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Welcome To

The 1¢t International Congress on
Regional Economic Development,
Information Technology, and Sustainable
Business

Covid-19 pandemic is becoming a global crisis. It has spread around the world and by this September, it is
reported that more than 30 million cases are confirmed globally, with around 950.000 cases of deaths (WHO,
2020). In some countries, the outbreak curve does not seem to be flattened or declined but some are worried
about the emergence of the second wave of Coronavirus. This pandemic has a massive impact on economics
and human social: the worst economic crisis since the 1930s depression (IMF, 2020) and the worst recession
since World War Il (World Bank, 2020). Some policies to lockdowns countries such as social distancing and
stay-at-home turn out to have a damaging effect on businesses and it forced industries to find more resilient

ways in responding to these problematic situations (Verma & Gustafsson, 2020).

COVID-19 has a dramatic impact on several sectors of business including impact on business in general,
technology, supply chain management, and service industry (Verma & Gustafsson, 2020). Cluster impact on
business is related to the immediate effect of widespread restrictions policies (e.g. lockdowns, shops closure,
quarantines) on the regional or national economy. These activities have increased the risks of investments
and some companies are facing bankruptcy or reducing the production capacity. On a macro side, the long-
term period of restrictions policies due to this pandemic has led to unemployment and fundamental finance
problem on either the corporate or country level. The Covid-19 pandemic has an impact also on start-ups and
trade. A large number of start-ups have new challenges to sustain their sales as a part of survival strategies.
This uncertain situation has also affected some other sectors such as educations, SMEs, travel & tourism,

supply chain, and digital business.

The Pandemic has lasted about seven months and it has affected the economies all over the world including
the G7 countries (Baldwin et al., 2020). The term ‘Black Swan’ event returns labelling the Covid-19 pandemic
as it has a low probability of occurring but has caused a ripple effect on many aspects including problem
in a global and regional economy. World Bank stated that the East Asia and Pacific regional economy has a
sharp contraction of economic activity due to domestic and external aspects. Restriction policies, tight global
financial conditions, and commaodity prices are some instances of the pandemic-caused economic turbulence
in East Asia and Pacific, including Indonesia. Indonesia is among the country in ASEAN who faces the most
difficult outlooks (Rajah & Grenville, 2020).
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In response to providing a venue for scholars, leading academicians, and professionals to effectively respond
to those global issues, we organize the 1st INCREDIBLE 2020, the International Congress on Regional Economic
Development, Information Technology, and Sustainable Business. This forum is organized by the Faculty of
Economics and Business, Universitas Sebelas Maret Indonesia in collaboration with the Regional Development
Planning Agency (BAPPEDA) Central Java Indonesia. This conference has received 183 papers submissions
that encompass various topics divided into 6 tracks: Economics, Management, Accounting, Social Sciences,
Information Technology, and special track Covid-19: Business Impact and Economic Recovery. This conference
has a series of events: Pre-Conference Workshop of public speaking and data analysis, Plenary Session inviting

speakers from US, UK, Austria, and Malaysia, and also Parallel Session at the end of the congress.

Surakarta, 25 September 2020

(l

Dr. Catur Sugé rto
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Greetings from

Regional Development Planning,
Research and Development Agency of
Central Java Province

The covid-19 pandemic has resulted in the global economy including Indonesia experiencing uncertainty
and leading to an economic recession. Currently the Indonesian economy is under tremendous pressure.
Pandemics have domino effects from health to social and economic problems. Currently, almost all sectors

are affected.

The government continues to strive to respond to and face the conditions of Covid-19 with various precautions
in the form of policies and stimuli. Various countermeasures have been carried out by the government to
reduce the impact of the Covid-19 pandemic in various sectors, including providing fiscal stimulus as a form of
intervention in stabilizing the economy, refocusing programs that have been planned to overcome Covid-19

and its effects and the Economic Recovery Program. National (PEN).

The Central Java provincial government supports a national program in handling the impact of the Covid-19
pandemic with a covid-19 financing scenario through refocusing the budget for unexpected expenditure
allocations (BTT), delays and capital participation. The budget is focused on handling health, handling the
economy and providing social safety nets. Recovery from the impact of the Covid-19 pandemic is a serious

concern not only in the health sector, but recovery needs to prioritize sustainable economic development.

The Regional Development Planning, Research dan Development Agency of Central Java Province commits
to promoting the knowledge exchange among the development stakeholders, i,e academics, practitioners,
decision makers, urban and environment experts, social activists, policy advocates, non-governmental
organization on facing the challenges of Covid-19 pandemic, business impact and economic recovery. To
ensure such commitment accessible to the public, this year we work with Economic & Business Faculty,

Sebelas Maret University in providing a forum where all related stakeholders could gather their ideas.

The 1 st International Congress on Regional Economic Development, Information Technology and Sustainable
Business (INCREDIBLE) titled “The Pandemic, business impact, and economic recovery” is an opportunity for
stakeholders to share their ideas through knowledge exchange while also strengthening and broadening
their networks. This forum hopefully can help us work together in championing the best efforts that we can

contribute to overcome the impact of the covid-19 in economics.
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We would like to express our gratitude and appreciation to all partners, i.e. the committee, speakers and
presenters, and all participants who have been participated in the 1 st International Congress on Regional
Economic Development, Information Technology and Sustainable Business (INCREDIBLE) titled
“The Pandemic, business impact, and economic recovery” May the conference be beneficial to all of us.

Semarang, 19 Oktober 2020

Dr. Prasetyo Aribowo, SH, MSoc.Sc
The Committee of International Conference

r Faculty ¢_>f )
INCREDIBLE ! riversies Sebelos ware




Organizing Committee

Regional Development Planning, Research and Development
Agency of Central Java Province

Steering Commiittee
Tri Yuni Atmojo, ST, M.Si
Sri Hestiningsih, SE, MT
Eko Nugroho, SE

Ir. M. Sakdi, MM

Drs. Mursid Zuhri, M.Si
Dr. Senen Budi P, SE, M.Si
Ir. Rachman Djamal, MS

Organizing Committee
Wiwin Widyastuti, SE, M.SC, MT
Arif Sofianto, S.IP. M.Si

Alfina Handayani, SP, M.Si

Tri Risandewi, SE, M.Si

Erika Sulistyawati, STP

A Dono Wijanarko, SE
Cahyaning Budi Utami, S.Pd

M. Imam Alghifary, SM

Erna Muji

r
INCREDIBLE
|




Committee, Editorial Board, & Speakers

Conference Committee

Steering Committee

Prof. Drs. Djoko Suhardjanto, M.Com (Hons)., Ph.D., Ak

Dr. Izza Mafruhah, S.E., M.Si.
Dr. Djuminah, M.Si., Ak.
Dr. Mugi Harsono, S.E, M.Si.

Organizing Committee

Catur Sugiarto, S.E., M.S.M., Ph.D

Isna Putri Rahmawati, S.E., M.Sc., Ak

Lely Ratwianingsih, S.E., M.Sc.

Nasi‘ah Hasanah Purnomowati, S.E., M.Sc, Ak
Christina Yulia Puspita Dewanti, S.IP

Runi Nuvianti, S.E, Ak

Lintang Ayuninggar, S.E., M.Sc

Hery Sulistio Jati Nugroho Sriwiyanto, S.E., M.S.E
Nurul Istiqomah, S.E., M.Si

Eko Siswanto, A.Md

Dewi Ismoyowayi, S.E., M.Ec.Dev

Tastaftiyan Risfandy, S.E., M.Sc., Ph.D

Dr. Hidajat Hendarsjah, S.Si, MM

Dr. Tetuko Rawidyo Putro, S.E., M.Si

Nugroho Saputro, S.E., M.Ec.Dev

Mulyadi, S.E., M.Ec.Dev

Muhammad Yusuf Indra Purnama, S.E., M.Rech
Tetri Wahyu Aryanti, S.S., M.I.LKom

Ariyanto Adhi Nugroho, S.E., M.Ec.Dev. MAPPI (Cert)
Pram Suryanadi, S.E., M.Si

Erni Indrawati, S.E

Anastasia Kiranahita Santikajati

Farah Primanita

Hanifah El Sandy

Nabila Shafira

Sharfina Rastha Wijayanti

r
INCREDIBLE
=1

Editorial Board

Editor-in-Chief
Tastaftiyan Risfandy

Associate Editor
Catur Sugiarto

Tri Mulyaningsih

Tetuko Rawidyo Putro
Doddy Setiawan

Taufiq Arifin

Hidajat Hendarsjah

Speakers
Keynote Speakers

Doni Primanto Joewono

Deputy Governor of Bank Indonesia

Suharso Monoarfa
Minister of National Development Planning

Plenary Speakers
Kuperan Viswanathan

Universiti Utara Malaysia

Andrea Moro

Cranfield University, UK

Candra Chahyadi

Eastern Illinois University, US

Alexander Bauer

Wittenborg University of Applied Sciences, Austria
Hasan Fauzi

Universitas Sebelas Maret, Indonesia

Faculty of
Economics and Business
Universitas Sebelas Maret




Pre-conference worksho
October 26th, 2020 p
08.00- 08.30 Participant registration online
08.30-08.35 Opening by moderator
08.35-08.40 National Anthem of Republic of Indonesia: Indonesia Raya
08.40-09.00 Welcome speech and Opening Remarks
08.40-08.50 Welcome speech
Chair of International Affair: Tri Mulyaningsih, PhD
08.50-09.00 Opening Remarks
Vice Dean FEB UNS: Dr. Izza Mafruhah
09.00-12.00 Data and Analysis Workshop
Ben Roy, PhD (National Central University, Taiwan)
12.00-12.30 Break
12.30-15.30 Public Speaking Workshop
Alexander Bauer, PhD (Wittenborg University of Applied Science,
Austria)
15.30- Closing: Vice Dean of FEB UNS Dr. Izza Mafruhah
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o
International Conference
October 27th, 2020

08.00-08.30 Participant registration online

08.30-08.35 Opening by moderator

08.35-08.40 National Anthem of Republic of Indonesia: Indonesia Raya

08.40-09.10 Opening Speech

08.40-08.50 "Head of Agency for Regional Development Semarang : Dr.
Prasetyo Aribowo,
S.H., M.Soc.SC"

08.50-09.00 “Rector of Universitas Sebelas Maret : Prof. Dr. Jamal
Wiwoho, S.H., M.Hum.”

09.00-09.10 Dean of FEB UNS : Prof. Drs. Djoko Suhardjanto, M.Com.(Hons).,
Ph.D., Ak

09.10-09.20 The Governor of Central Java: Mr. Ganjar Pranowo

09.20-10.50 Keynote speech

09.20-09.40 Minister of National Developmenet Planning of Republic of
Indonesia: Dr. Suharso Monoarfa

09.40-10.00 Deputy Governor of Bank Indonesia: Doni Primanto Joewono

10.00-12.30 Plenary session

10.00-10.20 Dr. Chandra Chahyadi (Eastern lllinois University, USA)

10.20-10.40 Prof. Hasan Fauzi (Sebelas Maret University, Indonesia)

10.40-11.00 Prof. Kuperan Viswanathan (University Utara Malaysia, Malaysia)

11.00-11.20 Dr. Andrea Moro (Cranfield University, UK)

11.20-11.40 Alexander Bauer, PhD (Wittenborg University of Applied Science,
Austria)

11.40-12.30 Discussion session

12.30- Closing
12.30-13.00 Break
13.00-17.30 Parallel Session
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Abstract

The purpose of this study is to investigate the stability between financial sector and real sector in Indonesia.
The study uses quarterly data for period 2005Q1-2019Q3. The financial sector describes by House price index
(HP), private debt to GDP, real effective of exchange rate (REER) and policy rate. The real sector describes by
growth GDP, consumer price index (CPI) and government debt to GDP. Estimated by Vector Error Correction
Model (VECM) and Impulse Responses Function (IRF) analysis, this paper uses growth GDP (output) and CPI
(price) as response variable. The finding shows a strong relationship between financial sector to the real sector
both in the short run and long run. Transparently and accurately measuring of financial stability help Central
Bank to create effective of financial stability system and regulation.

Keywords: Financial stability, financial crisis, real sector

1. Introduction

Financial stability is an attractive long-term macroeconomy environment for each country. It is a challenging
task, not only for monetary policy, but also for other macroeconomic policy. This conditions is combination of
economic indicator such as stable exchange rate, low inflation rate, low political risk and safe business condition
etc (Gilenko, 2018). Gadanecz & Jayaram (2009) assert that financial stability is encompass of financial and real
sector. It is composites nexus of relationship financial, infrastructure, government policy and market framework.
Endogenous risk and exogenous risk make financial become instability (Bank Indonesia, 2013). Gadanecz &
Jayaram (2009) assert each of country has different characteristic of crisis (banking crises, currency crises, debt
crises, equity crises) and has different basket indicator to measure instability (decline in real GDP, soar of
inflation, exchange rate fluctuation, decline of export, soar of unemployment rate etc). However, there is many
definitions of financial stability and it is not easy to make general definition and measurement (Borio, 2011).

Poor instability condition hits Indonesia in Asian financial crisis (currency crises) 1997/1998. Bank Indonesia
and Central Government attempt to develop general measure to financial instability that indicated financial
fragility or stress. Thereafter, Bank Indonesia uses early warning system to monitor financial instability that is
recommended by IMF (Bank Indonesia, 2013). Global financial Crises 2008 impact for Indonesia economy but
this negative shock not as bad as Asian Crises. It is because Bank Indonesia build executing financial stability
system and regulation (macroprudential policy) in post-currency crisis. Although Central bank policy aims to
improve financial stability, it is involves trades off between financial stability and economic efficiency
(Angkinand, 2009). Even so, effective monetary and macroprudential policy has important role for safeguarding
financial stability (Kim, 2016).

Transparency and accurately measuring of financial stability help Bank Indonesia that creates effective financial
stability system and regulation. Gadanecz & Jayaram (2009) summarize measures of financial stability which is
frequently used in literature. They focus in six main sectors. First, real sector is represented by GDP growth,
deficit fiscal, government debt and inflation. Second, corporate sector riskiness is represented by total debt to
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equity, earning to interest, net foreign exchange exposure to equity and default ratio. Third, household sectors
health is represented by disposable income, debt, asset and consumption. Forth, external condition is
represented by real exchange rate, foreign exchange reserve, capital flows and currency mismatches. Fifth,
financial sector is represented by real interest rate, monetary aggregate, non-performing loan, capital adequacy,
liquidity ratio and credit bank rating. Lastly, financial market is represented by equity indices, corporate bond,
government bond, volatility and house price.

More recent study, Nasir et al. (2015) measure financial stability using seven financial aggregate indicators.
There is bond market yield, domestic lending to GDP, stock market return, inflation rate, spot exchange rate,
deficit to GDP and growth GDP. Kim (2016) uses micro-data to measure financial stability. There is size of
household, disposable income, saving and net household asset end of year. Klingelhéfer & Sun (2018) measure
financial stability uses macroeconomic and financial stability indicator. They use real GDP index and consumer
price as macroeconomic policy. Then, house price and total bank loan as financial condition.

This paper examines financial stability that evidence in Indonesia’s economic performance Bank Indonesia
always uses financial stability as one of key objective of monetary policy. We adopt Gadanecz & Jayaram (2009)
method that used six main sector to measures financial stability. We use GDP growth, government debt to GDP
and consumer price index representative as real economy. Then, private non-financial sector debt to GDP
represent as corporate and household sector, real effective exchange rate as external sector, policy rate as
financial sector and house price index as financial market. We composite corporate, household, external,
financial and market representative as financial sector. Then, we follow Nasir et al. (2015) that examined
relationship between financial sector to the real sector.

This paper proceeds as follows. Section 2 applied data and methodology. Section 3 discussed empirical result
and recommendation to the policy. Section 4 conclusion and policy recommendation.

2. Introduction

This study uses quarterly data for the period 2005Q1-2019Q3. The data are obtained from Census of Economic
Information Center (CEIC) data and Bank International Settlement (BIS). The adopted variables include GDP
growth, government debt to GDP, consumer price index, private to non-financial debt to GDP, real effective
exchange rate, policy rate and house price index. Variables definition and characteristic:

1. Growth GDP calculated by a percentage growth GDP quarterly adjust inflation. It represents real economic
growth (CEIC data, 2020). The positive value indicated of the strength macroeconomic. But excessively
high value might show unsustainable growth. Negative would indicate slowdown.

2. Government debt to GDP is a percentage total credit to the government sector to GDP. This sector includes
Central Government, Central Bank and State-Owned Enterprise Debt(BIS, 2020). It represents of real
economic vulnerability indicator. Higher value government debt to GDP indicate unsustainable
government indebtedness and vulnerability of the sovereign debtor.

3. Consumer Price Index means rate of increase of various price indices. It is a proxy for inflation rate. Higher
level of CPI indicates structural weakness in the economy. Lower level CPI can be interpreted as stability
of commodity prices in real market. But it might signals of decreasing purchasing power parity (Bank
Indonesia, 2019).

4.  Private to non-financial debt to GDP is a percentage non-financial corporation (both private-owned and
public-owned) household and non-profit institutions serving households debt to GDP (BIS, 2019). It is
combination of corporate and household sector. High level of this ratio is signals difficulties in meeting
debt obligation.

