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ABSTRACT:This study examines how prepared MSMEs are for green innovation based on
technological, organizational, and environmental frameworks. This study is quantitative. This study
involved 156 owners and managers of micro, small, and medium enterprises (MSMES) in Solo
Raya to investigate the influence of technological, organizational, and environmental readiness on
company performance.This study used a survey by distributing questionnaires to MSME
owners/managers in the Solo Raya area.Partial Least Squares (PLS) method was used together
with Smart-PLS software version 3 to analyze the collected data to evaluate the relationship
between technology, organization, environment, and financial performance. The results showed
that green innovation is significantly influenced by technology compatibility, environmental concern,
and government support. In addition, green innovation is also significantly influenced by financial
performance. This study also found several limitations, such as the possibility of potential less
generalizable to other areas because the study was conducted only on MSMEs in Solo Raya.
Despite these limitations, this study makes an important contribution to the understanding of how
technological, organizational, and environmental readiness can affect performance in MSMEs.

Keywords: Green Innovation, Technology Compatibility, Environmental Concern, Government
Support, Financial Performance

ABSTRAK: Penelitian ini mengkaji seberapa siap perusahaan UMKM terhadap inovasi hijau
berdasarkan kerangka teknologi, organisasi, dan lingkungan. Penelitian ini bersifat
kuantitatif. Penelitian ini melibatkan 156 pemilik dan pengelola usaha mikro, kecil, dan menengah
(UMKM) di Solo Raya untuk menyelidiki pengaruh kesiapan teknologi, organisasi, dan lingkungan
terhadap kinerja perusahaan. Penelitian ini menggunakan survei dengan membagikan kuesioner
kepada para pemilik/manajer UMKM di daerah Solo Raya. Metode Partial Least Squares (PLS)
digunakan bersama dengan software Smart-PLS versi 3 untuk menganalisis data yang
dikumpulkan untuk mengevaluasi hubungan antara teknologi, organisasi, lingkungan, dan kinerja
keuangan. Hasil penelitian menunjukkan bahwa inovasi hijau dipengaruhi secara signifikan oleh
kompatibilitas teknologi,Kepedulian lingkungan, dan dukungan pemerintah. Selain itu, inovasi hijau
juga dipengaruhi secara signifikan oleh kinerja keuangan. Penelitian ini juga menemukan beberapa
keterbatasan, seperti kemungkinan seperti potensi kurang dapat di generalisasikan ke daerah lain
karena penelitian dilakukan hanya pada UMKM di Solo Raya. Terlepas dari keterbatasan ini,
penelitian ini memberikan kontribusi penting terhadap pemahaman tentang bagaimana Kesiapan
teknologi, Organisasi, dan Lingkungan dapat mempengaruhi kinerja pada UMKM.

Keywords: Inovasi Hijau, Kompabiliti Teknologi, Kepedulian Lingkungan, Dukungan Pemerintah,
Kinerja Keuangan
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1. INTRODUCTION

There has been an increase in environmental pollution in the Bengawan Solo river
area. The Head of the Environmental Protection and Management Division of the
Surakarta City Environmental Service (DLH) appealed to small industries to be guided.
This condition shows that green innovation is still included in the "neglected" category in
literature or academic research. Thus, this topic has not received enough attention from
researchers. Environmental issues cannot be solved by large companies alone, but
MSMEs that have a chain impact on community involvement also have an important role.
Green innovation practices are the key to how MSMEs can contribute directly to financial
performance. With that, these innovative efforts enable MSMEs to comply with
increasingly stringent environmental laws and regulations, on the other hand, it also helps
them to improve operational efficiency (Zhang, 2020).

According to research conducted (Rennings, 2000), environmentally friendly
innovation hasmultiple external effects in addition to the typical spillover effects in addition
to reducing the environmental costs of products. Corporate green innovation requires
innovative integration of various internal and external resources through capability
development and capital investment (Lampikoski, 2014). Not all companies will get the
desired results because green innovation has risks and uncertainties (Roper, 2016). To
achieve sustainability, companies must prepare themselves for environmentally friendly
innovation by acquiring the capability and independence of company system innovation
readiness resources (Lokuge, 2014). However, only a few studies have looked at it from
the perspective of environmentally friendly MSME innovation.

This study fills the gap by investigating green innovation readiness in relation to
the determinants of green innovation success. The purpose of this study is to fill this
research gap. It answers the research question of “how can an organization prepare for
green innovation to achieve corporate sustainability.” Based on the technology,
organization, and environment (TOE) framework, a research model is developed that
illustrates how technological, organizational, and environmental readiness influence green
innovation, which impacts both short-term and long-term outcomes (Zhang, 2020).

Business practices that are in line with environmental issues require the ability of
each MSME to innovate. Green innovation is needed by MSMEs so that circular business
continuity can be realized. Green innovation practices certainly require driving factors,
this study attempts to uncover what determines the success of MSMEs in carrying out
green innovation. This study will use the TOE Technological-Organizational-
Environmental framework in testing the determinants of green innovation. The TOE
framework was initially used to test technology adoption, but the development of TOE
framework research can be used to identify the adoption of green innovation. Technology
factors to test the ability of MSMEs to maximize the potential of technology to support
green innovation. Organizational factors are used to test how much internal company
capacity is in carrying out green innovation practices. Meanwhile, environmental factors
are related to external support from the government, society and regulations in adopting
green innovation. Furthermore, after knowing the determinants of green innovation
practices, this study attempts to uncover their impact on Financial Performance(Yin,
2023).

