score.

Dynamic capability (DC) 0,093 Positive relationship. A one-unit increase in DC is associated with a
0.093 increase in GBP score.

Table 4. F-Test and model fit summary.

Statistic Description Result Interpretation
F-Test Tests the significance of 0.000 All independent variables (PP, FR, UC, DC) have a
all independent statistically significant effect on GBP (p < 0.05).
variables
Adjusted Model's explanatory 0.763 The model explains 76.3% of the variance in Green
R-squared | power Business Practices (GBP).

5. Conclusion

This research shows that FR and UC are important

factors in PBR in local culinary SMEs. These findings

provide

insight for stakeholders,

such as the

government, SME development institutions, and non-

government organizations, in developing programs

and strategies to encourage HBW in SMEs.
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