5. Real effective exchange rate is the basket trading partner of country again real value of domestic currencies
(Darvas, 2012). REER is wider variety propose than real exchange rate. There are assessing the
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equilibrium value of a currency, measuring the change in price or cost competitiveness, and showing the
trade flows (incentives to reallocation production between the tradable and the non-tradable
sectors).Over or undervalue of currencies can trigger a crisis (vast outflow or inflow of capital and export
competitiveness).

Policy rate set up by central bank as monetary authority. It is use for stimulus the monetary variables such
as inflation rate and money demand. The policy rate above threshold indicates as monetary tightening that
build up from financial vulnerabilities. Then, policy rate below threshold indicates monetary easing to
attract more saving deposit from society.

House price index is real resident property prices (base year 2010). The bubble house price means the
booms of equity withdrawal consumptions. The downturn of the house price trigger potential losses in
financial system.

This study adopt model from (Nasir et al., 2015) which use two equations. In equations (1) growth GDP appears
as endogenous variable and equations (2) consumer price index appears as endogenous variable. VEC model
specification in this study:

Y,(GGDP) = U,_; + BY;_;(GDPG) + BX,_;(InCPI)+BX,_;(GTGDP)+BX,_;(InHP)
+BX,_;(PTGDP)+BX,_;(INREER)+BX,_;(R) + €;..cvvvven. 1)

Y,(InCPI) = U,_y + BY,_;(LnCPI) + BX,_;(GDPG)+BX,_;(GTGDP)+BX,_;(InHP)

+,[)’Xt_j(PTGDP)+ﬁXt_j(lnREER)+ﬁXt_j(R) + e (2)
Notes:
GGDP = Growth Gross Domestic Product (%)
InCPI = Natural logarithm to Consumer Price Index (base year 2010).

GTGDP = Ratio Government Debt to GDP (%)

InHP = Natural logarithm to house price index (base year 2010)
PTGDP = Ratio Private and household Debt to GDP (%)

REER = Natural logarithm to real effective exchange rate

R = Policy rate (%)

J

= Time lag

Yand X = (nx1) vector of time series endogenous variables

B

€t

= coefficient matrix

= white noise or unobservable vector process

U1 = error correction term

Using two equation above, we examine relationship between financial variable and real variable. Growth GDP
in equation (1) and Ln CPI in equation (2) serve as response variables. Error correction term U,_, means a
one period lag residual term (short-term shock) that is a speed of adjustment back to the cointegration of long-

term

equilibrium. Vector autoregression (VAR) used to analyse the dynamic impact of random disturbance in

the system. Then, Impulse response function (IRF) is used to trace out the behaviour of the variable in response
to the various shocks in the estimation model (Enders, 2003).

VAR
Page

imposes both dependent and independent variable in the system symmetrically (endogenous).
| 10

http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

Endogenous variables depend on its own lag and both contemporaneous value and up to k lags in others
variable (Enders, 2003). We use lag length criterion to test number of lag appropriate in the system. To establish
model VAR/VECM, it is important to test whether variables have stationary properties in order to avoid
concerns about spurious regression. The data that show a constant pattern over time and have no unit roots be
consider as stationary variable.

3. Estimation of Analysis
3.1 Unit Root Test

This paper used Philips-Peron root test used to estimation stationary of each variables. Ariefianto (2012)
explained that Philips-Perron (PP) is more advance than Augmented Dickey Fuller (ADF). PP used non-
parametric approach to correct t-account while ADF used lag-term to clear up autocorrelation in the model.
The result for unit root test presented in table 1 appendix. Variable GTGDP, In HP, Ln CP are stationary 1% in
the level while all variables stationary 1% in the first difference. The stationary variables in the used in this
study.

3.2 Determine Lag Optimal

After estimate VAR, we determine lag optimal using lag length criterion. In the VAR/VECM lag optimal used for
dependent and independent variable. Determine lag optimal is useful to clear up autocorrelation problem in
time series data. Those results are same both GGDP and CPI as response variable. It is presented in table II
appendix. SC and HQ generate one as an optimal lag while LR and FPE generate three as an optimal lag. AIC
generates fourth as an optimal lag. This paper use SC and HQ as the least lag optimum.

3.3 Cointegration Test

Johansen Cointegration test used to estimate consistency in the long run. It used trace statistic to determine
rank cointegration in the system. In this test we can generate more than one cointegration relationship. The
results for Cointegration test both GGDP and CPI as response variable are present to table III appendix. Trace
test indicate 6 cointegration at 5% significant level and Max eigen value test indicate 3 cointegration at 5%
significant level. So, Null hypothesis that no-cointegration relationship was rejected.

3.4 Result for VEC equation
3.4.1 GGDP as Responses variable

That information past value affects the current value described in the coefficient of the error correction term.
Estimation result of VECM that GGDP as response variable shows in table IV. This result indicates error
correction term (Ut1) is negative and significant at 10% level. This result shows that error correction term will
restore in the long run. From six independent variables in the model (as representative financial variable) just
Private to non-financial debt to GDP (PTGDP) that significant in the short run at 5% level. PTGDP in the short
run has negative impact to (GGDP) as representative real variable.

Figure 1 describes a one standard deviation shock in each of the six financial variables to GDP growth (as
representative of real variable). A one standard deviation shock to the CPI generate to decrease economic
growth (GGDP) after five quarter. It is show that CPI has not impact in real economy. A one standard deviation
shock to the government bond to the GDP (GTGDP) improve economic growth. It is because Increasing
government bond improve government spending to build public goods and infrastructure. It can increase real
economy. A one standard deviation shock to house price (InHP) increase economic growth. But this effect in
quarter 3 until six and this impact not significantly.

A one standard deviation shock to private loan to GDP (PTGDP) decrease economic growth. This effect
persistently impacts after four quarter. It indicates that improving of loan to private and household increases
great risk and leverage ratio. It has impact to real economy. A one standard deviation shock to REER increasing
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economic growth. Appreciation exchange rate indicate massive capital inflow and increase export
competitiveness that impact to the real economy. A standard deviation shock to policy rate (R) decrease
economic growth. It indicates that increasing policy rate will decrease liquidity in the financial market. And the
end, it has impact to real economy.

3.4.2 CPI as Responses variable

Table V shows estimation result of VECM. In the case of GGDP as response variable, error correction term (Ut1)
is negative and significant at 5% level. It indicates that the error correction term will restore in the long run. In
the short run, Growth GDP (GGDP), government bond (GTGDP) and private and household bond (PTGDP) has
positive and significant impact to the CPI but this value of coefficient is very small. Policy rate has negative and
significant impact to real economy but this value quite small.

Figure 2 describes a one standard deviation shock in each of the six financial variables to CPI (as representative
of real variable). A one standard deviation growth GDP decreases CPI, and this persists for several quarter.
Improvement of output capacity and investment might reduce inflation. A one standard deviation shock to
the government bond to the GDP (GTGDP) improve CPI. Increasing of sovereign debt potentially affect pricing
rate in the country. A one standard deviation shock house price (InCPI) increase CPI and it persistent after four
quarter. Exactly, housing price associated with consumption and it also appreciation in the asset market. It
potentially affects the pricing rate.

A one standard deviation shock private loan to GDP (PTGDP) increase CPI. But this effect decreases after five
quarter. Household and private loan associated with consumption and it also associated with pricing rate. A one
standard deviation shock REER increase CPI. REER appreciation affect in consumption cost and purchasing
power. A one standard deviation shock effect to policy rate (R) is neutral to CPI. Policy rate can approach
liquidity money in the market, but it not significantly affects the pricing rate.

3.5 Long run estimation
3.5.1 GGDP as Responses variable

Table VI estimate long run estimation using standard OLS regression. In the long run Consumer Price Index (as
representative inflation) and policy rate has negative and significant correlation to the growth GDP (output).
Increasing on inflation decreases purchasing power of society. In the long run it can decrease output. The
increasing of policy rate can reduce liquidity money in the market. Both increasing inflation and policy rate
indicate financial vulnerability. Those have risk in the real economy:.

In the long run real REER appreciation in the domestic price has positive impact in the growth GDP. Positive
REER indicates in the positive financial stability and has positive impact in real economic.

3.5.2 CPI as Responses variable

Table VII shows growth GDP, housing price and policy rate have negative and significant affect to the CPI.
Increasing output to the economy increase economic stability that indicate by stabilize of pricing rate.
Increasing in house price indicate increasing price in property market. It is signals of instability and downturn
in purchasing power. Then, it decreases consumption and pricing rate. Increasing in policy rate will reduce
liquidity of money and decreasing of pricing rate.

Government bond (GTGDP), Private loan (PTGDP) and REER have positive and significant affect to the CPIL.
Increasing Government bond and Private loan will increase liquidity money in the market. Increasing of
aggregate consumption (spending to government, private, and household) will increase in pricing rate.
Appreciation of exchange rate indicates massive capital inflow and export competitiveness. This increase the
domestic price.
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4. Conclusion and Policy Recommendation

Financial stability is challenging task in most country, especially in Indonesia. There is many definitions of
financial stability and it is not easy to make general definition and measurement. This paper examines financial
stability that evidence in Indonesia’s adopt Gadanecz & Jayaram (2009) method that used six main sector to
measures financial stability. We examined relationship between financial sector to the real sector. Estimated by
VECM and IRF, This paper use data for the period 2005Q1-2019Q3. OLS regression use to estimation
relationship between financial sector to the real sector in the long run.

The result show that Growth GDP has positive impact to pricing rate (CPI) in the short run, but in the long run
has negative impact. The shock of GGDP also has negative impact to pricing rate. Government loan (GTGDP) has
positive impact in pricing rate (CPI) in the short run and long run. The shock of this variable has positive impact
to output (GGDP) and CPI. House price index (HP) has negative impact to pricing rate in the long run but this
shock has positive impact to CPI. The shock of HP has positive impact to CPI because of increasing the pricing
rate in real economy in the short run. in the long run, Increasing of HP can decrease CPI because of downtown
purchasing power society. In the short run, Private to non-financial debt (PTGDP) to GDP has negative impact
to output. But it has positive impact in CPI in the long short run and long run. One standard deviation shock
in PTGDP has negative impact to output and positive impact to price.

One standard deviation shock in REER has positive impact in output and negative impact in price. In the long
run REER has positive impact both output and price. One standard deviation shock in policy rate has negative
impact in output. In the long run, REER has negative impact both output and price. One standard deviation
shockin policy rate has negative impact to output. In the long run policy rate has negative both output and price.
One standard deviation shock in price has negative effect to output after four quarter. In the long run, this
variable has negative impact to output.

Transparency and accurately measuring of financial stability help Bank Indonesia that creates effective financial
stability system and regulation. (Gadanecz & Jayaram, 2009) assert that accurately measuring of financial
stability is benefit to (a) better monitor of degree financial stability (b) anticipate source of financial stress and
crises. (c) ease government to overcome instability problems. Bank Indonesia using early warning system to
overcome instability. Effective monetary and macroprudential policy has important role for safeguarding
financial stability.
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Appendix
Table 1. Philips-Perron Unit Toots Test
Variable PP Test statistics 1% level 5% level P-value
Atlevel I(0)
GGDP -2.704824 -3.552666 -2.914517 0.0796
GTGDP -4.773981 -3.552666 -2.914517 0.0002**
InHP -4.771310 -3.552666 -2.914517 0.0002**
PTGDP -0.165083 -3.552666 -2.914517 0.9364
InCPI -3.702097 -3.552666 -2.914517 0.0066**
InREER -4.391258 -3.552666 -2.914517 0.0008
R -1.619858 -3.552666 -2.914517 0.4659
Atlevel I(1)
GGDP -7.125475 -3.555023 -2.915522 0.0000**
GTGDP -3.931159 -3.555023 -2.915522 0.0034**
InHP -8.198433 -3.555023 -2.915522 0.0000**
PTGDP -6.772722 -3.555023 -2.915522 0.0000**
InCPI -9.648517 -3.555023 -2.915522 0.0000**
InREER -8.323655 -3.555023 -2.915522 0.0000**
R -6.501728 -3.555023 -2.915522 0.0000**
** critical value of 1% significant, * critical value 5% significant
Table II. Philips-Perron Test
Lag LogL LR FPE AIC SC HQ
0 -102.7158 NA 1.48e-07 | 4.140220 | 4.400447 | 4.240291
1 375.2111 | 811.5741 1.41e-14 | -12.04570 - -
9.963886 | 11.24514
* *
2 441.8346 | 95.53549 | 7.96e-15 | -12.71074 | -8.807330 | -11.20968
3 502.8855 71.4180 6.56€- -13.16549 | -7.440491 | -10.96393
6* 15*
4 554.8177 | 47.03296 | 1.04e-14 - -5.729551 | -10.37409
13.27614
*

*Indicate lag order selected by the criterion. LR: sequential modified LR test statistic (each test at 5% level),
FPE: Final prediction error, AIC: Akaike information criterion, SC: Schwars information criterion, HQ: Hannan-
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Tabel III. Johansen Co-Integration Test

Hypothesized no. of Eigen Value Trace Statistic 0,05 critical Prob

CE(s) Value

None* 0.732576 266.9332 150.5585 0.0000
At most 1* 0.628447 194.3926 117.7082 0.0000
At most 2* 0.583028 139.9391 88.80380 0.0000
At most 3* 0.401549 91.82862 63.87610 0.0000
At most 4* 0.382029 63.59102 4291525 0.0001
At most 5* 0.374304 37.11876 25.87211 0.0013
Atmost 6 0.186163 11.32975 12.51798 0.0783

Unrestricted co-integration rank test (Maximum eigen value)

None*
At most 1* 0.732576 72.54062 50.59985 0.0001
At most 2* 0.628447 54.45347 44.49720 0.0031
At most 3 0.583028 48.11051 38.33101 0.0028
At most 4* 0.401549 28.23760 32.11832 0.1386
At most 5* 0.382029 26.47227 25.82321 0.0410
Atmost 6 0.374304 25.78901 19.38704 0.0051
Tabel IV. Vector Error Correction Model to Equation (1)
Variable Coefficient t-statistic Prob
CointEq1l -0.222426 [-3.07064] (0.07244)
D(GGDP(-1)) 0.029160 [0.21969] (0.13274)
D(LNCPI(-1)) 3.231176 [0.46094] (7.00995)
D(GTGDP(-1)) 0.350578 [ 2.74020] (0.12794)
D(LNHP(-1)) 1.048785 [0.18282] (5.73664)
D(PTGDP(-1)) -0.043251 [-0.63709] (0.06789)
D(LNREER(-1)) 0.845952 [0.57118] (1.48105)
D(R(-1)) -0.102852 [-0.96803] (0.10625)
C 0.062753 [0.60285] (0.10409)

*** critical value of 1% significant, ** critical value 5% significant, * critical value 10% significant
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Tabel V. Vector Error Correction Model to Equation (2)

Variable Coefficient t-statistic Prob
CointEql -0.095734 [-2.95329] (0.03242)
D(LNCPI(-1)) 0.167705 [0.91682] (0.18292)
D(GGDP(-1)) 0.000445 [0.12856] (0.00346)
D(GTGDP(-1)) 0.008011 [ 2.39948] (0.00334)
D(LNHP(-1)) 0.124346 [ 0.83066] (0.14969)
D(PTGDP(-1)) 0.003506 [1.97917] (0.00177)
D(LNREER(-1)) 0.043870 [1.13514] (0.03865)
D(R(-1)) -0.000766 [-0.27626] (0.00277)
C 0.012636 [4.65199] (0.00272)

*** critical value of 1% significant, ** critical value 5% significant, * critical value 10% significant

Tabel VI. Long run estimation to Equation(1)

Variable Coefficient Standard t-statistic Prob
error
C 4261716 21.28642 0.200208 0.8421
GTGDP -0.008779 0.030235 -0.290362 0.7727
LNHP -0.516594 3.800005 -0.135946 0.8924
PTGDP 0.039952 0.050966 0.783904 0.4368
LNCPI -3.374175 1.728571 -1.952003 0.0565*
LNREER 4.271703 1.454905 2.936070 0.0050***
R -0.121151 0.065308 -1.855067 0.0695*

*** critical value of 1% significant, ** critical value 5% significant, * critical value 10% significant

Tabel VII. Long run estimation to Equation(2)

Variable Coefficient Standard t-statistic Prob
error
C 9.087451 1.081103 8.405722 0.0000***
GGDP -0.020986 0.010751 -1.952003 0.0565*
GTGDP 0.008184 0.002087 3.921655 0.0003***
LNHP -1.501492 0.211552 -7.097492 0.0000***
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PTGDP 0.027138 0.001275 21.28774 0.0000%**
LNREER 0.381165 0.111935 3.405248 0.0013%**
R -0.017298 0.004730 -3.657398 0.0006***

*** critical value of 1% significant, ** critical value 5% significant, * critical value 10% significant

Response to Nonfactorized One S.D. Innovations

Response of GGDP to LNCPI Response of GGDP to PTGDP Response of GGDP to LNHP
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Figure 1. A one standard deviation shock in each of the six financial variables to GDP growth (as
representative of real variable)

Response to Nonfactorized One S.D. Innovations
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Figure 2. A one standard deviation shock in each of the six financial variables to CPI

(as representative of real variable)
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Beating Benchmarks by Bundling Bouncy Baskets. An Abstract

Ravi Kashyap
SolBridge International School of Business / City University of Hong Kong
JEL Codes: G11 Investment Decisions; D81 Criteria for Decision-Making under Risk and Uncertainty; C63
Computational Techniques
Email: ravi.kashyap@stern.nyu.edu

We consider in detail an investment strategy, titled “The Bounce Basket”, designed for someone to express a
bullish view on the market by allowing them to take long positions on securities that would benefit the most
from a rally in the markets. This investment concept combines macroeconomic views with characteristics of
individual securities to beat the market returns. The central idea of this theme is to identity securities from a
regional perspective that are heavily shorted and yet are fundamentally sound with at least a minimum buy
rating from a consensus of stock analysts covering the securities. We discuss the components of creating such
strategy including the mechanics of constructing the portfolio. Using simulations, in which securities lending
data is modeled as geometric brownian motions, we provide a few flavors of creating a ranking of securities to
identity the ones that are heaving shorted. An investment strategy of this kind will be ideal in market scenarios
when a downturn happens due to unexpected extreme events and the markets are anticipated to bounce back,
especially as observed during the Coronavirus pandemic in 2019-2020.