This research is important to study because: 1) Research related to environmental
issues only focuses on large companies, whereas MSMEs have a much greater
contribution to environmental problems, so this research will explore MSMEs more; 2) this
research will test not only the determinants of green innovation adoption but also test its
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impact on financial performance; 3) this research will expand the use of the TOE
framework which is usually used for the context of technology adoption, in this research it
is used for the context of green innovation adoption. Therefore, this study aims to analyze
the mediating role of green innovation in increasing the effectiveness of technological,
organizational, and environmental readiness for micro, small, and medium enterprises
(MSMESs). Testing this relationship will help understand the complex dynamics that shape
the success of green innovation in the context of MSMEs. The data to be sought include
specific measurements of technological, organizational, and environmental readiness in
MSMEs, as well as their financial performance data after implementing green innovation
(Chen, 2012).

This research is expected to have theoretical contributions related to the
development of innovation models that can be integrated with the TOE framework and
green organizational culture. This research also contributes to the development of survey
instruments in the context of MSMESs so that in the future researchers will not only focus
on large companies but also MSMEs. This research is also expected to contribute
practically and managerially where factors such as government policy support and the
role of the community will greatly determine the success or failure of MSMES in carrying
out green innovation. Furthermore, the government must also make strict regulations
related to environmental issues so that the success of green innovation can be achieved
more easily (Diaz, 2015);(Pociovalisteanu, 2015).

2. Literature Review

According to Research (Aligarh, 2023) In 1990, Tornatzky and Fleischer first used
the concept of Technology-Organization-Environment (TOE) to describe how technology
adoption occurs within an organizational unit of analysis. Some examples of TOEs that
continue to innovate are (Khayer, 2020; Putratama, 2020; Qalati, 2021; Tajudeen,
2018)The TOE framework explains that the state of technical progress, organizational
structure, and industry environment influence how acceptable an information system is.
In addition, information system adoption (TOE) is the only theoretical framework that
takes into account all the driving forces that can influence information system adoption
efforts, according to (Owusu, 2020)The technology development framework (TOE)
typically combines a framework of organizational considerations, environmental factors,
and technological factors (Qalati, 2021). Technological factors include the organization's
relevant internal and external technologies. Organizational factors include size, scope,
managerial structure, and internal resources. Industry, competitors, and laws are
examples of environmental factors.

Study(Aligarh, Falikhatun, 2023)provides an explanation of Technology-
Organization-Environment (TOE) is a structure used to assess organizational
components that influence technology adoption (Alsaad, 2019; Awa, 2017; DaMonte,
1987). The approach in this method prioritizes organizational adoption over individual
adoption (Khayer, 2020). TOE includes technological, organizational, and environmental
factors (Gillani, 2020; Shree, 2021). Technology is related to how companies view the
advantages, complexities, and benefits of the technology components used (Hussain,
2021; Naushad, 2020)

Figure 1. TOE framework
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The diffusion of innovation theory (IDT) supports the technological innovation
adoption (TOE) framework, but with the new environmental context, this framework is
considered more complete and new to explain the adoption of technological innovation
(Tajudeen, 2018). In this study, innovation is not related to technology; instead,
innovation is carried out by MSME actors in an effort to find ideas for their
environmentally friendly business practices. In this study, the technology compatibility
variable and the environmental concern variable are representations of technological
and organizational factors. Organizational factors come from a resource perspective,
which states that an organization can gain an advantage in competition by relying on the
resources it has, which allows it to remain sustainable (Barney, 1986). Lastly,
environmental factors, this study utilizes government support as a factor that drives
green innovation.

Diffusion of Innovation Theory (IDT) which was first introduced in 1962, was
refined by Rogers in 1995. In addition, this theory explains the diffusion of innovations
used in this study to understand how, why, and how quickly innovative concepts and
technologies spread in social systems. In this case, the theory of diffusion of innovations
takes the opposite approach to studying change. To summarize the various components
of the theory and the process of diffusion. Rather than focusing on efforts to persuade
individuals to change, this approach sees change as primarily about the evolution or
"reinvention” of products and behaviors so that they become more appropriate to the
needs of individuals and groups. Diffusion is the process of communicating innovations
over time among members of a social system through certain channels (Ahmad, 2015).

Institutional theory argues that organizational processes become institutionalized
through a series of adaptive processes that are less influenced by individual members.
These adaptive processes lead to (Isomorphism) uniformity or similarity in the way
organizations operate that is a result of copying best practices or because of command
norms or regulations. Adaptation therefore encourages organizations to adopt similar
structures, strategies, and strategies.(DiMaggio, 1983) argues that forces within the
organization and the environment drive convergent business practices (Dubey, 2017).

Figure 2. Research Model
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3. Hypothesis Development
Technology Compatibility towards Green Innovation

Technology Compatibility is something thatsupports the successful
implementation of environmental innovations because it reduces technical barriers and
adaptation costs and can help companies integrate green solutions without requiring
major madifications, ultimately increasing the tendency of companies to innovate in a
more environmentally friendly direction. Diffusion of Innovation Theory (IDT) explains
that one of the main factors influencing the adoption of innovation is compatibility, namely
the suitability of the innovation with the values, experiences, and needs of potential users
(Li, 2017).

Some previous research (Li, 2017) When the research has a positive effect on
an innovation, such as green technology, which has a high level of compatibility with
existing systems or technologies, users will be more likely to adopt it because with high
compatibility as explained by Rogers, high compatibility accelerates the process of
innovation diffusion because compatible innovations are more in line with existing needs
and structures, thus minimizing resistance to change. This can increase the readiness
and confidence of the organization in implementing green innovation (Zhu, 2013). Based
on the discussion above, this study aims to test the following hypotheses:

