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Abstract— This study aims to determine the effect of 

Environmental Performance on Economic Performance at 

Pharmaceutical companies in Indonesia, used 

Predeterminated Variable. This research type is quantitative 

approach, with the population 10 Pharmaceutical companies 

listing in Indonesia Stock Exchange. The Period of 

observation is in 2014-2016. The result of the research shows 

that Environmental Performance has an effect on Economic 

Performance by including Unexpected Earnings, Profit 

Margin, Environmental Concern, Firms Size, and 

Ownership as control variables.  
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I. INTRODUCTION 

The company was established with the aim of 

maximizing the value of the company. The concept of 

maximizing the value of this company will have an 

impact on the orientation of the company cannot be on 

profit maximization, only think about the interests of the 

owner or management, but also concern to all related 

parties, such as employees, consumers, and society and 

the environment. In line as proposed [1], that the 

existence of a company cannot be separated from the 

interests of various parties.  

Companies wishing for business sustainability 

should also take account of this environmental aspect, as 

well as companies engaged in the pharmaceutical 

industry. Companies in this sector should concern and 

make the full disclosure because the company is in 

operation to produce an impact of the environment.    

The concept of green accounting developed since the 

1970s in Europe. This development was followed by 

studies related to the issue of green accounting in the 

1980s ( [2]; [3] ). Other terms for green accounting are an 

environmental accounting [4], Sustainability Accounting 

[5], or Environmental Accounting Disclosure [6]. The 

concept of social and environmental accounting discourse 

has led to the concept of Socio-Economic Environmental 

Accounting (SEEA) which is a brief explanation of the 

definition of Triple Bottom Line [7], wherein it's financial 

reporting, the company reports the performance of its 

operational activities, environmental performance, and 

social performance [8].  

Empirical research on the relationship between 

environmental performance, economic performance, and 

environmental disclosure, in general, has considered the 

strength of the relationship between these variables. 

Nevertheless, some studies show contradictory results [9]. 

Reference [10] found no significant relationship in testing 

the relationship between environmental disclosure and 

environmental performance. Reference [11] found a 

negative relationship between environmental disclosure in 

annual reports and environmental performance. 

Meanwhile, [12] found a significant positive relationship 

between economic performance with environmental 

performance as well as between environmental disclosure 

and environmental performance. Moreover, some 

researchers questioned the quality of information 

conveyed in the disclosure of the environment. Studies in 

Australia show a gap between environmental disclosure 

and environmental performance. The findings prove that 

the quality of disclosure is inadequate. Other studies have 

also found evidence that firms tend to disclose things well 

and retain environmental information that adversely 

affects the company's reputation, as it assumes that bad 

news can dampen investor confidence in the company and 

can degrade the company's economic performance. These 

studies show still contradictory results [9] in [13]. Based 

on this understanding, this study aims to determine the 

effect of Environmental Performance on Economic 

Performance at Pharmaceutical companies listing in 

Indonesia Stock Exchange, by including Predeterminated 

Variable. 

 

Triple Bottom Line 

This concept recognizes that if the company wants 

to be sustain it is necessary to concern to 3P, which is not 

only hunting the profit, but also should contribute to the 

society (people) and active in preserving the environment 

(planet) as proposed by John Eklington in [14]. Thus, the 

community has a strong interrelation in order to create 

value for the company. Almost impossible, the company 
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is able to run operations in a sustainable manner without 

the support of the surrounding community. Therein lies 

the most important of the willingness and ability of the 

company closer to the community through the strategy of 

social obligation [14]. 

 

Legitimacy Theory 

The theory of legitimacy states that the company 

continuously acts according to norms and limits in 

society, for its enterprise hopes that its activities are 

supported by society (Deegan in [15]. The realization of 

legitimacy in the business world can be the report of 

social and environmental activities of the company. 

Reference [16] explain the conflict of interest in agency 

relations due to the different goals of managers and 

owners of companies in the short and long-term [15]. 

Reference [17] argue that legitimacy can be obtained 

when there is conformity between the existences of the 

company is not disturbing or congruent with the existence 

of the existing value system in society and environment. 

When there is a shift leading to nonconformity, then the 

company's legitimacy can be threatened. As a result, 

companies should seek to establish and maintain their 

legitimacy in the community by carrying out 

environmental responsibility and public disclosure to the 

public in financial reporting ( [17]; [18]).  