Keywords: Behavior; Bias; Trading Strategy; Investment Hypothesis; Bull; Market Rebound; Risk Management;
Volatility
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Investigation into Millennials’ Perceived Environmental Knowledge
towards Intention to Use Environmental-Friendly Drinking Straws

Christian Haposan Pangaribuan (Corresponding author), Luh Yuna Ika Dewi and
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Jakarta, Indonesia 11480

Abstract

This research extends the Theory of Planned Behavior (TPB) in explaining the Millennials’ (born between 1980
and 2000) intention towards using environmental-friendly drinking straws. In order to meet the objectives of
the study, this research was conducted to 252 millennial respondents in the city of Jakarta and its surrounding
vicinities. The findings from this study shows that environmental attitude, personal norms and social norms do
influence the behavioral intention. Meanwhile, the findings indicate that there is not enough evidence to
support the hypothesis that assert perceived environmental knowledge affects the usage intention. Our findings
suggest a more nuanced view of the Millennials’ pro-environmental behavior than is depicted in popular
accounts.

Keywords: theory of planned behavior, environmental-friendly straws, perceived environmental knowledge,
environmental attitude, personal norms, social norms, usage intention, pro-environmental behavior

1. Introduction

Plastic pollution, one of the causes of environmental degradation, has rapidly risen on the global environmental
policy agenda (Rana, 2020). China and Indonesia are the top two contributors to marine plastic pollution,
totaling up to 16% globally (Jambeck et al,, 2015). A significant environmental concern for everyone, single-use
plastic drinking straw consumption in the U.S. reached a frightening 500 million per day (U.S. National Park
Service, 2019). Meanwhile, in Indonesia, the number is equally alarming at more than 93 million plastic straws
every day (Intan, 2018).

In Indonesia, there have been numerous resolutions passed by the local authorities to encourage businesses to
reduce plastic straws. Many campaigns on using fewer plastics had led the government to consider the
imposition of a nationwide tax on plastic bags starting from 2018. The levy imposed had garnered a successful
deed; however, counteraction has been put up by consumers and the local plastic industry (Black, 2016).

A review of the extant literature showed that no study had been conducted in testing the antecedents of usage
intention based on the combination of adapting the model of Theory of Reasoned Action (TRA) and other
selected variables used in the current study in the Indonesian context. Some studies have examined perceived
environmental knowledge indirectly influencing behavioral intention (Yadav & Pathak, 2016). There has been
an insufficient examination of this factor because knowledge should be considered essential in environmental
behavior studies. Recent evidence has suggested that environmental knowledge plays an essential role in
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predicting attitude and behavioral intention (Zheng et al.,, 2018). This research focused on identifying the
determinants of usage intention of reusable drinking straws in young Indonesian consumers to close the
research gap.

Generation Y was chosen for this study because it may influence the brand preferences of their peers and
families (Lee, 2011). Concerning pro-environmental behavior, members of the Millennial generation (those who
were born between 1980 and 2000) have been marked as “environmental-conscious” (Bernardes et al., 2018;
Lu et al,, 2013). Equally important, a past study emphasizes the significance of personal norms to understand
people’s pro-environmental behavior (Thggersen, 2006). Boston Consulting Group (BCG) asserted that 48% of
generation Y purchase eco-friendly products to protect the environment (Kibbe, 2014). According to Parung’s
(2019) study, Indonesian millennials are “ecologically conscious,” which reflects how they “value recycled
products.” Nevertheless, there is some contention regarding these views. Previous studies claim that the
Millennials appear to have an imbalance between attitude and behavior towards sustainability (Bernardes et
al,, 2018; Grgnhgj & Thggersen, 2009). Others even suggest that Millennials are environmentally unfriendly
(Head, 2015; Lu et al,, 2013; Naderi, 2018).

These conflicting preconceptions then raise two questions. First, what is the dominant antecedent that prompts
the millennials to utilize reusable drinking straws? Second, how do governments and non-governmental
organizations use this precursor to increase usage intention? This study aims to understand the influence of
perceived environmental knowledge, environmental attitude, social norms, and personal norms of millennial
consumers to the usage intention of environmental-friendly straws and the consequent usage behavior. This
research is expected to help the environmental-friendly straw producer and seller formulate a new marketing
strategy to enhance sales. Besides, the government could use this study to estimate new policies to eliminate
the one-use plastic usage.

2. Literature Review

To analyze the factor influencing the reusable drinking straw behavior, the writers utilize the Theory of Planned
Behavior (TPB) model. TPB is the theory that describes the relationship within various variables and the
behavioral intention toward the environmental-friendly products (Maichum et al., 2016; Mufidah et al., 2018;
Pangaribuan et al., 2020). TPB is often used in many studies on consumer behavior and is the expansion of TRA
(Theory of Reasoned Action), the model developed by Fishbein and Ajzen (1975), which defines the links
between attitudes, belief, intention, norms, and behavior of individuals. According to a previous study, TRA and
TPB models are often used to explain the relations between attitude, belief, purchase intention, social influence,
and consumer behavior toward a particular object in marketing (Setyawan et al., 2018). In TPB, the model is
determined by the behavioral intention predicted by attitude, subjective norm, and perceived behavioral
control. The behavioral intention then turns into the influencer of the behavior (Zhang et al., 2018).

2.1. Perceived Environmental Knowledge to Behavioral Intention

This research includes the extension variable for TPB, Perceived Environmental Knowledge, which is defined
as the individual’s perceived knowledge/understanding about environmental and green issues and is generally
related to the consumers' pro-environmental behavior (Ahmad & Thyagaraj, 2015). Pagiaslis and Krontalis
(2014) define environmental knowledge as an individual's knowledge about the surroundings as an
ecologically interconnected system and tries to get involved in environmental sustainability’s development.
Based on Chen & Tung's (2014) study, environmental knowledge significantly impacts the willingness to
purchase green products between young consumers in developing countries. According to Ko and Jin (2017),
the higher one’s knowledge about his/her surroundings, the higher purchase intention toward green products
will be. However, a study by Indriani et al. (2019) indicated different findings of the consumers' perceived
environmental knowledge on green purchase intention. Based on these shreds of evidence, the following
hypothesis is advanced:
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Hypothesis 1: The millennials’ perceived environmental knowledge is positively related to intention to use
environmental-friendly drinking straws.

2.2. Environmental Attitude to Behavioral Intention

The research on green attitudes uses various terms interchangeably, e.g., environmental attitudes, ecological
attitudes, environmental-friendly attitudes, and environmentally sustainable attitudes” (Coskun 2018).
Environmental attitude is defined as the beliefs, affect, and intentions about environmental activities (McIntyre
& Milfont, 2016). One example of the activities can be seen from people who consciously try to save energy and
refuse to purchase products with additional packaging, which makes more waste to the environment
(Esmailpour & Rajabi, 2016). Consumers with positive attitudes toward green products have a stronger
intention to purchase green products (Mostafa, 2007). Some studies have verified that the environmental
attitude can significantly increase green purchase intention (Yazdanpanah & Forouzani, 2015). Based on the
discussion, the following hypothesis can be formulated:

Hypothesis 2: The millennials’ environmental attitude is positively related to intention to use environmental-
friendly drinking straws.

2.3. Personal Norms to Behavioral Intention

According to Schwartz (1973), personal norms are “attached to the self-concept and experienced as feelings of
a moral obligation to perform a certain behavior.” Human beings' responsibility results in meaningfulness to
someone else’s lives, and to be aware of is described as expectations one holds for him/herself, which is known
as personal norms (Schwartz, 1975). In a behavioral context, personal norms with compliance show the
association with feelings of pride, while personal norms with non-compliance are associated with feeling guilt
(Onwezen et al., 2013). Zhang et al. (2014) revealed that personal norms were far more influential factors in
predicting pro-environmental behaviors than any other antecedents (e.g., place attachment and personal
values), reflecting that individuals with a strong sense of obligation tend to engage in environmentally
responsible behaviors. Previous studies have found that the influence of personal norms on behavior is
mediated by behavioral intentions (Onwezen et al., 2013). Thus, we can hypothesize the following:

Hypothesis 3: The millennial consumer’s personal norms are positively related to intention to use
environmental-friendly drinking straws.

2.4. Social Norms to Behavioral Intention

Unlike personal norms, social norms are from an individual’s belief based on approval or disapproval of his/her
significant people (Ajzen, 1991; McKenzie-Mohr & Schultz, 2014). Social norms, comprising subjective norms
from significant people’s expectations and descriptive norms, refer to real activities significant people
undertake, predictive of behavioral intention (Shi et al.,, 2017). Ham et al. (2017) note that social norms are
significant predictors of green food purchase intention. Social norms are also positively related to the intention
to buy environmentally friendly products (Waskito et al, 2019). These analyses lead to the following
hypothesis:

Hypothesis 4: The millennial consumer’s social norms are positively related to intention to use environmental-
friendly drinking straws.

2.5. Behavioral Intention to Pro-Environmental Behavior

The relationships between intention and green behavior have been studied in the past. According to Dolnicar
etal. (2017), “actual behavior—which is what ultimately matters—is rarely measured.” Previous studies found
that purchasing organic goods is a precursor to organic goods purchase behavior (Kumar et al., 2017; Nguyen
et al,, 2016). Consumers with a stronger intention to buy green products are more likely to purchase such
products (Mostafa, 2007). Kanchanapibul et al. (2014) argued that the young generation’s intention in green
purchasing had been positively associated with their actual purchase. Based on the above discussion, the
following hypothesis is posited:
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Hypothesis 5: Intention to use environmental-friendly drinking straws is positively related to pro-
environmental behavior.

3. Methods

In this research, the researchers use the non-probability technique to select a group of respondents from a
larger population. For multiple regression analyses, the desired level is between 15 to 20 observations for each
predictor variable (Hair et al.,, 2006). Since this study employs five predictors (independent variables), the
minimum sample's desired level should be 100. After removing incomplete responses and extreme outliers, the
researchers managed to get 252 valid ones of the 300 questionnaires distributed, resulting in a response rate
of 84%.

In the first section of the questionnaire, the researchers asked about the background of the respondents. The
items include gender, age, residency, and current occupation. The questionnaire items in the second section
were built based on previous literature. Perceived environmental knowledge was measured based on the
“perceived knowledge of environmental issues scale” (Ellen et al., 1997). This measurement was utilized among
other scales since they are “outdated or unreliable or both” (Mostafa, 2007). The environmental attitude scale
was empirically developed by Ertz et al. (2017) using a seven-item scale adopted from Sparks and Shepherd
(1992). The personal norm scale was measured using a seven-item scale developed by Doran and Larsen (2015).
Both social norm and intention scales were empirically measured by Chan and Lau (2002) using a “two
standard 7-point (-3 to 3) bipolar items” adopted from Fishbein and Ajzen (1975). Pro-environmental behavior
was measured using a five-point scale from 0 (never) to 5 (always) adopted from Fishbein and Ajzen (2010).

In the second section, the researchers set the question in several statements from each variable. The following
variable is perceived environmental knowledge, environmental attitude, personal norms, social norms,
intention to use environmental-friendly drinking straws, and the pro-environmental behavior. The
questionnaire will use a six-scale score for the respondent’s answers: strongly disagree, disagree, agree, agree,
and strongly agree. The variable operationalization can be seen in Table |

Table I Variable Operationalization

Variable Definition Items Measurement
Perceived Individual’s I am aware that I am buying a product | 6 Likert Scale -
Environmental | knowledge/un | thatis safe for the environment Level of Agreement
Knowledge derstanding (PEK1)

(PEK) about [ understand about being
environmental | epyironmentally friendly compared to
and green other people (PEK2)
issues n this I understand a lot about
world and environmental problems (PEK3)
generally

i [ understand how to choose products
related with
that can reduce waste (PEK4)
purchase
behavior of the
consumer.
Environmental | Set of For me, using environmental-friendly | 6 Likert Scale -
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Attitude (EA)

individual
beliefs, desires,
feelings, and
behaviors
related to the

environment

straws is...

...enjoyable (EA1)
...beneficial (EA2)

..very wise (EA3)

..avery pleasant thing (EA4)

Level of Agreement

Personal
Norms (PN)

Individual self-
concept or
experience
which have
feelings as a
moral
obligation to
do something/
to perform
certain

behavior

[ have a moral obligation... (SN1)
[ feel that I really have... (SN2)

I feel it is important for everyone...
(SN3)
Because of my own principles, I feel

obliged... (SN4)

...to use environmental-friendly

drinking straws

6 Likert Scale -

Level of Agreement

Social Norms
(SN)

Individual’s
belief that
based on
approves or

disapproves of

By using environmental-friendly

drinking straws, people around me...

...will agree with my actions (SN1)
...will appreciate my actions (SN2)

..will be interested in my actions

6 Likert Scale -

Level of Agreement

significant
SN3
social (SN3)
surroundings ...will support my actions (SN4)
like family and
friends to a
particular
behavior
Intention to Individual [ would consider switching... (SN1) 6 Likert Scale -
Use (I1U) immediate I will try... (SN2) Level of Agreement
antecedent / In the future, [ will... (SN3)
willingness to
For personal use, I am willing to use...
perform
. (SN4)
certain
behavior. In ...to use environmental-friendly
drinking straws
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this study is
purchasing
behavior
Pro- Individual I refuse to use private transportation, I | 6 Likert Scale -
Environmental | behaviors that | use public transportation instead Level of Agreement
Behavior related in (PEB1)
(PEB) contribution to | | refyse to use plastic bags when
environmental | shopping ata supermarket, I use
sustainability | epvironmental-friendly bags instead
(PEB2)
I refuse to use disposable glasses
when hanging out at the café, [ use a
tumbler instead (PEB3)
I refuse to use plastic straws while
drinking in a restaurant, I use
environmental-friendly straws instead
(PEB4)
4. Results

4.1. Validity and Reliability Tests

The researchers assessed the validity and reliability through a pre-test based on inquiries from 39 respondents.
The twenty-four questionnaire items are derived from the six variables (four independent variables, one
mediator, and one dependent variable), and all of them are valid.

Table II Validity and Reliability Tests

Items Alpha | KMO | Correlation
Perceived Environmental Knowledge | 0.749
PEK1 0.645 0.601
PEK2 0.626
PEK3 0.583
PEK4 0.808
Environmental Attitude 0.763
EA1 0.694 0.841
EA2 0.682
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EA3 0.634

EA4 0.596
Personal Norms 0.876

PN1 0.786

PN2 0.787 0.776

PN3 0.791

PN4 0.798
Social Norms 0.915

SN1 0.857

SN2 0.851 0.832

SN3 0.835

SN4 0.884
Usage Intention 0.901

U1 0.792

U2 0.828 0.850

U3 0.814

U4 0.870
Pro-Environmental Behavior 0.856

PEB1 0.762

PEB2 0.756 0.738

PEB3 0.719

PEB4 0.820

The gender distributions are being dominated by females (67.5%) and 19-22-year-olds (65.9%). Most of the
respondents are college students (67.5%) and live in Jakarta (48%).

4.3 Multicollinearity Test

The multicollinearity test will check whether or not there is a high correlation between the independent
variables. The dependent variable’s relationship will be biased if there is a strong correlation between the
independent variables. The rule of thumb for the multicollinearity test considers both tolerance and VIF as if
the tolerance above 0.1 and VIF is below 10. Furthermore, the result in table III shows that the data is free of
multicollinearity.
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Table III Multicollinearity Test Result

Model Collinearity Statistics
Tolerance VIF
1 (Constant)
X1_PEK 0.806 1.240
X2_EA 0.400 2.501
X3_PN 0.319 3.133
X4_SN 0.440 2.274

a. Dependent Variable: Usage Intention

Model Collinearity Statistics

Tolerance VIF

2 (Constant)
Y_PI 1.000 1.000

a. Dependent Variable: Pro-Environmental Behavior

4.4. Regression Test

This research is using two types of regression tests. Model 1 employs multiple linear regression and for model
2, simple linear regression. Table IV shows a strong correlation in overall multiple linear relationships, shown
from its R-value at 0.798.