H1. Technology Compatibility has a positive effect on Green Innovation

Environmental Concern for Green Innovation

Environmental Concern (EC) isA meta-analytic study on the drivers of green
innovation found that firms with higher levels of environmental concern tend to be more
innovative (ANSWER, 2019). Therefore, concern for the environment is a sufficient
condition for employees to be fully involved in environmentally friendly innovation
activities (Hojnik, 2016). Because it is in accordance with the values explained in
Institutional Theory). So Institutional Theory explains that organizations tend to adopt
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certain practices, structures, or innovations in response to institutional pressures, such
as social norms, regulations, and stakeholder expectations. In this context,
environmental concerns can be viewed as a form of institutional pressure that
encourages companies to adopt environmentally friendly practices and green
innovations. Previous Research Also Explained by (Chen, 2013) that Environmental
concern or concern for the environment is the level of attention and awareness of
individuals or organizations towards environmental issues, such as climate change,
pollution, and natural resource conservation. When environmental concern is high or the
results are positive, individuals or organizations are more likely to support and adopt
environmentally friendly practices, including Green Innovation.Based on the discussion
above, this study aims to test the following hypotheses:

H2. Environmental Concern has a positive effect on Green Innovation

Government Support for Green Innovation

Government Support (GS) Government support is defined as the level of intensity of
government involvement in supporting, assisting, and facilitating micro/medium
enterprises that will adopt Green innovation. The finding that "government support" has
a significant influence on green innovation can be analyzed through the lens of
institutional theory. Institutional theory explains that organizations are influenced by
various external pressures from regulations, social norms, and the industrial environment
that motivate them to adopt certain practices or innovations. In this case, government
support acts as one of the main coercive pressures that encourage companies to carry
out green innovation.This research is in line with (Chen, 2006), the study shows that
proactive government policies in supporting green innovation significantly increase the
adoption of green technologies among companies. Based on the discussion above, this
study aims to test the following hypotheses:

H3.Government Support has a positive influence on Green Innovation
Green Innovation on Financial Performance

Green Innovation (Gl) namely asthe process of developing and implementing
new ideas, technologies, products, services, or practices aimed at increasing resource
efficiency and reducing negative impacts on the environment. With the aim of supporting
environmental sustainability to meet economic and social needs. Green innovation has
an influence on financial performance that can be analyzed using institutional theory.
Institutional theory emphasizes that companies are influenced by various external
pressures, such as social norms, regulations, and industry practices, which encourage
them to adopt innovations and practices that can increase their legitimacy and
sustainability in the market. In this context, green innovation is not only seen as a
response to institutional pressures, but also as a strategy that can improve a company's
financial performance. Previous research (Hart, 1996) found that companies that
adopted green innovation experienced improvements in financial performance, largely
due to improved reputation and consumer loyalty driven by environmentally friendly
practices. Based on the discussion above, this study aims to test the following
hypotheses:

H4. Green Innovation has a positive effect on Financial Performance
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4. METHOD

Sample Selection and Data Sources

In addition to functioning as a target of observation to be tested, the population
can also be defined as a collection of research objects that match the characteristics of
the researcher. The researcher selected 156 respondents from Solo Raya, including
business owners/managers of MSMEs. Population, in addition to functioning as the
target of observation to be tested, can also be interpreted as a collection of research
objects that are in accordance with the characteristics of the researcher. The researcher
chose 156 respondents from Solo Raya, including owners/managers of MSME
businesses. This sample was taken with certain considerations where the samples taken
must meet the desired criteria so as to provide information. Sampling in this study was
carried out using Purposive Sampling.

Instrumentation/Data Collection

This study used a questionnaire during the data collection process. Due to the
large number of diverse MSMEs in the area, this study was conducted in Solo Raya and
Central Java which are references for the creative economy center of MSMEs in
Indonesia. Therefore, the selected respondents, namely MSME owners or managers,
will represent all MSME responses. The data used in this study are primary data obtained
by distributing questionnaires to research subjects. Respondents can rate the answers
they choose using a Likert scale from 1 (strongly disagree) to 5 (strongly agree). This
study distributed questionnaires directly during the data collection process. Respondents
were selected based on their knowledge of the topic and their willingness to engage with
it. The demographic characteristics used in this study were industry, gender, company
size, and company age.

Data Analysis/Estimation Model/Variable Measurement

In this study, the Partial Least Squares (PLS) data analysis technique was used,
which was carried out using SmartPLS software. The PLS method helps in the analysis
of various latent variables, provides accurate estimates, and more often analyzes
complex models.(Hair, 2020). In this study, both internal and external models were used
(Alkhwaldi, 2023;Ratnasari, 2021).

The variance-based Structural Equation Modeling (SEM) or Partial Least
Squares (PLS) approach is the best method because it can test the relationship of
multidimensional constructs simultaneously. Other statistical methods, such as multiple
regression or multivariate analysis of variance, are limited to analyzing the relationship
between each construct separately (Edeh, 2023);Khayer, 2020). In addition, variance-
based PLS-SEM is more suitable because the purpose of the research is to develop
theory rather than test theory.

The outer model is a PLS measurement used to determine the value of indicators
that are latent variables (Ratnasari, 2021). These values include validity (convergent and
discriminant validity) and reliability (Kasri, 2019). The convergent validity test was
assessed through standard factor loading, Cronbach's y, Composite Reliability (CR) with
a recommended weight of 0.7, and an average variance extraction (AVE) value of 0.5
which showed good results (Al-Okaily, 2023;Ball, 2020)
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Discriminant validity is used to ensure that each concept of each latent variable
is different from other variables, assessed using the Fornell-Larcker test (FLT) criteria
where the AVE value of each latent variable is greater than the others (Chetioui,
2023;Gunawan, 2023;Rahi, 2021). Reliability testing shows reliability if the loading factor
on the latent variable has a weight of >0.6 and the Dillon-Goldstein rho ratio >0.7 (Troise,
2020).

Inner model is an analysis technique used to test hypotheses (Hwang, 2020).
This model is oriented on several measurements to assess the hypothesis such as
Average Path Coefficient (APC), Average R-square (ARS), Average Adjusted R-square
(AARS), Average Block VIF, Average Full Collinearity VIF (AFVIF), Path Coefficient with
a significant level of P.