 

Stakeholder Theory 

The company is not only responsible to the owners 

(Shareholder) as it happens so far, but shifted to a wider 

range in the social sphere (stakeholder), furthermore 

referred to as social responsibility. This phenomenon 

occurs, because of the demands of society due to negative 

externalities that arise and social inequality that occurred 

[19]. To that end, the responsibility of the company that 

was originally only measured on economic indicators 

(economic-focused) in the financial statements, must now 

shift by taking into account social factors (social 

dimensions) to stakeholders, both internal and external. 

Corporate social disclosure is a successful means for 

companies to negotiate relationships with their 

stakeholders [20].  

 

 

 

Green Accounting 

Accounting grows and develops in a society that is 

also growing. Its existence is not free of value against the 

development of the period. Methods of accounting 

introduced by Luca Pacioli at that time deemed to be 

sufficient and adequate because able to solve the problem 

of reporting and business accounting is needed at this 

time, however, when the complexity of the business is 

getting higher, the necessary methods of measurement, 

recognition, and reporting of the more advanced [21]. As 

a result, accounting continues to evolve and match the 

needs of his time. 

When the movement of environmental care (green 

movement) developed, the accounting is also ready with 

these developments, so that born the term green 

accounting or environmental accounting. Similarly, when 

some industries began to show social awareness, then 

emerged social accounting discourse (social responsibility 

accounting). Since understanding accounting as part of 

the service function of either social, cultural, economic 

and even political, then many factors affect the 

accounting itself.  

Reference [22] explain that culture is the main factor 

affecting the development of business structure and social 

environment, which will ultimately affect accounting. The 

consequences of this social and environmental accounting 

discourse eventually led to the concept of Socio-

Economic Environmental Accounting (SEEC), which is 

actually a brief explanation of the definition of Triple 

Bottom Line [7] where accounting reporting to the public 

includes not only economic performance but also 

environmental performance and social.  

 

Environmental Performance  

Reference [9] stated that environmental performance 

is the company's performance in creating a good 

environment (green). The measurement of environmental 

performance is an important part of the environmental 

management system. It is a measure of the result of the 

environmental management system given to the company 

in real and concrete terms. In addition, environmental 

performance is a measurable outcome of the 

environmental management system, which is linked to the 

control of its environmental aspects. The assessment of 

environmental performance is based on environmental 

policy, environmental objectives and environmental 

targets (ISO 14004, from ISO 14001).  

In Indonesia, the Environmental Assessment 

Performance Rating was developed by the State Ministry 

of the Environment as an alternative to compliance 

instruments since 1995. PROPER intends that 

stakeholders can actively address this level of compliance 

information, and encourage companies to further improve 

management performance the environment. Hence, in the 

end, the environmental impact of the company's activities 

can be minimized. In other words, PROPER is a Public 

Disclosure Program for Environmental Compliance.  

 

Environmental Disclosure 

Disclosure is generally divided into two types 

namely, voluntary disclosure and mandatory disclosure. 

Voluntary disclosure is the disclosure of various 

information related to voluntary corporate 

activities/circumstances. Although in fact, voluntary 

disclosure does not really occur because there is a 

tendency for companies to store intentionally information 

that can reduce cash flow. It is considered to cause harm 

to the company. Therefore, managers of a company will 

only disclose good information that can benefit the 

company.  

Reference [23] argue that the company will disclose 

all the necessary information in the course of the 

functioning of the capital market. The proponent of the 

opinion states that if information is not disclosed this is 

because the information is irrelevant to the investor or the 
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information is already available elsewhere. Environmental 

disclosure is the disclosure of environmental related 

information in the company's annual report. It is generally 

located in a separate section of the Sustainability Report 

or listed in the Annual Report. In America, the SEC is 

responsible for disclosure-level issues and the disclosure 

format is a FASB task. While in Indonesia, which has 

mandatory disclosure authority is Bapepam.  

 

Economic Performance  

According to [9] economic performance is the 

macroeconomic performance of a group of companies in 

an industry. The measurement of economic performance 

can be calculated according to accounting based measures 

as well as capital market-based. In accounting, based 

measures can use financial ratio analysis as a financial 

measurement. In previous research, [8] used accounting-

based measures (earnings per share and ROE). While 

Spicer in [12] use both accounting based measures and 

capital market based (profitability and price earning 

ratio).  

 

Hypothesis  

H1:   Environmental Performance effect on Economic 

Performance on Pharmaceutical companies 

listing on Indonesia Stock Exchange 

 

II. METHODS 

 

This research is conducted on pharmaceutical 

companies listed on Indonesia Stock Exchange in 2014-

2016. The variables in this study are:   

Dependent variable: Economic performance. 