The R-square value indicates that 63.7% of the dependent variable (intention to use environmental-friendly

drinking straw) can be described through the independent variables (perceived environmental knowledge,
environmental attitude, personal norms, and social norms). Other variables influence the rest of 36.3%.
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Table IV Model Summary of Multiple Linear Regression Model 1

Model R R? Adjusted R? Error

1 0.798 0.637 0.631 0.51897

a. Predictors: (Constant), Social Norms, Perceived Environmental Knowledge,
Environmental Attitude, Personal Norms

Model 2 shows a strong correlation in overall multiple linear relationships shown from its R-value at 0.397 (see
Table V). The R-square value indicates that 15.8% of the dependent variable (pro-environmental behavior) can
be described through the independent variable (intention to use environmental-friendly drinking straw). Other
variables influence the rest of 84.2%.

Table V Model Summary of Simple Linear Regression Model 2

Model R R? Adjusted R? Error

2 0.397 0.158 0.154 0.88321

a. Predictors: (Constant), Usage Intention

4.5. t-Test

Table VI shows that the t-Test result for each independent variable is used to measure the correlation
significance with the dependent variable. The result indicates that perceived environmental knowledge has an
insignificant correlation with usage intention with a value above 0.05. For model 2, shown in table VII the usage
intention has a significant impact on pro-environmental behavior.

Table VI Coefficients of Multiple Linear Regression - Model 1

Model Unstandardized | Standardized t Sig.
Coefficients Coefficients
B Std. Error Beta
1 | (Constant) 1.311 0.242 5.422 0.000
Perceived Environmental | -0.048 0.046 -0.045 -1.059 0.291
Knowledge
Environmental Attitude 0.132 0.059 0.136 2.246 0.026
Personal Norms 0.442 0.061 0.489 7.214 0.000
Social Norms 0.246 0.053 0.267 4.627 0.000
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Table VII Coefficients of Simple Linear Regression - Model 2

Model Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std. Error Beta
2 | (Constant) 1.957 0.348 5.624 0.000
Usage Intention 0.446 0.065 0.397 6.837 0.000

4.6. Further Discussion

As the environmental knowledge variable is insignificant, Table VIII compares each demographic using an
independent sample t-test. The result shows that male respondents have more understanding of environmental
knowledge. The reason is that females are more likely to have a higher expectation of sustainable development,
which makes them less challenging to get influenced by others to do more sustainable development rather than
learning deeply about environmental knowledge (Wallhagen et al., 2018). The age comparison shows that
respondents of “non 19-22 year olds” are perceived to have a higher understanding of environmental
knowledge. For the residences and occupation, non-student respondents from Jakarta are perceived to have a
higher understanding of environmental knowledge.

Table VIII Independent Sample t-Test of Respondent’s Data toward Perceived Environmental Knowledge

(PEK)
Variable Group N Mean | Std. Dev. | Sig. (Levene's | Sig. (2-
Test) tailed)

Gender Female 170 4.57 0.79 0.67 0.01
Male 77 4.84 0.80

Age 19-22 166 4.64 0.77 0.38 0.87
Non 19-22 86 4.66 0.85

Residence Jakarta 121 4.58 0.87 0.04 0.22
Non-Jakarta 131 4.70 0.73

Occupation Student 170 4.66 0.76 0.24 0.62
Non-Student 82 4.61 0.87

5. Conclusion

This research aims to analyze the effect of perceived environmental knowledge on using environmentally-
friendly drinking straws. Based on the result, the researchers found a non-significant relationship between
perceived environmental knowledge and intention to use environmental-friendly drinking straws. The second
until the fourth objective is to measure the effect of environmental Attitude, personal norms, and social norms
toward intention to use environmental-friendly drinking straws. Based on the result, the researchers found a
significant relationship between them. The last objective is the influence of intention to use environmental-
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friendly drinking straw on pro-environmental behavior. The test result says that there is a significant
relationship between intention to use towards environmental-friendly drinking straw and pro-environmental
behavior.

The regression model shows consistent with the Theory of Planned Behavior (TPB), which is the environmental
attitude, personal & social norms having significant positive predictors to the usage intention. Meanwhile, the
relationship between perceived environmental knowledge as the variable extension and usage intention
contradicts previous studies (Yadav & Pathak, 2016; Kumar & Anand, 2013). One possible explanation for this
is that the knowledge of environmental issues measured uses perceived environmental knowledge instead of
factual environmental knowledge (Rolston & DiBenedetto, 1994). Consumers may know the trendy subjects,
i.e., “zero waste” or “recyclable”, but do not understand the full spectrum, and their “recycling habits have not
kept pace” (Winterich et al.,, 2019).

The marketers are suggested to create informational campaigns (on environmental-friendly drinking straws
and the benefits of using them to protect the environment) on social media or personalized content for different
consumers. Another point of view is for the marketers to build up green generation communities for consumers
who already purchase or have been using environmentally-friendly straws to influence others to purchase the
product and join the community for a future sustainable environment.

The scope of this sample only limits the young consumers of Jakarta. The first recommendation is to take
different samples from other areas, e.g., Bali, as the plastic usage regulation has been imposed since 2018. The
second recommendation for future research is to study other reusable containers.
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COVID-19 Impact On Indonesian Development Planning. An Extended
Abstract
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JI. Ir. Sutami 36A, Surakarta
E-mail: abisekhafauzi@student.uns.ac.id

1. Introduction

At the end of 2019 the world was shocked by the emergence of a new type of virus called coronavirus-19 or
Covid-19 which originated in Wuhan, China. This new type of virus turns out to have a very fast spread in almost
all countries in the world. According to official data from the Government of Indonesia, the number of people
confirmed by the corona virus in Indonesia as of November 11 2020 is 210,940 people with a death rate of 4.1%
or 8,544 residents (covid19.go.id).

Graph I. Development of Covid-19 cases in Indonesia
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The phenomenon of the emergence of the Covid-19 virus, which eventually became an epidemic and hit almost
all countries in the world, was never thought of by everyone, including the government, educational institutions
and international organizations so that the target of development planning and economic growth in 2020 and
the year thereafter is still predicted with the assumption that it is not outbreaks and economic turmoil.

As a result of the Covid-19 outbreak, it caused an economic crisis in all countries, including Indonesia. The

Page | 34
http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020
mailto:abisekhafauzi@student.uns.ac.id

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

economic impact that hit Indonesia due to the Covid-19 pandemic has forced Indonesia to postpone long-term
strategic plans to accelerate the handling of Covid-19.

World economic institutions such as the IMF and World Bank predict that in 2020 the possibility of an economic
slowdown, recession, and even an economic depression. Therefore, many countries have reviewed the State
Budget and Revenue (APBN), including Indonesia, to anticipate the economic impact resulting from the Covid-
19 pandemic and the acceleration of Covid-19 handling.

2. The Indonesian Government Policy to Response The Covid-19 Pandemic

Lockdown policies or regional restrictions are implemented in various countries in the world to break the chain
of spreading the Covid-19 virus. In Indonesia, social distancing and physical distancing policies are
implemented to limit human movement and interaction so that the Covid-19 virus chain can be cut immediately.
However, the habits and nature of humans as social beings who have a need to interact with other humans
directly become obstacles to the implementation of the regional quarantine policy.

The Indonesian government issued a policy through the Ministry of Health to make a Large-Scale Social
Restriction (PSBB) policy according to the regional severity level of each region (Province or District City).

The regulation regarding PSBB is regulated in Presidential Decree (Kepres) Number 11 of 2020 concerning
Stipulation of Public Health Emergencies and Government Regulation Number 21 of 2020 concerning Large-
Scale Social Restrictions.

Basically, in accordance with the Presidential Decree, the government limits some activities outside the home
that have the potential to accelerate the spread of the Covid-19 virus. Some activities outside the home that are
technically restricted by the government are regulated in the Minister of Health Regulation (PMK) Number 9 of
2020 concerning PSBB Guidelines as an Acceleration of Handling Covid-19. Some of these activities include
closing schools and offices, limiting social cultural activities, limiting religious activities and restricting other
activities.

However, Large-Scale Social Restrictions (PSBB) are not the same as regional quarantine. One thing that
distinguishes it is that the PSBB allows the community to carry out activities outside the home with several
restrictions, in contrast to the area quarantine which completely covers a certain area. So that with the PSBB
policy issued by the government in response to the spread of the Covid-19 virus, the economy can still run and
the spread of the virus can be suppressed.

3. The Impact of Covid-19 Pandemic on Indonesian Economic

The Covid-19 outbreak has had a huge impact on the Indonesian economy. With the implementation of the
PSBB policy, practically the real sector, tourism, service sector, offices and business activities and buying and
selling in the market will slow down. The impact of this phenomenon is that state income has decreased, while
on the one hand, state expenditure has actually increased to accelerate the handling of Covid-19. So the budget
deficit becomes a frightening thing.

Facing the danger of a budget deficit, the government issued Regulation in lieu of Law (Perpu) No.1 of 2020
concerning State Financial Policy and Financial System Stability for Handling the Covid-19 Pandemic. In this
Law, it is possible that the budget deficit will exceed 3% of the Gross Domestic Product (GDP) during the
handling of Covid-19.

With the Covid-19 outbreak in Indonesia, it is estimated that the economy will experience a deeper slowdown
in line with the decline in aggregate demand. Economic growth is estimated to fall at the level of 2.1% (at best)
to -3.5% (Muhyidin, 2020). The Central Statistics Agency (BPS) officially announced that Indonesia's economic
growth in the first quarter was 2.97% and the second quarter was -5.32%.
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Graph II. Indonesia's Economic Growth (GDP)
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4. Large Scale Social Restriction (PSBB) Policy and New Normal

The economic impact on the Indonesian people due to the Covid-19 pandemic has been felt since government
policies related to the enactment of Large-Scale Social Restrictions (PSBB) since April 10, 2020 in Jakarta and
followed by several regions with high levels of the spread of the virus. Therefore, in order to save the country's
economy, the government began to formulate a "new normal" policy so that people can continue to do activities
outside the home by paying attention to Health protocol.

"New normal"” began to be introduced by the government through the Head of the National Planning Agency
(Bappenas) together with the Minister of Foreign Affairs and the Expert Team for the Task Force for Handling
Covid-19 on May 28, 2020. The Head of Bappenas in the press conference explained that the requirements for
"new normal” to be successful are: 1) Decision making must be based on science and data, 2) PSBB adjustment
must be gradual and pay attention to zones, 3) Health protocols must be strictly implemented, 4)
Implementation of PSBB adjustments must be continuously evaluated so that the community is disciplined in
implementing health protocols

5. The Indonesian Growth Planning

The COvid-19 pandemic has made all countries revise their development planning. Short-term priorities are
focused on dealing with the impact of the Covid-19 pandemic. The growth target is adjusted to the current
conditions. Including capital-intensive development programs such as infrastructure, changes were made and
implemented after this pandemic ended.

With the Covid-19 pandemic not being taken into account since the beginning of the preparation of the central
and regional government development planning programs, the central and local governments must rearrange
their development plans. This adjustment is vital for economic recovery because it will serve as a guide in
making policies.

Page | 36
http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

The last Indonesian planning guideline used was the 2020-2024 National Medium-Term Development Plan
(RPJMN) which was drawn up before the Covid-19 pandemic as outlined in Presidential Regulation Number 18
of 2020.

In the 2020-2024 RPJMN, Indonesia is targeted to become a middle-income country and leave the middle-
income country trap (the middle-income trap). Another big target is the development of the Eastern Indonesian
Region which has enormous natural potential.

The vision of the 2020-2024 RPJMN is "The realization of an advanced Indonesia that is sovereign, independent
and with a personality based on mutual cooperation.”" Then the vision is outlined in seven development agendas:
1) Strengthening economic resilience for quality and equitable growth, 2) Developing regions to reduce
inequality and ensure equity, 3) Increasing quality and competitive human resources, 4) Mental revolution and
development culture, 5) Strengthening infrastructure to support economic development and basic services, 6)
Building the environment, increasing disaster resilience and climate change, 7) Strengthening political, legal,
defense and security stability and public service transformation.

In the 2020-2024 RPJMN there are several priority projects that are expected to have high leverage. These
priority projects include: eight leading tourist destinations: Lake Toba, Borobudur, Lombok, Labuan Bajo,
Bromo-Tengger-Semeru, Wakatobi, Likupang, and revitalization of Bali.

The next priority project is to accelerate the reduction of maternal mortality and stunting, as well as to
accelerate the development of underdeveloped areas of indigenous Papuan territories. Priority infrastructure
projects include the Trans Sumatra-Lampung Toll Road, high-speed rail in Java, the Makassar-Pare Pare railway,
and the main port networks in Belawan and the Kijing Port. Priority projects in the field of education are
vocational training for Industry 4.0 and the development of a science techno park.

The integrated strategy used by the government to accelerate regional development in the 2020-2024 RPJMN
consists of three types of policies. First, the acceleration of regional development uses two corridors. Growth
corridors that emphasize the development of growth centers as the basis for regional superiority that can
increase regional economic growth and corridors of equality that encourage the development of buffer areas
around growth centers and fulfill the basic rights of the people in accordance with the principles of sustainable
development goals (SDGs).

Second, to accelerate the development of underdeveloped areas, the development of policies and
implementation of affirmative development, priority location sub-districts for border areas, and small
outermost and farthest islands are carried out. The third is integrated village development as a pillar of
accelerating the development of 62 underdeveloped areas

6. Closing

The 2020-2024 RPJMN must undergo various shifts due to the current government's focus on accelerating the
handling of Covid-19 so that the economy and social conditions can recover as soon as before the pandemic.
The post-Covid-19 phase is an important phase in improving the national economy.

Indonesia must have a scenario if a vaccine from this virus is not found immediately. Indonesia must be able to
move the economy and form a community mindset so that it continues to follow the Health protocol with
discipline.

In the medium term development plan before the question of vaccines, the government has several alternative
strategies. First, overhauling all targets and programs that have been set with the assumption that the Covid-
19 pandemic will have a long-term impact on the economic and health crisis. In this strategy, the government
will review all programs and targets as well as the timing of their implementation in the 2020-2024 RPJMN and
add a Health cultural revolution as part of the Health protocol.
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Second, stick to the original 2020-2024 RPJMN plan with a few program adjustments in order to accommodate
the "new normal" life. Third, moderate program and target adjustments were made based on the latest data on
socio-economic conditions as a result of the Covid-19 pandemic. Programs that can support the acceleration of
handling the Covid-19 pandemic and can still be adjusted in the post-Covid-19 period can still be maintained.
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Abstract

Carbon dioxide is one of the main greenhouse gases and thus contributes greatly to global warming. The fight
against this global warming is the main ecological issue of our time. Consequently the inevitable increase day
by day in energy utilization and the economic development around the planet route multiple implications to
the environment. According to the international energy agency, CO2 emissions linked to the production and
combustion of all energies increased by 1.7% to one "historic" level of 33.1 gig tons. This present study involves
four important aspects related to the short and long-run patterns of carbon dioxide emissions. In the vanguard
of co-integration tests and Granger causality, the outcomes give a significant relationship between economic
variables and CO2 emissions. It indicates also the existence of unidirectional causality from population ,energy
dirt index to carbonic dioxide but not vice-versa. One of the objectives of this work redefines the current mode
of energy consumption by relying on a new model: sustainable, environmentally conscious, economical, and
avoiding the depletion of natural resources. To this end, a great need to change the current energy system used
in each sub-Saharan African countries can play an important role in controlling and reducing environmental
impact.

Keywords: CO2 emissions, environment management, clean energy, sustainability, global warming.

1. Introduction

Energy consumption is a global issue that affects the extent of climate change and environmental pollution.
World energy consumption contributes to pollution, environmental deterioration, and global greenhouse
emissions. Increases in energy consumption are driven by population growth and economic development that
tend to increase energy use per capita. Not only does polluting energy accelerate dangerous climate change
around the world, but it also causes considerable harm to people, communities, workers and the environment.
This energy forms the core of a failing energy system that, in addition to being unfair and unsustainable,
destroys lives and the planet. The problem of the accumulation of greenhouse gases in the atmosphere led to
changes in the climate, the consequences of which could be catastrophic, within a few decades. Emissions of
these gases due to human activities increase their concentration in the atmosphere and the main contribution
to the increase of the greenhouse effect comes from the carbon dioxide (CO2) emissions related to the
production and consumption activities of energy. The increase in CO2emissions is a serious threat to the
environment of the world (Zakarya et al. 2015)and SSA's minimal contribution to CO2 emissions is linked to the
weakness of its industrialization, but its energy needs are growing very rapidly.

Sub-Saharan Africa suffers from some serious environmental problems, including deforestation(Sharma and
World Bank 1994), soil erosion, desertification, wetland degradation, and insect infestation. Efforts to deal with
these problems, however, have been handicapped by a real failure to understand their nature and possible
remedies. The region now finds itself afflicted the consequences of inappropriate policies, as well as by almost
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endemic political instability, an inability to manage its economies effectively, and an increasingly hostile
external economic milieu. As simple survival has become more problematic, it has become increasingly difficult
to avoid overexploiting natural resources and degrading the environment.