4. Results and Discussion

Results
Respondent Profile

Table 1 presents information about the research respondents. Based on the
respondent data, 60.2% were female and 39.7% were male. The majority of respondents
were aged 20-30 years, which was 42.3%.

Table 1. Respondent Profile

Characteristics Category Total Presentation

Gender Man 62 39.7%

Woman 94 60.2%
Age 20-30 66 42.3%

31-40 34 21.7%
41- 50 37 23.7%
>50 years 8 5.2%

Type of Business Food and Beverages 60 38.4%
Furniture and  wood 40 25.6%
products
Textiles, apparel and 37 23.7%
leather
Paper & Printing 8 5.1%
Trailgrs, machinery and 11 7%
repairs

Source: Data analysis
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Measurement Model Results (Outer Model).

This study tested convergent and discriminant validity. The results showed that
all items were valid and met the criteria. As seen in Table 2, the loading factor values of
all items were above 0.7. In addition, the reliability test produced a Cronbach's Alpha
value above 0.7. Therefore, it can be concluded that all constructs in this study are

reliable.

Table 2. Convergent Validity and Reliability

Variables

Indicator Cross Cronbac Rho_A
Loading h's

Alpha

Composite

Reliability

AVE

Technology
Compatibility

COMP1 0.898 0.857 0.858

To support
environmentally
friendly businesses,
my
company/enterprise
has used appropriate
information
technology.

COMP2 0.898

To support
environmentally
friendly businesses,
my
company/enterprise
has used information
technology that is able
to meet operational
needs.

COMP3 0.850

To support
environmentally
friendly businesses,
my
company/enterprise
has used information
technology that is able
to meet the needs of
suppliers and
customers.

0.913

0.778

Environmental
Concern

EC1 0.802 0.838 0.846

My business
alwaysfostering a
green (environmentally
friendly) culture among
employees.

EC2. 0.855
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My business always
focuses on the
protection
aspect.environment in
running a business.

EC3 0.762

My business is always
oriented towards
sustainable business

EC4 0.858

My business strives to
protect the
environment and
sustainability in the
future

Government
Support

GP1 0.907 0.852 0.863

My business/enterprise
has complied with
environmental
regulations/policies.

GP2 0.893

My business complies
with environmental and
pollution regulations.

GP3 0.833

My business is always
looking for updates
regarding regulations
regarding the
environment and
environmental
pollution.

0.910

0.771

Green
Innovation

GIN1 0.755 0.899 0.903

My business as a
whole has used
environmentally
friendly business
practices.

GIN2 0.826

My business already
uses environmentally
friendly raw materials

GIN3 0.788

My business has

considered product

recycling.

GIN4 0.756

My business has
produced less
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pollution/waste during
production.

GINS

My business is able to
recycle unused
materials during
production.

GING

In carrying out
business activities, my
company/enterprise
has paid attention to

environmental aspects.

GIN7

In carrying out
business activities, my

company/company has
carried out supervision

regarding the potential
for environmental
pollution.

GIN8

In carrying out
business activities, my

company/company has

tried to organize the
supply chain to remain
environmentally
friendly.

0.710

0.758

0.720

0.803

Financial
Performance

FP1

In the last 3 years, my
business has
experienced an
increasing trend in net
profit.

FP2

In the last 3 years, my
business has
experienced an
increasing trend in
sales/turnover.

FP3

In the last 3 years, my
business has
succeeded in reducing
the amount of
business debt.

0.928

0.882

0.888

0.899

0.872

0.927

Source: Data analysis
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Another analysis is the discriminant validity test. Table 3 shows that all constructs
meet the Fornell-Lacker Test (FLT) criteria, where the AVE value of each variable is
greater than the other variables. Therefore, it can be concluded that discriminant validity
has been achieved.

Table 3. Discriminant Validity

VARIABLES E.C. FP GS Gl TC
E.C. 0.820

Ep 0.546 0.900

GS 0.698 0.520 0.878

Gl 0.700 0.500 0.717 0.765

TC 0.730 0.533 0.653 0.736 0.882

Source: Data analysis

Structural Model Test Results (Inner Model).

Based on the results of hypothesis testing, all hypotheses show a positive and
significant influence on green innovation and financial performance, as seen in Table 4.

Table 4. Structural Model Test

Hypothesis Original Sample T Statistics p-Values Information
H1l. TC -> Gl 0.377 4.109 0.000 Supported
H2: EC -> GI 0.189 2.014 0.045 Supported
H3: GS -> Gl 0.339 3,513 0.000 Supported
H4: Gl -> FP 0.500 5,767 0.000 Supported

Source: Data analysis
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Discussion

First, H1 The results of the hypothesis testing show that Technology Compatibility
has a positive and significant effect on Green Innovation. According to the research
(Firdausyi, 2023) If the technological capabilities owned by MSMEs are getting better, it
will be able to increase the implementation of MSME green innovation. This research is
in line with the Diffusion of Innovation Theory (IDT). This is proven by the test results
which show a p-value of 0.000 <0.05. because this theory explains that one of the main
factors influencing the adoption of innovation is compatibility, namely the suitability of
innovation with the values, experiences, and needs of potential users. According to
Research (Li, 2017)When an innovation, such as green technology, has a high level of
compatibility with existing systems or technologies, users will be more likely to adopt it
because with high compatibility as explained by Rogers in 2003, namely high
compatibility accelerates the process of innovation diffusion because compatible
innovations are more in line with existing needs and structures, thus minimizing
resistance to change. This can increase the readiness and confidence of the organization
in implementing green innovation (Zhu, 2013). Technological capacity is a characteristic
that enables a company to initiate innovative competencies through the use of advanced
technology, patents, copyrights, research and development, and specialized knowledge
(Liu, 2010). Companies that have better technological capabilities will have the ability to
outperform their competitors (Tarig, 2017).