Economic performance is the performance of firms 

relative to the same industry characterized by the 

industry's annual return. According to [12] in [9] 

economic performance stated in: 

 

                       (1) 

 

P1   =   year-end stock price, 

P0  =  stock prices earlier in the year,  

Div  =  dividend payout, \ 

MeRI  =  median return industry the industry return is 

measured by the industry index obtained from the 

Indonesian Stock Exchange (IDX) 

Independent variables include Environmental 

Performance Variables, and Predeterminated Variables 

(Unexpected Earnings, Profit Margin, Environmental 

Concern, Firms Size, and Ownership). 

a. Environmental Performance 

Environmental Performance according to [9] is the 

company's performance in creating a good 

environment (green). The company's environmental 

performance is measured by the achievement of the 

company following the PROPER program, which is 

one of the efforts undertaken by the Ministry of the 

Environment, which includes rating the company in 5 

colors, and scored 5 consecutively for gold color and 

lowest 1 for black color. 

b. Predeterminated Variable 

The Predeterminated variable is the control variable 

whose value has been obtained first before calculating 

the value of the endogenous variable [9]. 

Predeterminated variables set out in this study were 

measured as in the description below.  

i. Unexpected Earnings, measured by the annual 

change in earnings per share divided by the 

stock price at the beginning of the period.  

ii. Profit Margin, measured from the ratio of net 

income to net sales to reveal the profitability 

and competitive market presence.  

iii. Environmental Concern, measured by the 

company's participation in the ISO 14000 

series certification program, obtained from the 

Ministry of Environment database and other 

sources. Environmental Concern is measured 

using Environmental Concern scoring, if the 

company participates in following ISO 14000 

series certification then it is given a score of 1, 

otherwise, it will be scored 0.  

iv. Firm Size, measured from total assets which 

then transform the total asset data into natural 

logarithm (Ln).  

v. Ownership, measured by the type of capital of 

the company, namely PMA, PMDN, and SOE. 

PMA with value 1, PMDN with value 2, and 

SOE with value 3.  

 

Population and Sample  

The population in this study is a pharmaceutical 

company listed on the Indonesia Stock Exchange in the 

period 2014-2016, some 10 companies. The technique of 

determining the sample using saturated sampling 

technique, so that the whole population used as a sample 

[24].  

 

Hypothesis Testing 

In this research, the model of multiple linear regression 

hypothesis testing is as follows: 

Economic performance = (Environmental performance + 

Predeterminated variable) 

EconP = α + β1 EnvrPit + β2 ProfMit + β3 FirmSit + β4 

Ownerit + β5 EnvrCit + β6 EnexCit + Є  ----------------------

------------------------------------- (2) 

 

 

III. RESULT AND DISCUSSION 

Taking into account the results of this study in Table 

1, using the help of statistical tools SPSS obtained results 

that the level of significance value is of 0.04. This value is 

smaller than the predefined fault tolerance of 5%. Based 

on these results can be concluded that the proposed 

hypothesis can be accepted, that the Environmental 

Performance variable affects the Economic Performance 

on Pharmaceutical companies listing on the Indonesia 

Stock Exchange.  

 

12

Advances in Social Science, Education and Humanities Research (ASSEHR), volume 125



TABLE 1 ANOVA 
ANOVA

b
 

Model 
Sum of 

Squares df Mean Square F Sig. 

1 Regression 9.998E17 6 1.666E17 4.423 .004
a
 

Residual 8.666E17 23 3.768E16   

Total 1.866E18 29    

a. Predictors: (Constant), UnexE, ProfM, EnvrC, EnvrP, Owner, 
FirmS 

 

b. Dependent Variable: EconP     

The results of this study are in line with the research 

that has been done by [12] found a significant positive 

relationship between economic performance with 

environmental performance as well as between 

environmental disclosures with environmental 

performance. Similarly, research conducted by [11] 

although the findings is having a negative relationship 

between environmental disclosures in an annual report 

with environmental performance. At the same time, the 

results of this study support the theory that has been 

developed previously, both the theory of the Triple 

Buttom Line, Theory of Legitimacy, and Stakeholder 

Theory. This shows that the sustainability of a company 

cannot be separated from various interests, including the 

interests of the environment. Regardless of the regulations 

on the disclosure of the environment by the company, 

various parties who interested with the company will see 

and pay attention to companies that are committed to the 

environment. 

 

IV. CONCLUSION 

Based on these results, can be concluded that the 

proposed hypothesis can be accepted, that the 

Environmental Performance variable affects the 

Economic Performance on Pharmaceutical companies 

listing on the Indonesia Stock Exchange. 
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