Three factors strongly increase the threat of environmental degradation in sub-Saharan Africa: its poverty,
demographics, its heavy burden of foreign debt, and the absence of democracy(Bradshaw and Di Minin 2019).
More often than not, many international reports claim that poverty contributes to environmental degradation.
Due to a lack of sufficient resources with population growth and improper knowledge poverty-stricken people
tend to overuse every resource available to them when their survival is at stake. In terms of access to energy,
Sub-Saharan Africa is the world's "poorest in electricity” region(n.d.) .More than 620 million people (two-thirds
of the population) do not have access to electricity and are thus denied the positive development effects of
access to energy (WEO, 2016). Energy access remains an overarching challenge in Sub-Saharan Africa where
the electricity access rate is 35 % overall and only 19% in rural areas (WEIM 2019-Africa). Nearly 730 million
people in Africa still have to use inefficient and harmful cooking fuels (WEO, 2016b) such as biomass. Sub-
Saharan Africa's population is 13 percent of the world population but only accounts for 4 percent of the total
global energy consumed (IEA, 2014). Also, the primary source of energy in the region is solid biomass-like
fuelwood and charcoal which accounts for more than 75 percent of the total energy consumed in the region
(Hafner, Tagliapietra, and de Strasser 2018)

Therefore, when we point climate change and its causes, we ignore that poverty often causes people to put
relatively more pressure on the environment which results in larger families (due to high death rates and
insecurity), improper human waste disposal leading to unhealthy living conditions, more pressure on fragile
land to meet their needs, overexploitation of natural resources and more deforestation. Insufficient knowledge
about agricultural practices can also lead to a decline in crop yield and productivity. Among causes of
environmental stress, lack of clean energy has taken the first range from 20 century. Energy consumption is a
global issue that affects the extent of climate change and environmental pollution. Moreover, it determines
whether the goal of global sustainable development can be achieved successfully. It is very important for
everyone to recognize that poverty and environmental issues are interrelated. Poverty does not allow people
to their needs in energy capacity and poverty among people puts stress on the environment whereas
environmental problems cause severe suffering to them in back. All economic activities are directly, indirectly
or remotely based on natural resources because of their free access. Africa's energy transition faces two other
important challenges: modernization and expansion. Our population needs more education on environmental
protection. By increasing awareness and concern, education can encourage people to reduce their impact on
the environment through more efficient use of energy especially in areas of resource scarcity. Thus, any
resolution to the climate change in SSA could put a hand by reducing poverty and improving energy
consumption efficiency, or ensure that the intensity of energy consumption and resource utilization is in line
with the Earth’s capacity.

These problems require a rapid and strong change in the energy mix of the region. Faced with this constraint,
gas is considered a possible transition energy insofar as the economic and institutional constraints and
organizational for rapid penetration of renewable energies in place of pollutants appear strong. Under these
conditions and in the presence of energy security objectives, the question of large-scale development of the
potential of non-conventional resources accessible for the entire region is particularly acute, as are the
necessary conditions for this development. By doing so, high socioeconomic-ecological values could be achieved
at a relatively low cost of energy consumption, environmental alternation, and ecological damage.
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Figure 1: World Population&Energy demand growth
Source: National Energy Technology Laboratory,2019

Generally, the world population is rising rapidly, notably in developing countries. Historical trends suggest that
increased annual energy use per capita, which promotes a decrease in population growth rate, is a good
surrogate for the standard of living factors. If these trends continue, the stabilization of the world’s population
will require the increased use of all sources of energy, particularly as cheap oil and gas are depleted. The
improved efficiency of energy use will, therefore, be essential in stabilizing the population, while providing a
decent standard of living all over the world (Energy efficiency 2019).

Given the continuous expansion of the demand for energy, rapid population growth, and low growth in energy
production in SSA, one of the top priorities for sustainable development and environmental protection is to
reduce energy usage by resort to the clean energy in the energetic mixt and improve energy consumption
efficiency. The lack of access to clean, cheap energy affects many African countries where the population uses
mainly biomass or woods for cooking. A rising energy price to encourage reduced consumption would slow
down the shift to clean energy for cooking such as electricity or LPG. Without compensatory measures, the
number of people without access to clean energy could increase. Therefore, this study empirically plays around
greenhouse gas emissions scenarios in Sub-Saharan Africa regions and attention will be taken on the features
of energy consumption and environment variations. To do so, we will take advantage of something known as
the Kaya identity.

2. Literature Review

Since the advent of the industrial era in the middle of the nineteenth century, humanity has been increasing its
energy consumption in multiple forms to respond to the growing complexity of societies (industry,
transportation, heating, electricity, etc.)’. This development was only possible thanks to the massive use of so-
called fossil fuels, mainly coal and oil. The history of humanity and that of the conquest of energy are
inseparable. At first, the needs were modest: to heat, cook food and probably enlighten-the energy is mainly
related to the control of fire. Then, developing societies were quickly led to the use of other forms of energy.
First of all, human strength and animal power for the construction, transport of various materials, transport,
and agriculture (author 2019). Navigation is also an important step since, besides the human energy of the
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rowers, the use of that of the wind becomes essential for centuries. The mills also use this energy or that of
water.

The mid-nineteenth century saw the advent and development of industrial civilization through the use of
machinery and the exploitation of new energies, first that of steam (linked to fire) than that of the electricity
and finally that brought by so-called fossil fuels that are to say mainly coal and oil (later gas). The latter makes
it possible to design autonomous vehicles carrying their own source of energy (locomotives then cars and
airplanes). In the twentieth century to the present day, the energy needs of humanity are growing exponentially.
Electricity has become more essential energy for industry and our domestic uses. Fossil fuels are used massively
with the consequences that we now know about global warming (2019) due to the emission of carbon dioxide
(the famous CO2) during their combustion. Human'’s use of fossil fuels has been blamed for warming the climate.
When coal, gas, and oil are burnt, they release harmful gases, which trap heat in the atmosphere and cause
global warming(Shahzad 2015). However, there has been an ongoing debate on this subject, as scientists have
struggled to distinguish between changes, which are human-induced, and those, which could be put down to
natural climate variability.

Sari, Ewing, and Soytas (2008) investigated the impact of energy consumption and CO2 emissions in the US
using the Granger causality. They found that the income is not Granger cause of CO2 in the long-run but energy
use causes income. Alam (2013) used a modified version of the Granger causality test to investigate the causal
relationship between CO2 emissions, renewable, and nuclear energy consumption and real GDP for the US. The
results of the study show there is unidirectional causality from nuclear energy to consumption to CO2 emissions,
but no causality from renewable energy to CO2 emissions. Many scientists believe that current developments
will lead to increased extreme events (high magnitude storms and cyclones, catastrophic floods or multi-year
drought), as well as an increase in annual average temperatures over large areas of the globe. The primary cause
of global warming would be the emission of increasing amounts of carbon dioxide in the atmosphere associated
with the large-scale use of fossil fuels (coal, oil, natural gas). Alam (2013) found that in the long-run energy
consumption has a positive on CO2 emissions in 12 Middle East and North African Countries (MENA). Van
Ruijven, De Cian, and Sue Wing (2019) have taken a study on a relationship between energy consumption and
climatic change variables, the results of the study indicate that there exists a long-run equilibrium relationship
between energy consumption and climatic variables which shows climatic variations due to changes in energy
consumption in different regions of the world. The study find evident of unidirectional causality between the
electric power consumption and climatic factors in the World’s selected region. Sound and effective energy
consumption strategy may reduce the burden of global warming situation in the world. Akhmat et al. investigate
the relationship between greenhouse gas (GHG) emissions, energy mix and carbon emissions in the panel of 35
developed countries. The results conclude that electricity production from oil, gas, and coal sources increases
the GHG emissions and air pollution in the region, however, the intensity is far less than through fossil fuel
(Akhmat et al. 2014).

The future of energy is already a difficult subject, if we limit ourselves to the technical feasibility and availability
of raw materials, faced with a single constraint, economic or physical, external to the process, chosen from
among the main constraints invoked: safety of installations, depletion of reserves, price, and fight against global
warming, protection of the environment?. Filippini et al (2013) believed that changes in economic structure,
efficiency, technology, and the environment could all lead to changes in energy consumption intensity. Under
current conditions, the prospective study should be focused only on energy sources, but also on the toking of
these materials (oil, natural gas and, to a lesser extent, coal offer, in current state of technology, a great deal of
flexibility) or the energy produced, on the elimination of the most serious environmental damage, on the
channels and modes of distribution to the consumers. Due to increased pressure to reduce carbon footprints,
companies in Africa are introducing new or upgraded air pollution control technologies. Checks are being made
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on the main causes of air pollution, including industrial emissions, savannah fires,and biomass burning.
Accordingly, a number of sub-Saharan governments including Ghana, Kenya,and Cameroon have made it a
priority to provide a majority of their populations with LPG for reasons such as addressing air pollution, forest
preservation and economic development (Pope et al. 2018). The Air Pollution Information Network in Africa
(APINA) is instrumental in bringing about these welcome changes. South Africa is currently leading the charge
among the African countries making the transition to a low carbon economy?. It has recently passed the much-
awaited Carbon Tax Bill aimed at penalizing companies that emit high levels of carbon into the atmosphere.
Countries such as Senegal, Ghana and Ivory Coast promote and subsidize the use of liquefied petroleum gas
(LPG), rather than charcoal/biomass fuels, for cooking purposes. The role of international agencies like the
WHO and the UN is also crucial. They are already engaging with local governments and trying to increase
awareness, but much remains to be done.

The gradual transition from carbon-based, polluting or risky energies to clean, renewable and harmless
energies (solar, wind, geothermal, hydroelectric and tidal) will respond to the effects caused by pollutants:

e Reduction of greenhouse gas emissions;

e Securing energy systems (eventually nuclear abandonment);

e Decentralization and redevelopment of infrastructure, with a better distribution of non-
relocatable jobs;
Decrease in consumption (energy efficiency);
Reducing inequalities in access to energy and progress in energy independence;
Protection of the health of populations.

200 600

175 /_‘-——'—’-'

-100)
\
\

\

\

AY

Y

|

\

\
|
\ \

Change (million tons CO2)
W
&
S

-
125 - /
—
L \_’,\__\—
0 -

75

Index (2000

-100

50

R B T T T e e N T TP T S -200
L =) £ ] L ] ) £ o) £ o~ -~ o~ 3 ~ o) ~ o~
[ R T e S S G S o)
@ CO2Emissions @ Population GDP PPP/population @ TPES/GDPPPP @ CO2{

Figure 2: Drivers of CO2 emissions
Source: International Energy Agency (IEA 2019)

The diocarbonic gas(CO:z)emissions from fuel combustion are affected by a range of drivers, including
population growth, GDP and energy supply. COz emissions from electricity generation, around 40% of the total,
are driven by electricity output, generation efficiency, share, and carbon intensity of fossil generation. Explore

3 How Africa is Tackling Pollution (Plastic/Emissions), Privon Bose (2019).
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how these factors have affected emissions across a range of countries and regions in our interaction on the
graph above. Khan et al.* examine the causal relationship between energy consumption and greenhouse gas
emission for the seven largest regions of the World. The results show that energy consumption Granger causes
greenhouse gas emission but not vice versa.
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Figure 3: Electricity generation(Africa,TWh),
Source: The Shift Project DATA PORTAL ,2019

It clearly indicates that figure that charcoal remains the main source of energy for electricity generation. In
2016, in sub-Saharan Africa, exposure to HAP from cooking with solid fuel was estimated to result in 520,000
premature deaths (6.8% of all deaths) and almost 23 million disability-adjusted life years (DALYs; 4.6% of total),
from ischaemic heart disease, stroke, lung cancer and chronic obstructive pulmonary disease in adults and
pneumonia in children (IHM 2016). Yet with the exception of a few countries, including South Africa, most
African countries are not subject to the pressure of giving up coal energy sources for other energy sources to
meet their needs. The main important aspect in facilitating the widespread transition from solid fuel to the
clean fuel for cooking is to understand how best to encourage and support households to both adopt LPG and
use it exclusively in a sustained way.

3. Methodological framework

The present study is based on annual data covering the period from 1990 to 2014 for the Sub-Saharan Africa
region. For our study, we propose to study co-integration based on Kaya's identity for the case of sub-Saharan
Africa. It seemed interesting to us to use this identity because it makes it possible to take into account several
variables in the same equation namely: CO2 emissions, the index of energetic dirt, the energy intensity, the
income, and the active population. Therefore, in our study, we propose to compensate for the theoretical study
(Kaya identity) by empirical study (co-integration). The data set of the variables is taken from World
Development Indicator which is published by World Bank(updated 2018) and Essential Climate Variables (ECV),
data access matrix which is published by Global Climate Observing Systems (GCOS).

4. Model specification

The specification of the model is a comprehensive model based on Kaya identity which offers a breakdown of
CO2 emissions according to different economic, demographic, industrial and political parameters. The most
common form is based on the following theoretical specification:

4 Azhar Khan M, Zahir Khan M, Zaman K, Naz L. Global estimates of energy consumption and greenhouse gas emissions.
Renew Sustain Energy Rev 2014; 29:336-44.
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co Ener GDP ,
2, 29V 277 o population

co, =
27 Energy  GDP  POP.

Where:

CO2 emissions are a function of population (AP),

income (GDP per capita),

energy intensity (energy units / GDP=EI),

the energy dirt index (CO2 emissions per unit of energy=EDI).

This equation states that population; economic growth and technology (in other words, intensities energy and
C02) are the determinants of greenhouse gas emissions. Otherwise, any upward or downward variation in the
amount of CO2 emissions must correspond to an equivalent change in at least one of the decomposition factors.
Thus presented, this equation is not estimable; we associate it with an additive stochastic form defined by:

Energy \ g 1,92 | Ln(ActPop) +
gop T Pslnpy, tAuln(dctbop) + e

InCO, = By + B1LnEDI + B, LnEl + B3Lngdpc + B4 LnAP + ¢

co,
L = Ln——— L
TlCOZ ﬁo + ,81 n Energy + ﬁz n

To estimate this equation, we propose to estimate the elasticity of gas emissions both in the long term and in
the short term. In the first case, they give an indication of the tendency to carbonate (trend of GHG intensities
in relation to economic growth).

In the short term, they assess, using an error correction model (ERM), the shocks caused by each factor on the
real trajectory of gas emissions (variations around the trend). This approach will involve the integration studies
of the variables.

5. Econometric framework

Comparable to all other techniques, that utilize time series data, it is essential to distinguish that unless the
diagnostic tools used the account of the dynamics of the link within a sequential ‘causal’ framework, the
intricacy of the interrelationships involved may not be fully confined. For this rationale, there is a condition for
utilizing the advances in the time-series version. The following sequential procedures are adopted as part of
the methodology used. In order to confirm the degree, these series split univariate integration properties; we
execute unit-root stationary tests. Indeed, a crucial step is to test stationary using unit root tests. Once the order
of integration of series is determined, we test the existence of a long-term equilibrium relationship via the
cointegration test of Engle and Granger in our study.
In general, three distinct models can be considered:

e Model 1: a model without constant or deterministic trend
e Model 2: a model with constant without deterministic tendency
e Model3: a model with constant and deterministic trend

To pose the problem of the test for the presence of a unit root, it is useful to break a series into two types of
components: a determinist component TD, and a stochastic component u;
Ve =TD¢ + uy

The model that we adopted can be rewritten after substitution:
A(L)(yr —TDy) = €
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It is very interesting to develop this writing in a simple case, that where ~ A(L) = (1 — pL)
In practice, the models are estimated in the following form:

Model (1): Ay, = Qy;_1 + &
Model (2): Ay, = @y, +v + &
Model (3): Ay, = @y, + T+ 6t + ¢

Where @ = p —1,and eéBB(0,02)

HO:Q):O

We test then {Hl:(z) <0

o Ifthe value of the statistic tagis less than the critical value (the values reviews are tabulated
by Dickey and Fuller (1979, 1981)) so we reject the null hypothesis of non-stationary.

e Ifthe value of the statistic tagis greater than the critical value we accept the null hypothesis
of non-stationary.

The long-run relationship between variables exists when they are co-integrated. One of the co-
integration theories is the step method VAR-based cointegration tests using the methodology developed in
Johansen (1991, 1995) performed using a Group object or an estimated VAR object.

p—1
Ay; = [Iye-1 + Z LAy, 1 +Bxy = &

=1

Granger’s representation theorem asserts that if the coefficient matrix [|[ has reduced rank r <
k,then there exist k X r matrices a and 8 each with r such that [][ =af'and Bt is I(0). r is the
number of cointergating relations(the cointegrating rank) and each colum of B is the cointegrating
vector. Johansen’s method is to estimate the [[ matrix from an unrestricted VAR and to test whether
we can reject the restrictions implied by the reduced rank [] .

The Engle and Granger causality test have been used to direct the causality among variables in this study. We
assume that the variables are stationary at I (1), and co-integrated. In such circumstances, Granger causality
should be tested using the ECM .