Second, H2 Environmental concern has a positive effect on Green Innovation.
This is proven by the test results which show a p-value of 0.045 <0.05. According to
Research(Elysabeth, 2023)This shows that good environmental innovation is carried out
by the company to produce good environmental performance. This will most likely have
an impact on environmental performance because the company implements better
environmental performance in its production process and innovation in environmentally
friendly products reduces negative impacts on the environment. This study is in line with
research conducted by (Fang, 2022) which shows the influence of Green Innovation on
Environmental performance. This can also be analyzed using institutional theory.

Institutional theory explains that organizations tend to adopt certain practices,
structures, or innovations in response to institutional pressures, such as social norms,
regulations, and stakeholder expectations. In this context, environmental concerns can
be viewed as a form of institutional pressure that encourages companies to adopt
environmentally friendly practices and green innovations. In one of his studies (Chen,
2013) has a significant positive impact When environmental concern is high, individuals
or organizations are more likely to support and adopt environmentally friendly practices,
including Green Innovation. However, environmental performance variables also have a
role and impact on a company's competitive advantage. This is what an entrepreneur or
UMKM businessman must do to gain a competitive advantage in this tight business
competition (Yuha, 2023).

Third, H3 Government Support has a positive effect on Green Innovation which
can be analyzed through the lens of institutional theory. This is proven by the test results
showing a p-value of 0.000 <0.05. Institutional theory explains that organizations are
influenced by various external pressures from regulations, social norms, and the
industrial environment that motivate them to adopt certain practices or innovations. In
this case, government support acts as one of the main coercive pressures that
encourage companies to carry out green innovation. The research conducted (Horbach,
2008) also found that government support has proven effective in increasing the
frequency and intensity of green innovation in the industrial sector. Therefore,
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government policies, such as subsidies and strict environmental regulations, are key
factors that encourage German companies to innovate in green technologies.

According to Thomas (Products & Entrepreneurship, 2024) research conducted
by the Government Institute for Entrepreneurship in 2018 showed that government
support and policies can help more entrepreneurs. This study will evaluate various
government programs and policies that support entrepreneurial businesses. (Acs, 2013)
suggests that government support can include a variety of policies, such as fiscal
incentives, research and development funding, which encourage innovation and
business growth. In entrepreneurship,(Welter, 2019) talked about how important
government support is to create an environment that supports new businesses growing
and gives entrepreneurs access to the resources they need. (Audretsch & Belitski, 2013)
evaluate how government policies impact entrepreneurship and innovation. They
highlight that government support can play a significant role in shaping an environment
that supports economic growth.

Fourth, H4 Green Innovation has a positive effect on Financial Performance. This
is proven by the test results showing a p-value of 0.000 <0.05. This can be analyzed with
institutional theory, in this theory companies are influenced by various external
pressures, such as social norms, regulations, and industry practices, which encourage
them to adopt innovations and practices that can increase their legitimacy and
sustainability in the market. In this context, green innovation is not only seen as a
response to institutional pressures, but also as a strategy that can improve the
company's financial performance. Previous research (Hart, 1996) found that companies
that adopted green innovations experienced improvements in financial performance,
largely due to the increased reputation and consumer loyalty driven by environmentally
friendly practices.

It can be concluded that H4 is supported. According to the research(Fabiola,
2022)To achieve company goals, green innovation is one way to maximize
profitability.(Agustia, 2019). In practice, Green Innovation is the development of
environmentally friendly products or procedures that are efficient, with a focus on
reducing the use of resources or energy. This allows companies to reduce costs and
increase profits, which in turn will have an impact on improving the company's financial
performance (Kugukoglu, 2015). Research conducted by (Dewi, 2020), also shows that
Green Innovation has a positive effect on improving financial performance.

5. CONCLUSION

This finding answers related questionsenvironmental issues that only focus on
large companies, whereas UMKM has a lot to contribute to environmental problems, so
this study will explore UMKM more. And when the study explores UMKMThe results of
the study showed that all hypotheses were supported, so these results are consistent
with previous studies.This study reveals that after testing the adoption of green
innovation, the resulting impact has a significant effect on financial performance.

This study also contributes to the Diffusion of Innovation Theory (IDT), which
states that technological expertise is one of the determining factors for achieving success
in the digital era. The ability to adapt quickly to rapid technological and environmental
changes will greatly determine the competitiveness of small businesses. This is also
relevant to institutional theory, which emphasizes the ability to respond and handle
rapidly changing environments. The ability of small businesses to identify technological
opportunities related to customer needs and optimize internal resources to take
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advantage of potential digital platforms, such as social media and e-commerce (Prakasa,
2024).

The findings of this study provide guidance on how companies can do so to be
better prepared for green innovation and make the most of it. To cope with the changes
that occur, it is important for companies implementing green innovation to evaluate their
organizational, technological and environmental readiness, and formulate appropriate
strategies. This proactive approach (for example, reducing employee resistance by
increasing environmental awareness) helps companies mitigate risks in green
innovation. Companies at different levels of green innovation readiness can adjust the
way they implement green innovation. For companies with relatively low levels of
readiness, gradual implementation is preferred, while those with relatively high levels of
readiness may be more ambitious. Self-assessment of a company's green innovation
readiness helps it establish a mechanism to track the evolution of technology, internal
resources and external conditions related to green innovation. Following a possible
management approach, this allows organizations to formulate innovation implementation
strategies.