It consists then showing that there is a long-term relationship between a dependent variable and
explanatory variables, then in the second step, to express these co-integrated variables in the form of a
model with correction of an error, the estimation of the latter making it possible in particular to
determine the short-term adjustments.
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6. Results presentation

The standard Augmented Dickey-Fuller (ADF) unit root test was exercised to check the order of the integration
of these variables.

Null Hypothesis: the vanable has a unit root
At Level
LNCO2 LNGDPRPC LMEI LMNAP
Mith Constant t-Statistic -4.1847 0.8333 1.9920 -2.8193
Prob. 0.0036 0.9935 0.9997 Q.0705
bakalal no na -
pMYith Constant & Trend t-Statistic -4.0567 -2.0217 -2.49232 -2.0702
FProb. 0.0204 O.5607 D.0630 O.5357
= nd = no
pfithout Constant & Trend t-Statistic -0.3099 24743 -3.0288 224562
Prob. 0.5633 0.9952 Q.0040 G.9919
nad na halalal no
d{LNCO2) d{ILNGDPGC) di{LNEI) d{LMNAP)
pMYith Constant t-Statistic -4.6834 -2.8316 -3.2653 -2.4243
Prob. 2.0012 0.0630 D.0289 . T464
==x = - no
pith Constant & Trend t-Statistic =4 6635 =3.0683 =3. 8799 =2 6836
Prob. 0.0059 0. 1365 0.0307 0.2513
ekl nQ > nd
pMithout Constant & Trend t-Statistic -4.7215 -2.48371 -0.8907 -0.1345
Frob. 2.0007 0.07154 a9.3797 0.6265
- - no no

Table I. Unit root test result

Table II. Augmented Dickey-Fuller test result

Variables Test ADF
LnCO2 1(1)
LnEDI 1(2)
LnEl (1)
LnGDPC (1)
LnAP I(1)

The null hypothesis is that the series is non-stationary, or contains a unit root. The rejection of the null
hypothesis is based on MacKinnon critical values. The lag lengths are selected automatically based on SIC in the
tool. The sequential Augmented Dicky Fuller test (ADF),shows that the difference series are stationary and are
integrated of order 1.

The relationship between the dependent variable (i.e., CO2 emission) and the independent variables (i.e.,
energy dirt index, energy intensity, gross domestic product per capita and active population) is observed
using the VAR co-integration methodology proposed by Johansen Julius. I(1) series are cointegrated if there
exists at least one linear combination of these variables that is stationary. The presence of the co-integration
vectors shows that there exists a long-run relationship among the variables. This study further examined the
existence of a long-run relationship between the variables. The JOHANSEN cointegration test sheds light on the
number of cointegration relationship and its functional form according to different criteria:

= The criterion of the trace and minimum eigenvalue
= The information criteria of AKAIKE and SCHWARZ.

To achieve this an eigenvalue decomposition is carried out. The rank of the matrix is given by r and the Johansen
test sequentially tests whether this rank is r equal to zero, equal to one, through to r =n-1, where n is the number
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of time series under test.

Table III. Johansen Cointegration test

Number of Eigen Trace stat. | Adjusted Critical | Adjusted
r=0 0.966892 | 131.9032* | 78.38353" | 69.81889 | 33.87687
rs<l 0.676406 | 53.51970* | 25.95014* | 47.85613 | 27.58434
rs<2 0.581215 | 27.56956* | 20.01913* | 29.79707 | 21.13162
r<3 0.233586 | 7.550432 | 6.118765 | 15.49471 | 14.26460
r<4 0.060349 | 1.431667 | 1.431667 | 3.841466 | 3.841466

Trace test indicates 2 cointegration equations at the 0.05 level
*denotes rejection of the hypothesis at the 0.05 level
**Mackinnon-Haug-Michelis (1999) p-values

Source: Made by author,Eviews 2020

The first hypothesis,r=0,test for the absence of cointegration between variables . It clear that since the test
statistic is below the 5%]level significantly that we have strong evidence to retain the null hypothesis of no
cointegration. The second r < 1 and third r < 2 against the alternative hypothesis of r >1 and r>2 also provide
evidence to retain null hypothesis since the test statistic is below the 5% level of significant. The hypothesis of
at most three co-integration vectors (r < 3) cannot be rejected because the test statistic reports a value above
the critical value. The test statistic therefore leads to retain a long run and co-integration relation between our
variables.

Through VECM, cointegration provides a systematic framework for jointly analyzing short-run and long-run
properties. Hence, the existence of cointegration may improve the long-term forecasting of economic time
series.

With the long run equilibrium relationship;

Inco2 = 0.913045Inedi — 1.0491591nei + 0.070418Ingdpc + 0.38579%4Ilnap + &,

Energy dirty index,gross domestic product and active population(labor force) have a positive impact on carboic
gas emission while energy intensity has a negative impact on emissions . This goes beyond our theories stipule
that people use biomass fuel instead of clean efficient energy in a lot rural milieu of sub-sahara african regions.
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Table IV. Short run Causality test results

Lags LnCO2 Ln edi Lnei Lngdpc Lnap
LnCO2 2.108070 1.326810 1.316322 2.71076
(0.3485) (0.5151) (0.5178) (0.2579)
Lnedi 130.8839 1.462513 1.021166 0.486423
(0.0000) (0.4813) (0.6001) (0.7841)
Lnei 5.475366 7.320860 0.804321 1.218718
(0.0647) (0.0257) (0.6689) (0.5437)
Lngdpc 4.788916 2.789693 5.474525 0.153450
(0.0912) (0.2479) (0.0647) (0.9261)
Lnap 32.05340 2.776180 3.962660 2.869827
(0.0000) (0.2496) (0.1379) (0.2381)

Source: result obtained from Eviews 9.0

Having established that the CO2 is co-integrated in the long-term with other variables, this step is done to
objectively examine the causal relationship between these variables, the following table summarizes all the
results of causality, the results show at first an evident of unidirectional causality between population ,energy
dirt index to carbonic dioxide but not vice-versa. On an other hand, the causality between energy intensity and
energy dirt index is appeared in the analysis.

Analysis of variances provides information about the relative importance of innovations in the variations of
each of the VAR variables. It allows us then to determine in which direction the shock has the most impact.
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Table V. Variance decomposition

Variance Decomposition of LMCOZ:

Period S.E LMCO2 LMED! LNGDPC LMEI LMAP
1 0.010118 100.0000 0.000000 0.000000 0.000000 0.000000
2 0.013649 66.88784 2961745 1.330179 13.54786 1627237
3 0.048156 4390835 3817815 8.076004 8.074660 1.762837
4 0.063480 40.30908 37 22655 16.28493 5163993 1.015449
5 0.072850 39.28239 36.87710 17.87811 5.082367 0.880037
a] 0034141 3918747 36.93472 18.33891 4779212 0759683
7 D.092722 38.78198 3668374 19.34331 4473928 0717033
8 0101060 38.619383 36.62726 19.60605 4418236 0728622
g 0109219 38.50305 36.57408 19.92173 4278661 0722406
10 0116482 38.36290 36.49279 2022315 4 188586 0732579

Source: result obtained from Eviews 9.0 software

According to the table we obtain on average an innovation of carbon dioxide pollution which, for its part
contributes a value of 38.36% of its variance of the forecast error, the energy dirty index (EDI) largely
contributes a 36.49% of its own variance of the error. The gross domestic product (GDPC) contributes on
average 20.2% of its own variance of the error, energy intensity 4.18% of its own variance of the error and 0.7%
for the active population. We therefore conclude that carbon dioxide (CO2) emissions contribute a good part in
determining the variance of forecast error. The discovery of a Granger unidirectional causality between CO2
emissions and its variables(EDI and Pop) suggests that per unit of energy, its consumption is the stimulating
input for improving emissions of variable gases from the environment. The awareness of global environmental
challenges makes it essential that there is some understanding of the causal effects of energy consumption
(Energy dirt Index) on carbonic gas emission. A clear analysis of the phenomenon has been given in various
texts by Dasgupta (2010): lack of access to physical or human capital, poverty leads the populations of the least
developed countries which live 70% in rural areas to exploit to make a living natural capital at their fingertips
(forests, minerals).

The energy dirty index (EDI) largely contributes a 36.49% of its own variance of the error. This goes with our
theories that a significant share of greenhouse gas emissions is due to the supply and consumption of energy,
the combustion of which is predominant in fossil fuels. The combustion of charcoal, lignite (and its derivatives
such as firewood, vegetable debris) is more considered in this variable. It is this energy that human activities
seek. On the other hand, CO2 emissions increase more proportionally in the short term than in the long term
following an increase in the energy dirt index. The relatively high elasticity values indicate that policies focusing
on the use of "carbonic" fuels and pollutants as an energy source would be effective enough to reduce
greenhouse gas emissions. Great attention can, therefore, be paid to the release of gases harmful to the
greenhouse by the use of polluting fuels. Hence the substitution by natural gas: "Increase the contribution of
natural gas in final energy consumption in the various sectors of residential, tertiary and industrial activity".

7. Conclusion and sustainable solutions

Eliminating or reducing greenhouse gas emissions is a major study that could be carried out anywhere in the
world. Yet energy-related CO2 emissions continue to rise, according to the International Energy Agency. In 2018,
global energy demand increased dramatically and the production of renewable energy proved unable to absorb
this increase. As a result, CO2 emissions linked to the use of energy increased by almost 2%. It is therefore
important to have the tools to better understand and predict their evolution. The international energy agency
has studied several scenarios: the first takes into account the energy reduction objectives declared by the States
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but not yet implemented. The second says "sustainable” requires "a rapid change in all energy systems around
the world", and the third says "constant policy”, simply prolongs current trends. However, only the second
scenario (unfortunately the least likely) shows a decline in emissions from 2020. The research estimated the
short-run and decompose the variance of CO2; the error correction model(ECM) pull out the corroborated
outputs with the analysis of the impulse response functions which have shown that in the long term the energy
intensity has a decline impact on CO2 but population, per capita income and energy dirt index give resepectively
an increase impact on carbon dioxide emissions. Thus, environmental economic elements focused on these
factors and combined with other reforms should undoubtedly contribute to the reduction of pollutants due to
carbon dioxide for future horizons.
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Abstract

Purpose: The purpose of this study is to determine the green business model and the competitive advantage of
small-scale aquaculture businesses. Design / methodology / approach: Qualitative method with holistic
multiple case study in the aquaculture based SMEs, analyzed based on the reduction and interpretation of data,
the data processed are grouped into categories, patterns or themes and then interpreted the information using
certain schemes. Findings: The findings show that green business model of aquaculture SMEs is preserving the
environment by planning environmental management. Green business implements the 3 R (Reduce, Reuse,
Recycle), creates product and process quality and has commitment to product and environmental quality.
Practical implications: The results contribute to SMEs, how to manage green businesses through the process
that encourages environmental governance. Originality / value: This finding is based on Business Models, by
identifying and managing the potential resources through green business initiatives in SMEs.

Keywords: Green business model, Competitive advantage, Reduce, Reuse, Recycle, Environmental quality

Introduction

Doing an environmentally friendly business is an effort to implement environmentally orientation in business
(Banerjee, Iyer and Kashyap, 2003). Organizations that pay attention to the environment can last long and
thrive (Baker and Sinkula, 2005). There are many business organizations that pay attention to the environment
such as waste minimization, pollution control, and recycling. They have comprehensive business philosophy
with the environment and direct their business to superior performance and have added value (Baker, Sinkula,
2005).

Green business is environmentally friendly as a business that combines business goals and environmental goals
and achieves social and ethical transformation in their business (Willis, et al., 2007). The Schumpeterian view
suggests that an environment that emerges from creative destruction can create an eco-friendly economic
foundation with new innovative activities (Larson 2000 and Dean, McMullen, 2007).

The main priority of this research is to investigate the green business model of environmentally friendly
aquaculture farming in Boyolali Regency empirically. The problem of this research is the superior effort through
the green business model in environmentally friendly aquaculture farming. The purpose of this study is to
determine the green business model carried out in environmentally friendly aquaculture businesses and to
describe its distinguishing advantages.

Literature Review
Green Business Model

Business performance is influenced by the changes in environmental factors and business models. Meanwhile
the business model is a prototype developed by the organization to describe business processes and to create
value for the company's stakeholders (Osterwalder, 2009). The problem faced by business actors is the inability
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to face competition in the market. To win the competition, every business must have specific or unique business
model design (Osterwalder, 2009). Business models are used for a variety of informal and formal descriptions
that represent core aspects of a business, including the objectives, offerings, strategy, infrastructure,
organizational structure, trade practices, and operational and policy processes (Drucker 1985). The essence of
the business model is to define the way in which business firms provide value to customers, persuade
customers to pay for the value, and convert these payments for profit (Osterwalder, 2009).

An environmentally friendly organization is defined as an organization that designs and produces goods and
services by minimizing environmental impact, minimizing environmental damage and problems with waste
disposal, noise and environmentally friendly systems (Dean and McMullen, 2007). The concept of green
business is related to environmental management issues that become market demands for environment safety
and sustainability. The approach taken by business people to maintain the sustainability of environmentally
friendly activities is known as green business (Schaltegger, 2002). Green business is a business paradigm that
advocates doing business for profit, corporations must also care, commit and be responsible for preserving the
environment and the universe (planet) and improving social welfare for the community (Lako, 2013). In the
context of the commitment and responsibility, Cooney (2009) states that green business is the efforts made by
companies to minimize the negative impacts of the company's economic activities on the community, society,
economy and the local and global environment by complying with the 3-P principles (triple bottom line of
business). According to Cooney (2009), a business can be said to be green business if it meets the following four
criteria. First, the company internalizes the principles of business sustainability in every business decision.
Second, the company produces and offers products or services that are environmentally friendly. Third, the
company is more concerned about the environment than the other competing companies. Fourth, the company
has sustainable commitment to apply environmental principles in its business operations.

Competitive Advantage

Michael Porter (1985) states that competitive advantage is the ability obtained through the characteristics and
resources of a company so that its performance is higher than the other companies. Competitive advantage
comes from the company's ability to take advantage of its internal strengths to respond to external
environmental opportunities while avoiding external threats and internal weaknesses (Mooney, 2017).

As stated by Hana (2013) in a very competitive environment, the goal of the organization is to beat a
competition and win new customers. Knowledgeable individuals will create innovation for the company.
Personal creativity, knowledge, skills and abilities will generate new innovative ideas that help companies
achieve a competitive advantage. According to Romero and Martinez-Roman (2012) there are other factors that
support the company's internal competitiveness, namely motivation, financial, and support from company
leaders in building the company's internal competitiveness. Meanwhile, Noruzy et.al (2013) stated that
innovation ability is able to create the latest products and services, so that products are demanded by the
market. This means that the competitiveness of a company is rooted in the ability of internal resources, namely
the support of the company leaders, financial strength, internal motivation to increase strength, and creating
innovation and competitiveness in the market.

Methodology

The research design used is a Holistic Multiple case study, namely research that places several cases as the focus
of the study (Yin, 2003). The number of analysis units used is more than one. In holistic multiple case study
research, the number of units of analysis can be determined.

Informants and Data Collection
The profiles of the key informants in this study were the owners and the managers of small and medium-size
entrepreneurs and environmentally friendly aquaculture farming in Boyolali Regency. The informants were Mr.
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Ali Mursid, Mr. Manshur and Mr. Darseno. The three business actors are the cultivators who actually carry out
their business processes with an environmentally friendly process.

Table I Informant Profile

No. Name Age Education Position Location

1 Ali Mursid 40 D3 Fishery | Owner and Manager | Musuk

2 Mashur 40 Senior Owner and Manager | Cepogo
Salim High
School
3 Darseno 60 D3 Owner and Manager Sawit
Farming

Source :Primary Data

According to Yin (2003), there are three principles of qualitative research data collection, namely: 1. Proof using
multiple sources, 2. Creating database, 3. Building a chain of evidence. The purpose of proof by using multiple
sources is that qualitative research relies on "triangulation”, namely the collection of data from various sources,
all of which are relevant to the phenomena being studied (Locke, 2001: 45). The evidence from various sources
allows the researchers to pay attention to the issues from a broader perspective, either historical, attitudes, or
behavior. That is why qualitative research emphasizes verification (compare with validity and reliability testing
in quantitative research). The multiple sources referred to include "documentation, interviews, participant
observation, field observations, material archives or records, and physical artifacts" (Yin, 2003: 86).

Data analysis

Guidelines for building qualitative data analysis according to Ihalaw (2011: 62) include first; data analysis will
be carried out as simultaneous activity with data collection, data interpretation and writing narrative reports.
The second; process of qualitative analysis is based on the reduction and interpretation of data, the large
amounts of data processed are grouped into categories, patterns or themes and then interpreting the
information using certain schemes. Tesch (1990) calls this process de-contextualization and
recontextualization. This process produces heightened conscious analysis because the end goal is to present a
larger, consolidated picture. The third; trying to present the information in matrixes in order to see the
relationship among the categories of information, describing the categories according to the informants, the
order of roles and other important matters. Fourth; making coding procedures in order to facilitate grouping
information into categories or themes and certain patterns can be generated. These five categories and themes
form the basis for generating descriptions of qualitative research results.
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Finding and Preposition Development

The environmentally friendly aquaculture farming in Boyolali subdistrict illustrates the business carried out
with environmentally friendly principles that explain the green business model. The green business model in
aquaculture farming is illustrated from the results of in-depth interviews, observations and secondary data that
the researchers have successfully conducted. Several questions were asked to the informants regarding the
green business model carried out by this environmentally friendly aquaculture farmer. The question is how the
green business model is carried out. Among other things, "how to integrate environmental issues into the
business planning process"”, "how to create quality to reduce environmental impact in the business" and "how
to do environmental efforts, especially compliance with current environmental regulations”. The answers from
these informants can be classified, categorized and can form patterns and concepts.

Preserving the Environment by Planning Environmental Management

Social values and beliefs in the community direct the behavior and operations of this aquaculture farming. This
means that business actors consider local wisdom in their business behavior. Among others, maintaining
environmental quality by not polluting water and the environment and using water wisely by considering the
interests of the surrounding community. Planning appropriately water use and safeguarding spring sources.
This is the belief held by aquaculture farmers who change the behavior of this farming business to be
environmentally friendly supported by skills and knowledge in managing business operations. Another
meaning is that business actors consider the social situation and conditions for the benefit of the surrounding
community. Among other things, taking into account the sowing of seeds so that the harvest time coincides with
important times for the community such as sadranan, earth alms, religious holidays so that the community is
helped by this aquaculture business.

Environmental efforts, especially compliance with environmental regulations, are manifested in natural
hatcheries. The hatchery process is carried out by the cultivators themselves based on their knowledge and
experience. Among others, selecting and maintaining superior quality broodstock to create superior catfish
seeds. Another thing to do is to protect spring water sources by using sufficient water, protecting the
surrounding environment and not polluting it. This effort is supported by the initiative and intention of
maintaining a high environment from the aquaculture farmers. These initiative and independence have led to
an environmentally friendly business model in aquaculture farming. All findings in the field are in line with the
findings of research conducted by Shepard and Patzelt (2011), namely sustainable entrepreneurship in nature
conservation, life support, and society in pursuing perceived opportunities to realize future products, processes
and services, for profit. Profits are interpreted broadly as economic benefits and non-economic benefits for
individuals and society.

The results revealed that the encouragement of social values and beliefs encourages aquaculture farmers to
maintain their operational management so that they do not cause air pollution in the form of odors or
environmental pollution. To make this happen, they use the power of environmentally friendly technology,
namely the use of environmentally friendly materials (refine) in the form of providing forage around the
location, for example pace, mojo fruit, papaya leaves and lompong leaves. This is reinforced by Jaffe et al., (2005)
which states that a flexible and incentive-oriented policy approach tends to encourage compliance to change
business models that pay attention to the environment. Filling in the findings of Scotia (1998) and Grewal &
Dharwadkar (2002) that business actors study the social learning process in society which emphasizes social
benefits in business. Thus, business owners tend to develop positive business models to the natural
environment and adapt the existing behavior in the community in their business (Chua and Rahman, 2011).

The efforts made include planning on cleanliness, pool safety and the pond environment, maintaining the
quality of pool water so that it does not smell and pollute the air, utilizing waste to generate profit, planning
good environmental management, and managing waste for liquid fertilizer. Planning on the water use and
protecting spring sources as well as planning the place with adequate irradiation and easy and precise water
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circulation. Planning the location that meets the requirements for catfish ponds and is not in a densely
populated residential area. Planning the catfish that are of healthy and hygienic quality and complementing the
business with permits, namely permission from the government and permission from the community.
Integrating environmental issues into the strategic planning process that is reflected in the application of
environmentally friendly attitudes, skills and beliefs and knowledge in environmentally friendly aquaculture
farming. All market decisions made are based on the commitment and knowledge of the environment.

Green Business by Implementing the 3 R (Reduce, Reuse, Recycle) by Creating Quality Products and
Quality Aquaculture Businesses that Involve Empowering the Surrounding Community.

Environmentally friendly business operations include checking water conditions, namely reducing catfish
waste containing ammonia, maintaining the quality of pool water from its thickness, color and water
temperature and removing dirt that disturbs the cleanliness of the pool. This reflects the knowledge and skills
possessed by environmentally friendly aquaculture farmers. In addition, providing feed according to the
portion or 1% of the weight of the catfish and adjust the size and weight of the catfish.

The reduction of waste by using catfish manure waste for fertilizer for vegetable crops, chili plants, and used to
raise silkworms, parrotfish as well as agricultural fertilizer in rice fields. The environmentally friendly attitude
of aquaculture farmers illustrates the reuse process in this business. The use of wastewater to raise catfish is
by adding clean water. This illustrates the business recycle process, namely an environmentally friendly attitude
in the use of the wastewater.

Next, taking back some of the waste stream for reusing in the same process (recovery), namely the formation
of floc by bacteria from the dirt and leftover feed in the pond. Floc becomes healthy organic feed for catfish and
pond water becomes clean and green because it contains plankton. Finally, a quality business that reduces the
environmental impact is created, namely that it does not cause air pollution in the form of unpleasant odors
and catfish becomes healthier and produces tastier, chewy and savory meat supported by a background in
opening a business, namely creative ideas so as to succeed in creating high-value catfish. As stated by Careolaa
et al,, (2012) that the increasing interest of a number of small and medium enterprises in environmentally
friendly technology has an impact on the success of applying technology in the daily business operations of
companies and encourages organizations to have environmentally friendly businesses.

Commitment to Maintain Product Quality and Environment Quality.

The commitment to maintain product quality and environment quality is demonstrated by natural seeding
processes, feeding pallets according to SNI standards and additional leaves feed. Maximum waste treatment,
making the water cleaner so it doesn't smell and regulating water and feed circulation. Using sufficient water
and adhere to good water quality. Maintaining spring water sources in a way that does not pollute springs and
waste that does not endanger the environment.

Creating quality business by providing a positive impact on the surrounding community. Among other things,
creating jobs so that there are no more unemployed in the area and increasing people's income. The community
earns an average wage of IDR 125,000-150,000 / day. Increasing the capabilities and skills of human resources,
by participating in trainings and workshops from the Fisheries Office. The quality of the business that reduces
the environmental impact can be seen from the belief, knowledge and attitude that is environmentally friendly
and learning in the aquaculture farming process.

The obedience of catfish cultivators to the norms and values that live in the community is reflected in a business
culture that is not allowed to pollute the water and the environment. The catfish business actors make clean
pond water so that it doesn't smell. They do this by regulating water circulation and maintaining the right
amount of feed according to the catfish conditions. Saving water usage and protecting spring water by not
polluting it. The point is to use springs wisely. This effort is supported by openness to process innovation by
studying environmentally friendly cultivation technologies and studying water ecosystems and water chemistry.
These findings support the research of Hogan and Coote (2014), namely the values that underlie organizational
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norms are the hope of doing an environmentally friendly business.

Based on the research problems on green business models, three variables are obtained, namely environmental
management, reduce, reuse, recycle and commitment to product and environment quality.

Green Business Model

e Environment Management

Distinguishing Business
¢ Reduce, Reuse, Recycle Advantage

e Commitment on Product and

Environment Quality

The environmentally friendly technology used encourages small businesses to improve environmentally
friendly business model, namely reducing waste, managing waste responsibly, using appropriate technology in
processing materials into products, saving water and saving energy supported by environmentally friendly
businesses by integrating environmental issues into the strategic planning process and based on quality that
minimizes environmental impact. This finding is supported by Lofsten (2016) arguing that new technology-
oriented businesses with a better level of business management will gain a distinguishing advantage. It is also
supported by the informants' background in opening a business that are creative ideas and business flexibility
so that these cultivation business actors become more creative in using environmentally friendly technology
and this is the key to determine excellence in their business. Added by the ability of business actors to obtain
new information and knowledge that supports this environmentally friendly business will make a
distinguishing feature in aquaculture farming. This is what forms the advantages of environmentally friendly
businesses that differentiate them from conventional businesses. This advantage proves that environmentally
friendly aquaculture farming is more efficient and generates higher profits in terms of cost, time and energy.

The relationship between green business models and differentiating business advantages forms the proposition
that the better the application of the green business model to the business, the higher the advantages of
environmentally friendly businesses in their business compared to conventional cultivation.

Discussion and Theory Implications
Environmental Governance

Green business is a business paradigm that advocates doing business to make a profit, corporations must also
care, be committed and responsible for preserving the environment and the universe (planet) and improving
social welfare for the community (Lako, 2013 ). In connection with the commitment and responsibility, Cooney
(2009) states that environmentally friendly business is the efforts made by companies to minimize the negative
impacts of the company's economic activities on the local and global community, society, economy and
environment by complying with the 5-P principles. (penta bottom line of business). According to Cooney (2009),
a business can be said to be a green business if it meets the following four criteria. First, the company
internalizes the principles of business sustainability in every business decision. Second, the company produces
and offers products or services that are environmentally friendly. Third, the company is greener or more
environmentally friendly than the other competing companies. Fourth, the company has sustainable
commitment to apply environmental principles in its business operations.
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Reduce, Reuse, Recycle

Businesses that implement environmentally friendly strategies have the goal (Agnestia, 2013) to create healthy,
safe and qualified products, to minimize the potential for contamination of toxic or hazardous materials in
products, to protect worker health and safety and minimize waste. Environmentally friendly in a business, can
apply 6 basic principles, namely Refine, Reduce, Reuse, Recycle, Recovery and Retrieve Energy. Business models
that apply these 6 principles can be in the form of zero waste, cleaner production, green productivity or green
company (Indonesia Environment Center, 2017). These models seek to increase productivity, to maintain
production sustainability while maintaining environmental sustainability and worker health and safety
(Indonesia Environment Center, 2017).

¢ Reduce is the reduction in the amount of waste by optimizing the process or operation resulting in wasteful
waste.

» Reuse is the reuse of waste in a different process.
 Recycle is the reuse of resources for the same process.
Commitment to Product Quality and Environmentally

According to Schiffman and Kanuk (2007), product quality is the ability of the company to provide identity or
characteristics to each products so that consumers can recognize the products. According to Juran (1999)
quality is a simultaneous attempt to become the level one and level two definition. Juran defines quality based
on dual meaning, namely quality that consists of product features that meet customer needs and thus provide
product satisfaction, and quality that consists of freedom from deficiencies. So that product quality is the
suitability of product use (fitness for use) to meet customer needs and satisfaction and a dynamic condition
related to products, people/ labor, processes and tasks, and the environment that meets or exceeds the
customer or consumer expectations.

Green Business Model

An environmentally friendly business is basically a business that applies the concept of "zero waste" to its
business operations. Environmentally friendly businesses in the operational process is implementing strategies
to prevent, reduce and eliminate the formation of waste as environmental pollutants (Indonesia Environment
Center, 2017). This can run if the activities have been designed starting from raw materials, process technology
to the end of activities that are environmentally friendly. To support the implementation of this strategy, a
fundamental change is needed in the commitment and behavior of the leaders and employees, providing
supporting facilities and infrastructure and enhancing HR competencies (Indonesia Environment Center, 2017).

The problems of this research are related to the green business model of aquaculture farming which designs
and implements all of its business activities from raw materials, process technology to the end of activities in
an environmentally friendly manner. Green business in aquaculture farming are the efforts made to minimize
the negative impacts of business economic activities on local and global communities, societies, economies and
the environment by fulfilling the 3-P principles (triple bottom line of business ). The green business model for
small and medium-sized aquaculture farming has been carried out properly and correctly so that it has become
a distinctive feature for this aquaculture farming business. The findings in this part of the green business model
resulted in the concept of environmental governance, reduce, reuse, recycle and commitment to product and
environment quality.
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Conclusion

The green business model in aquaculture farming is carried out by preserving the environment by planning the
environmental management. Green business is conducted by implementing the 3 R (Reduce, Reuse, Recycle) by
creating quality products and quality aquaculture businesses that involve empowering the surrounding
community, commitment to maintain product and environment quality.

The distinguishing business advantage is shown by the aquaculture farming business without waste because
the waste is used as fertilizer and used in the process of business activities again. Biofloc technology is used to
create natural feed so that this business uses natural ingredients and processes. The use of green technology
creates efficiency and cost savings so that business profits increase. This is what distinguishes it from
conventional aquaculture farming so that the business advantages that arise from the use of green business
models in aquaculture farming can be seen.

Limitation and Future Scope

Case study research potentially emphasizes the depth of analysis on specific cases that are more specific. This
method is very appropriate to be used to understand certain phenomena in a certain place and at a certain time.
So the proposed conceptual point of view is how the green business model is applied to environmentally
friendly aquaculture farming. However, this study requires further validation. The researchers can investigate
further to develop green business models using grounded theory for a sustainable approach, to build a
substantial theory and to explore better contexts.

In addition, this research involves asking business owners and managers regarding decisions to do business in
an environmentally friendly manner based on general environmental awareness and not yet understanding
their behavior in doing an environmentally friendly business. This means that this research only focuses on
their efforts in green business, not green business behavior. Therefore, it is necessary to study the behavior of
doing a green business in the future to obtain greater and more detailed information about environmentally
friendly business behavior.
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1. Introduction

As efforts to tackle the COVID-19 outbreak continue in various countries, the results of the policies implemented
are varied. Among the first countries to tackle the outbreak, Taiwan, New Zealand, and South Korea are still
facing the threat of declining economic performance as they imposed tight restriction on movement to stop the
spread of the virus. South Korea’s GDP hits biggest fall in more than 22 years in the second quarter; Taiwan’s
GDP declines by 0,73% at the same period, the worst since the fourth quarter of 2009; meanwhile New Zealand
registers its worst economic slump in nearly three decades in the first quarter. Despite being one of the
economic powerhouses in Southeast Asia, Indonesia faces various economic challenges caused by COVID-19.
The local government of Batam, a city only 21 miles off the coast of Singapore, is also struggling to surmount
economic and business problems because of the pandemic. The city is expected to be hit hard by the coronavirus
due to its proximity to its city-state neighbor, as well as one of the main gates of international business to
Indonesia. Batam has detected 480 confirmed cases of which 314 have been discharged as of August 18th, with
24 deaths. Even though the fatality rate remains high, the city has yet restricted social and economic activities.
Up to this point, Batam's future is unclear. This research would analyze the impact of COVID-19 pandemic on
the business sector in Batam, and examine the local government policies on COVID-19 countermeasures upon
it.

2. Background

Ever since the news of an unknown respiratory virus emerged in Wuhan, China late 2019, Batam has actually
started to restrict its border by stopping all the flights from China. Direct flights from China to Batam have been
temporarily suspended since January to anticipate the spread of the new type of coronavirus. During that period,
1,979 people were reported to have been infected with the new coronavirus in Hubei. Reports of infection also
came from Beijing, Guangdong, Anhui, to Hainan. The US, France, Japan, to Malaysia and Singapore have also
reported virus infections in their respective regions (Kompas, 27/1/2020).

Batam also has five international ports that serve daily ferry routes from Singapore and Malaysia. Every month,
an average of 150,000 foreign tourists come to Batam, 60 percent of which are tourists from Singapore and
Malaysia. Meanwhile, tourists from China contributed 5 percent of the number of arrivals. Approaching the
Chinese New Year, it was estimated that the number of foreign tourists would have increased by 10 percent.

The Batam City government then added health officers to tighten supervision at five international ports in mid
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February following the increasing number of positive cases of COVID-19 in Singapore. The entrances at the five
international ports are the most controlled. The sea route has been the main choice for residents in Singapore
to come to Batam, considering that the boat trip between the two islands only takes less than 2 hours. A real-
time report by John Hopkins University showed until Wednesday (12/2/2020), positive cases of corona had
been found in countries directly adjacent to Riau Islands, such as Singapore (47), Malaysia (18), Vietnam (15),
and Cambodia (1). Following the development of the cases, foreign nationals from 13 countries affected by the
corona, including Singapore and Malaysia, were required to fill out a health alert card. A minimum of five port
health officers were also stationed at each international gate to monitor passenger arrivals and yet, the city had
not closed its border. Batam'’s steps to contain the outbreak depended a lot on how the neighbouring countries
handled it. The city only decided to quarantine residents of Batam after a Singaporean citizen, VP (37), was
tested positive with COVID-19. A total of 15 residents were quarantined after being found to have close contact
with the patient as of February. Even so, the government had not made it mandatory for residents to wear masks
outdoors. The shortage of masks supply and panic buying wave made the government to limit the purchase and
ask people to prioritize the sick first. This is why a research to examine and to underline the importance of this
topic, so that a better understanding of the problem can be achieved and can contribute to an improved policy
recommendation in surmounting the problem.

3. Research Methods

This research aims to analyse the impact of Covid-19 related policies towards business sector performance in
the city of Batam (and also in some part, Riau Islands Province) in Indonesia. To reach the objective, this
research uses a descriptive-qualitative method with a literature study as the main source to make the analysis.
Digital and physical sources and references also used to complete this research. Analysis with a qualitative
approach determined to be very useful for analysing this topic, as it is viewed to be suitable with the nature of
specific topic or case study-based research. However, further research may be needed, as this research will only
describe the current situation and seek a compact explanation of the impact happened towards the business
sector in Batam, caused by the policies created and applied by the local government.