6. REFERENCES

Acs, Z. J., Audretsch, D. B., & Lehmann, E. E. (2013). The knowledge spillover theory of
entrepreneurship. Small Business Economics, 41(4), 757-774.
https://doi.org/10.1007/s11187-013-9505-9

Agustia, D., Sawarjuwono, T., & Dianawati, W. (2019). The mediating effect of
environmental management accounting on green innovation - Firm value
relationship. International Journal of Energy Economics and Policy, 9(2), 299-306.
https://doi.org/10.32479/ijeep.7438

Ahmad Wani, T., & Wajid Ali, S. (2015). Innovation Diffusion Theory Review & Scope in
the Study of Adoption of Smartphones in India. Journal of General Management
Research, 3, 101-118.

Al-Okaily, M., Alkhwaldi, A.F., Abdulmuhsin, A.A., Algudah, H., & Al-Okaily, A. (2023).
Cloud-based accounting information systems usage and its impact on Jordanian
SMEs' performance: the post-COVID-19 perspective. Journal of Financial
Reporting and Accounting, 21(1), 126-155. https://doi.org/10.1108/JFRA-12-2021-
0476

Aligarh, F., Falikhatun, F., & Nugroho, A. (2023). Zakat, Infag and Shadaqgah (Zis)
Digitalization: a Case Study Using Technology Organization Environment
Framework. EL DINAR: Journal of Islamic Finance and Banking, 11(1), 78-95.
https://doi.org/10.18860/ed.v11i1.18916

Aligarh, F., Sutopo, B., & Widarjo, W. (2023). The antecedents of cloud computing
adoption and its consequences for MSMESs' performance: A model based on the
Technology-Organization-Environment (TOE) framework. Cogent Business and
Management, 10(2). https://doi.org/10.1080/23311975.2023.2220190

Alkhwaldi, AF, Al-Qudah, AA, Al-Hattami, HM, Al-Okaily, M., Al-Adwan, AS, & Abu-Salih,
B. (2023). Uncertainty avoidance and acceptance of the digital payment systems: a
partial least squares-structural equation modeling (PLS-SEM) approach. Global
Knowledge, Memory and Communication. https://doi.org/10.1108/GKMC-07-2022-
0161

753



The 1%t International Conference on Islamic Economics (ICIE) 2024

Alsaad, A., Mohamad, R., & Ismail, N.A. (2019). The contingent role of dependency in
predicting the intention to adopt B2B e-commerce. Information Technology for
Development, 25(4), 686—714. https://doi.org/10.1080/02681102.2018.1476830

Audretsch, D. B., & Belitski, M. (2013). The missing pillar: The creativity theory of
knowledge spillover entrepreneurship. Small Business Economics, 41(4), 819-836.
https://doi.org/10.1007/s11187-013-9508-6

Awa, HO, Uko, J.P., & Ukoha, O. (2017). An Empirical Study of Some Critical Adoption
Factors of ERP Software. International Journal of Human-Computer Interaction,
33(8), 609—-622. https://doi.org/10.1080/10447318.2016.1265828

Balle, A. R., Oliveira, M., & Curado, C. M. M. (2020). Knowledge sharing and absorptive
capacity: interdependency and complementarity. Journal of Knowledge
Management, 24(8), 1943-1964. https://doi.org/10.1108/JKM-12-2019-0686

Barney, J. B. (1986). Types of Competition and the Theory of Strategy: Toward an
Integrative Framework. Academy of Management Review, 11(4), 791-800.
https://doi.org/10.5465/amr.1986.4283938

Chen, Y., Evans, J., & Feldlaufer, M. (2006). Horizontal and vertical transmission of
viruses in the honey bee, Apis mellifera. Journal of Invertebrate Pathology, 92(3),
152-159. https://doi.org/10.1016/j.jip.2006.03.010

Chen, Y.S., & Chang, C.H. (2013). The Determinants of Green Product Development
Performance: Green Dynamic Capabilities, Green Transformational Leadership,
and Green Creativity. Journal of Business Ethics, 116(1), 107-119.
https://doi.org/10.1007/s10551-012-1452-x

Chen, Y.S., Chang, C.H.,, & Wu, F.S. (2012). Origins of green innovations: The
differences between proactive and reactive green innovations. In Management
Decision (Vol. 50, Issue 3). https://doi.org/10.1108/00251741211216197

Chetioui, Y., Satt, H., Lebdaoui, H., Baijou, M., Dassouli, S., & Katona, S. (2023).
Antecedents of giving charitable donations (Sadagah) during the COVID-19
pandemic: does Islamic religiosity matter? Journal of Islamic Marketing, 14(5),
1169-1187. https://doi.org/10.1108/JIMA-09-2021-0296

DaMonte, T., &Vaden, A.G. (1987). (1987). DaMonte, T., &Vaden, AG (1987).Career
decisions in hospitality management.Hospitality Education and Research Journal,
11(2), 51-63.

Dewi, R., & Rahmianingsih, A. (2020). Increasing Company Value Through Green
Innovation and Eco-Efficiency. Ekspansi: Journal of Economics, Finance, Banking
and Accounting, 12(2), 225-243. https://doi.org/10.35313/ekspansi.v12i2.2241

Diaz-Garcia, C., Gonzéalez-Moreno, A., & Saez-Martinez, F. J. (2015). Eco-innovation:
Insights from a literature review. Innovation: Management, Policy and Practice,
17(1), 6-23. https://doi.org/10.1080/14479338.2015.1011060

DiMaggio and Powell. (1983). The Iron Cage Revisited: Institutional Isomorphism and
Collective Rationality in Organizational Fields Author (s): Paul J. DiMaggio and
Walter W. Powell Published by : American Sociological Association Stable URL :
https://www.jstor.org/stable/209510. American Sociological Review, 48(2), 147—
160.

Dubey, R., Gunasekaran, A., Childe, S. J., Papadopoulos, T., Hazen, B., Giannakis, M.,
& Roubaud, D. (2017). Examining the effect of external pressures and
organizational culture on shaping performance measurement systems (PMS) for

754



The 1%t International Conference on Islamic Economics (ICIE) 2024

sustainability benchmarking: Some empirical findings. International Journal of
Production Economics, 193, 63—76. https://doi.org/10.1016/}.ijpe.2017.06.029

Edeh, E., Lo, W.-J., & Khojasteh, J. (2023). Review of Partial Least Squares Structural
Equation Modeling (PLS-SEM) Using R: A Workbook. In Structural Equation
Modeling: A Multidisciplinary Journal (Vol. 30, Issue 1).
https://doi.org/10.1080/10705511.2022.2108813

Fang, L., Shi, S., Gao, J., & Li, X. (2022). The mediating role of green innovation and
green culture in the relationship between green human resource management and
environmental  performance. PLoS ONE, 17(9 September), 1-24.
https://doi.org/10.1371/journal.pone.0274820

Firdausyi, 1A, Lestari, ER, & Dania, WAP (2023). Analysis of green innovation
antecedents towards sustainable performance in food-based MSMEs in Kediri
Raya. Agrointek: Journal of Agricultural Industrial Technology, 17(1), 114-122.
https://doi.org/10.21107/agrointek.v17i1.13610

Gillani, F., Chatha, K.A., Sadiq Jajja, M.S., & Farooq, S. (2020). Implementation of digital
manufacturing technologies: Antecedents and consequences. International Journal
of Production Economics, 229(March), 107748.
https://doi.org/10.1016/j.ijpe.2020.107748

Gunawan, A., Fatikasari, AF, & Putri, SA (2023). The Effect of Using Cashless (QRIS)
on Daily Payment Transactions Using the Technology Acceptance Model. Procedia
Computer Science, 227, 548-556. https://doi.org/10.1016/j.procs.2023.10.557

Hair, J.F., Howard, M.C., & Nitzl, C. (2020). Assessing measurement model quality in
PLS-SEM using confirmatory composite analysis. Journal of Business Research,
109(November 2019), 101-110. https://doi.org/10.1016/j.jbusres.2019.11.069

Hart, S. L., & Ahuja, G. (1996). Does it pay to be green? An empirical examination of the
relationship between emission reduction and firm performance. Business Strategy
and the Environment, 5(1), 30-37. https://doi.org/10.1002/(sici)1099-
0836(199603)5:1<30::aid-bse38>3.0.co;2-q

Hojnik, J., & Ruzzier, M. (2016). The driving forces of process eco-innovation and its
impact on performance: Insights from Slovenia. Journal of Cleaner Production, 133,
812-825. https://doi.org/10.1016/j.jclepro.2016.06.002

Horbach, J. (2008). Determinants of environmental innovation-New evidence from
German panel data sources. Research Policy, 37(1), 163-173.
https://doi.org/10.1016/j.respol.2007.08.006

Hunt, M. A. (2011). Shakespeare's speculative art. Shakespeare's Speculative Art, 32,
1-263. https://doi.org/10.1057/9780230339286

Hussain, A., Shahzad, A., Hassan, R., & Doski, S.A.M. (2021). COVID-19 Impact on B2B
E-Commerce: A Multi-Group Analysis of Sports and Surgical SME's. Pakistan
Journal of Commerce and Social Sciences, 15(1), 166—195.

Hwang, G., Kihl, L.A., & Inoue, Y. (2020). Corporate social responsibility and college
sports fans' online donations. International Journal of Sports Marketing and
Sponsorship, 21(4), 597—-616. https://doi.org/10.1108/IJSMS-07-2019-0079

ANSWERH, 0. (2019). Innovation management in hotels industry in Agaba special
economic zone authority; hotel classification and administration as a moderator.
Geojournal of Tourism and Geosites, 32(4), 1362-1369.
https://doi.org/10.30892/GTG.32425--581

755



The 1%t International Conference on Islamic Economics (ICIE) 2024

Kasri, RA, & Ramli, UH (2019). Why do Indonesian Muslims donate through mosques?:
A theory of planned behavior approach. International Journal of Islamic and Middle
Eastern Finance and Management, 12(5), 663-679.
https://doi.org/10.1108/IMEFM-11-2018-0399

Khayer, A., Talukder, M.S., Bao, Y., & Hossain, M.N. (2020). Cloud computing adoption
and its impact on SMEs' performance for cloud supported operations: A dual-stage
analytical approach. Technology in Society, 60(December 2019), 101225.
https://doi.org/10.1016/j.techsoc.2019.101225

Kiagukoglu, M.T., & Pinar, R. I. (2015). Positive Influences of Green Innovation on
Company Performance. Procedia - Social and Behavioral Sciences, 195, 1232—
1237. https://doi.org/10.1016/j.sbspro.2015.06.261

Lampikoski, T., & Moller, K. (2014). Green Innovation Games: 57(1).

Li, D., Zheng, M., Cao, C., Chen, X., Ren, S., & Huang, M. (2017a). The impact of
legitimacy pressure and corporate profitability on green innovation: Evidence from
China top 100. Journal of Cleaner Production, 141, 41-49.
https://doi.org/10.1016/j.jclepro.2016.08.123

Li, D., Zheng, M., Cao, C., Chen, X., Ren, S., & Huang, M. (2017b). The impact of
legitimacy pressure and corporate profitability on green innovation: Evidence from
China top 100. Journal of Cleaner Production, 141, 41-49.
https://doi.org/10.1016/j.jclepro.2016.08.123

Lokuge, S., & Sedera, D. (2014). Enterprise systems lifecycle-wide innovation readiness.
Proceedings - Pacific Asia Conference on Information Systems, PACIS 2014.

Naushad, M., & Sulphey, M. M. (2020). Prioritizing technology adoption dynamics among
SMEs. TEM Journal, 9(3), 983—-991. https://doi.org/10.18421/TEM93-21

Owusu, A. (2020). Determinants of Cloud Business Intelligence Adoption Among
Ghanaian SMEs. International Journal of Cloud Applications and Computing, 10(4),
48—69. https://doi.org/10.4018/IJCAC.2020100104

Pociovalisteanu, D.M., Novo-Corti, I., Aceleanu, M.l., Serban, A.C., & Grecu, E. (2015).
Employment policies for a green economy at the European Union level.
Sustainability (Switzerland), 7(7), 9231-9250. https://doi.org/10.3390/su7079231

Prakasa, Y., & Jumani, ZA (2024). Linking digital capability to small business
performance: the mediating role of digital business transformation. Cogent
Business and Management, 11(2).
https://doi.org/10.1080/23311975.2024.2342486

Pramudita, EJ, & Gunawan, AW (2023). The Influence of Green Human Resource
Management, Green Human Capital and Green Innovation on Environmental
Performance Through Green Human Capital and Green Innovation at PT
Mitrakarya Cipta Gemilang. Glosains: Indonesian Global Science Journal, 4(1), 21—
40. https://doi.org/10.59784/glosains.v4i1.385

Product, I., Digital, AP, & Entrepreneurship, S. (2024). Machine Translated by Google
Improving the Sustainability of Women-Owned Tourism SMEs in Indonesia:
Examining the Impact of Product Innovation, Digital Platform Adoption,
Entrepreneurial Spirit, Knowledge Utilization and Government Support.

Putratama, SH, & Ali, S. (2020). Adoption of Free/Open Source Software Products in the
Healthcare Services Industry: A Case Study of Indonesia. Journal of Accounting
and Finance Review, 10(1), 161-176. https://doi.org/10.22219/jrak.v10i1.11232

756



The 1%t International Conference on Islamic Economics (ICIE) 2024

Putri Fabiola, V., & Khusnah, H. (2022). The Influence of Green Innovation and Financial
Performance on Competitive Advantage and Company Value in 2015-2020. Media
Mahardhika, 20(2), 295-303. https://doi.org/10.29062/mahardika.v20i2.346

Qalati, S.A., Yuan, L.W., Khan, MAS, & Anwar, F. (2021). A mediated model on the
adoption of social media and SMEs' performance in developing countries.
Technology in Society, 64(December 2020), 101513.
https://doi.org/10.1016/j.techsoc.2020.101513

Rahayu, TP (2021). The Policy of Industrial Waste Management for Food and Beverage
Production MSMEs on the Environment in Palangkaraya City Abstract.

Rahi, S., & Abd Ghani, M. (2021). Examining internet banking user's continuity intention
through the lens of technology continuance theory and task technology fit model.
Digital Policy, Regulation and Governance, 23(5), 456-474.
https://doi.org/10.1108/DPRG-11-2020-0168

Ratnasari, RT, Ula, UF, & Sukmana, R. (2021). Can store image moderate the influence
of religiosity level on shopping orientation and customers' behavior in Indonesia?
Journal of Islamic Accounting and Business Research, 12(1), 78-96.
https://doi.org/10.1108/JIABR-01-2017-0006

Roper, S., & Tapinos, E. (2016). Taking risks in the face of uncertainty: An exploratory
analysis of green innovation. Technological Forecasting and Social Change, 112,
357-363. https://doi.org/10.1016/j.techfore.2016.07.037

Shree, D., Kumar Singh, R., Paul, J., Hao, A., & Xu, S. (2021). Digital platforms for
business-to-business markets: A systematic review and future research agenda.
Journal of Business Research, 137(February), 354-365.
https://doi.org/10.1016/j.jbusres.2021.08.031

Tajudeen, FP, Jaafar, NI, & Ainin, S. (2018). Understanding the impact of social media
usage among organizations. Information and Management, 55(3), 308-321.
https://doi.org/10.1016/j.im.2017.08.004

Tariq, A., Badir, Y.F., Tariq, W., & Bhutta, US (2017). Drivers and consequences of green
product and process innovation: A systematic review, conceptual framework, and
future outlook. Technology in Society, 51, 8-23.
https://doi.org/10.1016/j.techsoc.2017.06.002

Troise, C., & Tani, M. (2020). Exploring entrepreneurial characteristics, motivations and
behavior in equity crowdfunding: some evidence from Italy. Management Decision,
59(5), 995-1024. https://doi.org/10.1108/MD-10-2019-1431

Welter, F., Baker, T., & Wirsching, K. (2019). Three waves and counting: the rising tide
of contextualization in entrepreneurship research. Small Business Economics,
52(2), 319-330. https://doi.org/10.1007/s11187-018-0094-5

Yin, S., Fu, C., Zhao, S., & Li, K. (nd). A Survey on Multimodal Large Language Models.

Yuha Auliana, & Luthfi Alhazami. (2023). The Influence of Environmental Performance
and Green Innovation on Green Competitive Advantage in MSMEs in Jakarta.
Transformasi: Journal of Economics and Business Management, 2(3), 23-34.
https://doi.org/10.56444/transformasi.v2i3.948

Zhang, Y., Sun, J., Yang, Z., & Wang, Y. (2020). Critical success factors of green
innovation: Technology, organization and environmental readiness. Journal of
Cleaner Production, 264, 121701. https://doi.org/10.1016/j.jclepro.2020.121701

Zhu, Q., Sarkis, J., & Lai, K. hung. (2013). Institutional-based antecedents and

757



The 1%t International Conference on Islamic Economics (ICIE) 2024

performance outcomes of internal and external green supply chain management
practices. Journal of Purchasing and Supply Management, 19(2), 106-117.
https://doi.org/10.1016/j.pursup.2012.12.001

Zou, H., Liu, X., & Ghauri, P. (2010). Technology Capability and the Internationalization
Strategies of New Ventures. Organizations and Markets in Emerging Economies,
1(1), 100-119. https://doi.org/10.15388/omee.2010.1.1.14308

758