4. Results and Discussion
Batam Policies Against Covid-19 : Half Dosage of Restriction

Aside from its half-dosage measures taken at the first two months in 2020, it was later revealed that Batam City
Government budget was insufficient to support the patient's cost of living during monitoring. With the
stipulation of Covid-19 as a pandemic by the World Health Organization (WHO), the central government was
expected to immediately disburse emergency funds for the regions. The city was reported to only have Rp2
billion reserve fund for emergencies and planned to report to the Ministry of Health for an additional budget.

Batam was also struggling to observe more residents because most of them refused to do so. The residents who
were under the radar were mostly informal workers who depended on daily income and the government had
not yet provided compensation for the income-loss. This made the observation process hampered because the
staff was also facing difficulty to track down the patient's whereabouts.

Despite the struggle, the government also claimed that the city was more prepared to face Covid-19 since one
of the islands in the city was chosen by the government to be a place for observation and special isolation for
infectious diseases. The construction of health facilities on Galang Island, where the former Vietnam refugee
camp was located, was targeted to be completed in late March. The health facility was expected to be able to
treat 1,000 patients. A total of 50 isolation rooms were prepared, 20 of which were specifically used as intensive
care units (ICU). The negative pressurized air isolation room was equipped with a high-efficiency particulate
air (HEPA) filter. When Batam confirmed its first Covid-19 case in mid March, the government didn’t directly
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roll out large-scale restrictions. As the positive cases of Covid-19 continued to increase, Batam City Government
chose to distribute basic necessities to 290,000 families starting mid April. It was done so people obey the
advice to stay and work from home. The government also had prepared a Rp. 280 billion budget to provide
social assistance for middle-income families. At that time, Batam recorded 40 positive cases, 14 of whom were
the crew from PELNI’s Kelud.

The decision to not propose large-scale social restrictions was the result of the city’s struggle in mapping the
distribution of Covid-19 cases since it didn’t have adequate test kits. For the time being, residents were only
advised to wear masks orderly and reduce outdoor activities. Batam City Covid-19 Task Force Spokesperson
pointed out that the examination using the rapid test method had only reached 197 people at the beginning of
April. That number was very small, considering that in the previous search, 2,065 people had symptoms similar
to Covid-19. Previously, hopes that early detection could be accelerated had emerged when Singapore provided
the assistance of two polymerase chain reactions (PCR) and 20,000 test kits. However, these tools could not be
used due the absence of supporting components. In order to implement the PSBB, districts/cities must meet a
number of criteria. One of the criteria is the number of deaths due to Covid-19 has increased significantly. The
condition must also meet epidemiological links with similar incidents in other areas.

The unstoppable traffic of people makes it difficult for the Batam City Government to reduce the level of Covid-
19 transmission. Now, the draft for large-scale social restrictions is being rushed. Basic aid has also begun to be
distributed to hundreds of thousands of households most affected. Also, during the pandemic, only cargo ships
and maritime toll ships are allowed to dock. According to the local government, a different strategy is needed
to deal with the pandemic in an area consisting of small islands. Referral hospitals are only on the main islands,
so a special boat with a sufficient number must be provided to carry Covid-19 patients to the city center.
Without any forced restriction measures, Batam finds It harder to contain the virus. The mass testing using the
PCR is urgently carried out in Batam. About 80 percent of Covid-19 positive patients in the city were people
without symptoms or asymptomatic. It is advisable to use PCR mass testing to track the spread of the virus.
However, the limitations of costs, equipment and manpower are said to be the main obstacles. The government
said that it wouldn’t conduct a mass PCR test because it could be very costly. The task force prefers to maximize
contact tracing and tighten the implementation of health protocols which are now regulated through Batam
Mayor Regulation No. 49/2020 concerning the Application of Discipline and Law Enforcement. In August,
Batam recorded 422 positive cases and the number almost doubled on September 1st when there were 738
positive cases in the city. A total of 406 patients recovered, 309 were still being treated, and 31 died.

The Growing Uncertainty and Impacts on Business

As an industrial city and tourist destination, Batam’s economic power relied much on people movement and
physical activities. This condition led to the economic decline that had already been experienced at the first
quarter of 2020 due the limited number of tourists from neighbouring countries and the termination of local
flights. The number of tourists in Batam throughout 2019 was 1.9 million people. About 50 percent of them
came from Singapore. This means, under normal conditions, there were around 2,000 Singaporean tourists who
come to Batam in a day. The positive corona case in Singapore also had an overall impact on tourist arrivals
from other countries to Batam. This is because Singapore is often chosen as a transit location by travelers from
almost all over the world. Representatives from the local Hotel and Restaurant Association (PHRI) noted that
hotel occupancy in Batam on weekdays fell to 30 percent from the normal 60 percent. Meanwhile, on weekends,
hotel occupancy dropped from 80 percent to around 50 percent.

The difficulties experienced by most of the factories in Batam prove that the local manufacturing industry is
very dependent on the supply of raw materials from abroad. The business association urged the government to
start building raw material factories so that the domestic industry can survive if another outbreak occurs in the
future since Batam City contributed 62 percent of the gross domestic product (PDRB) of the Riau Islands
Province.
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Following the situation, Batam also faces the uncertainty as Singapore’s economy shrank 41.2 percent on a
quarterly basis and minus 12.6 percent on an annual basis in the second quarter of 2020. The impact of the
recession is predicted to spread to Batam, Riau since Singapore is the main export destination and the largest
contributor to Batam’s tourism sector. Singapore is the main export destination for Batam. During the period
of January to May, total export value reached US$1.5 billion or 40.62 percent of the cumulative export. Export
to main destination countries has reportedly declined since March 2020.

Batam's manufacturing industry has also been under pressure since the beginning of the year when the
Singapore economy in the first quarter of 2020 experienced negative growth of 10 percent and minus 2 percent
on an annual basis. Shipments of raw materials for industries in Batam have also been hampered as long as
Singapore limits mobility from March 18 to June 1.

Blessing in Disguise and the Opportunity Ahead

The Covid-19 pandemic has sparked a question whether China, the first country to witness the outbreak, could
sustain its role as manufacturing hub. The shutdown in Wuhan had resulted in the disruption of supply chain,
causing industries in emerging markets unable to continue its production. During the crisis, the reaction from
the business world was swift. Many companies were later encouraged to shift their manufacturing operations
out of China to diversify the production bases. The shifting is seen as a big opportunity. This chance is captured
in the industrial area in Batam to attract new investors. Foreign investment can increase employment amid the
surge of unemployment due to the Covid-19 pandemic. However, Indonesia is not alone on the run to catch the
investment, Vietnam is also considered to have the same opportunity to hook the companies that have planned
to relocate. However, there were no companies from China that were interested in moving factories to Batam.
Meanwhile, since several months ago Vietnam has managed to attract 33 factories that had relocated from China.
This is a warning for the Batam City Government to immediately clean up its Covid-19 turmoil if they still want
to benefit from the wave of factory relocation out of China.

However, Batam City Government had to be careful in choosing companies that were relocating from China. The
government should focus on finding foreign investment in the industrial sector that can still thrive amid the
Covid-19 pandemic. Industries that have the potential to continue to grow during a pandemic are industries
engaged in information technology, energy, health, food and chemical producers. This is important so that the
new investment that comes in can actually create new jobs, not even increase the already high unemployment
rate. Based on data from the Central Statistics Agency (BPS), as of February 2020 there were 6.88 million
unemployed in Indonesia. The Batam Manpower Office data shows that as many as 13,000 workers in Batam
have been affected by Covid-19.

Batam is actually still very attractive for foreign investors to invest because it is located in the Strait of Malacca,
which is one of the busiest shipping lanes in the world. The city is also the gateway to Indonesia, a country with
the largest domestic market in Southeast Asia. However, the messy handling of Covid-19 has become a weighing
consideration for foreign investors to invest in Indonesia. The government’s policies to tackle the pandemic is
directly proportional to economic recovery. As long as Covid-19 has not been resolved, the threat of an economic
recession and increasing unemployment will continue to haunt.
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Abstract

The study attempts to estimate Solow Growth Model during COVID-19 Pandemic in Indonesia. There are about
68 observations cover 34 provinces and 2020:q1 - 2020:q2 period. Static panel data was employed. The
findings exhibit that fixed effects model is more appropriate than random effects model and pooled OLS. Fixed
effects model expresses that Solow Growth Model does not exist during COVID-19 Pandemic. In contrast,
random effects model and pooled OLS confirm that ICT, number of COVID-19 and inflation have significant and
a positive impact on economic growth. It means that ICT usage, number of COVID-19 and inflation rate lead
higher level of economic growth in Indonesia. Indeed, the central and local government should facilitate the
availability and accessibility of ICT. However, the governments should control number of COVID-19 and inflation
in the long-run.

Keywords: economic growth, COVID-19, inflation, Solow Growth Model

Introduction

The transmission of COVID-19 to all countries in the world in early 2020 is a health issue. However, the
prevention and control of COVID-19 cases have direct implications for global economic conditions and
individual countries. This shows that health issues have become an important part of economic issues at both
the macro and micro levels.

The impact of the COVID-19 pandemic on the macro-economy is a crucial issue that has received serious
attention (Jorda, Singh & Taylor, 2020). The World Health Organization (WHO) reported that COVID-19 was
first detected in China in December 2019 and in September 2020 there were 216 countries around the world
infected with COVID-19 with 28,918,900 cases of which 922,252 people died (WHO, 2020). Indonesia is one of
the countries with significant COVID-19 sufferers in the ASEAN Region. This shows that health and economic
issues are important and urgent.

The Indonesian government has published that the number of COVID-19 cases until September 2020 has
reached more than 220 thousand people, of which 8,800 died. The spread of COVID-19 cases throughout
Indonesia tends to fluctuate. DKI Jakarta Province has the highest number of COVID-19 cases, followed by East
Java, Central Java, and West Java Provinces. Furthermore, the development of the number of COVID-19 cases
has significant implications for the economy and business actors, both on a micro and large scale. According to
BPS (2020), the position of the Indonesian economy in Quarter [1-2020 towards Quarter 1I-2019 experienced a
growth contraction of -5.32 percent (yoy). Monthly inflation data during the COVID-19 pandemic tends to
fluctuate. For example, in January 2020 the inflation rate of Indonesia was 0.39%, April was 0.08%, and August
was -0.05%.

The purpose of this study was to estimate the effect of COVID-19 on economic growth in Indonesia in the 2020
period: q1-2020: q2. There are about 68 observations cover 34 provinces and 2020: q1 - 2020: g2 period. This
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study used the Solow Growth Model. This study defined inflation as an explanatory variable to analyze the
implications of price dynamics during the COVID-19 pandemic in Indonesia.

Contributions to the existence of literature include the effect of COVID-19 on economic growth based on the
Solow Growth Model, a data panel that reflects the estimation results at the provincial level. In addition,
contributions to policies include handling and controlling the COVID-19 pandemic in the long term to ensure
increased economic growth. This shows that health and economic policies cannot be contradictory (mix policy).

In general, the significant implications of the COVID-19 pandemic for the economy at the provincial level
occurred in the second quarter of 2020. Only two provinces were able to maintain a positive level of economic
growth, namely: West Papua and Papua Provinces. This means that COVID-19 as a health issue has damaged
local economic conditions significantly and evenly. This explanation can be seen in Table 1.

Table I. Economic Growth Based On Provinces in Indonesia in Quarter I1-2020 (%)

Province y-o0-y growth Province y-o0-y growth

Aceh -1.82 West Nusa Tenggara -1.41
North Sumatra -2.37 East Nusa Tenggara -1.96
West Sumatra -491 West Kalimantan -3.40
Riau -3.22 Central Kalimantan -3.15
Jambi -1.72 South Kalimantan -2.61
South Sumatra -1.37 East Kalimantan -5.46
Bengkulu -0.48 North Kalimantan -3.35
Lampung -3.57 North Sulawesi -3.89
Bangka Belitung -4.98 Central Sulawesi -0.06
Islands

Riau Islands -6.66 South Sulawesi -3.87
DKI Jakarta -8.22 Southeast Sulawesi -2.39
West Java -5.98 Gorontalo -0.27
Central Java -5.94 West Sulawesi -0.78
DI Yogyakarta -6.74 Maluku -0.92
East Java -5.90 North Maluku -0.16
Banten -7.40 West Papua 0.53
Bali -10.98 Papua 4.52

Source: BPS (2020).

BPS (2020) published that at the national level, COVID-19 significantly impeded three economic sectors, namely:
the accommodation and food and beverage sector by 92.47%, other services by 90.90%, and transportation
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and warehousing by 90.34%. During January-August 2020, the national export rate has decreased by -6.51%
compared to the same period the previous year. Meanwhile, during the same period, several types of imported
goods also experienced a decline such as consumer goods by -7.86%, raw or auxiliary materials by -18.85%,
and capital goods by -20.13%.

Economists are paying attention to the impact of the COVID-19 pandemic on economic growth. For example,
Suryahadi, Al Izzati & Suryadarma (2020) stated that COVID-19 has an impact on increasing the poverty rate in
Indonesia. In general, COVID-19 can have an impact on the macroeconomy both in the medium and long term
(Jorda, Singh & Taylor, 2020). In detail, an empirical finding by Chaudhary, Sodani & Das (2020), showed that
the impact of the COVID-19 pandemic in India has shifted social and economic life, for example, the impact on
the aviation, tourism, retail, capital market, MSME, and mining sectors.

An empirical study by McKibbin & Fernando (2020) described that intervention to the COVID-19 pandemic
through improving health services will only affect the global economy in the short term. Therefore, there are
several policies that can be carried out such as the closure of public facilities and policies for specific purposes
that are effective at both local and national levels such as policies that have been implemented in China, South
Korea, Italy, Iran, France, and the United States (Hsiang, et al., 2020).

Literature Review
Covid-19

Covid-19 (previously 2019-nCoV) was caused by the SARS-CoV-2 virus which was first discovered in Wuhan
City, Hubei Province, China in December 2019, and in early 2020 continued to spread throughout the world.
Therefore, WHO has declared an international health emergency that has become a pandemic (McKibbin and
Fernando, 2020). China, with the second-largest economy in the world and a GDP of $ 13.6 trillion, has
experienced a sharp decline in the first quarter of 2020, while China is an important country in the world as a
source of supply and demand (Ac¢ikgéz and Giinay, 2020, Norouzia, de Rubensb, Choupanpieshehc, and
Enevoldsenb, 2020). On the other hand, Anderson, Mckee, and Mossialos (2020) stated that the International
Monetary Fund (IMF) predicted a 6.1% decline in the gross domestic product in developed countries in 2020
due to social restrictions policies so that costs would increase on the economic balance. According to Oldekop,
etal. (2020), COVID-19 has changed the global order and shows a failure to provide public goods, in this case,
health facilities, thus having an impact on global economic and social life.

Nicola, et al. (2020) stated that COVID-19 has changed the condition of education from pre-school to higher
education levels worldwide, physical restrictions also limits mobility in the world of education. In Indonesia,
the effect on the education sector is felt for the lower middle class, where many people cannot access the
internet properly for schools during the pandemic, in addition, the lack of preparedness in the budget provision
and lack of facilities hampered the education process in Indonesia during the pandemic. According to UNESCO,
COVID-19 threatens 577,305,660 students from pre-primary to high school education and 86,034,287 students
worldwide. Norouzia, de Rubensb, Choupanpieshehc, and Enevoldsenb (2020) stated that COVID-19 has a
significant effect on electricity and energy consumption, such as a decrease in energy demand due to
restrictions on transportation use around the world. Buheji, et al. (2020) explained the projection of an increase
in the unemployment rate above 10% at the end of 2020. In detail, Chaudhary, Sodani, and Das (2020) stated
that there is an impact on increasing unemployment due to shifts in supply (production of goods and services)
and also demand (consumption and investment). COVID-19 has had a significant impact on several important
sectors such as manufacturing companies, hospitality and travel services, health, retail, banks, property,
education, health, information technology, recreation, media, and others. McKibbin and Fernando (2020)
showed that if COVID-19 is intervened with an increase in health services, it will only affect the global economy
in the short term.

Gupta, et al. (2020) with county cross-sectional regressions saw a trade-off between health policy and economic
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activity in America. Chaudhary, Sodani, and Das (2020) analyzed the impact of COVID-19 on the Indian economy
using the global model of the G-Cubed (Asia-Pacific) method, which shows a significant decline in economic
growth, lower interest rates, lower foreign investment, lower oil demand, lower informal sector income, and
lower tourism sector. The COVID-19 cases in Malaysia (Chia, Liew, and Rowland, 2020) reduce industrial profits
and the stock market in Malaysia. Hasanat, et al., (2020) found that COVID-19 has a huge impact on e-commerce
in Malaysia, especially since the largest supply and demand comes from China. Karim, Haque, Anis, and Ulfy
(2020) also found a sharp decline in the tourism, aviation, and hospitality industry in Malaysia due to COVID-
19. Suryahadi, Al Izzati, and Suryadarma (2020) used shock patterns in Indonesia in 2005-2006 to measure the
distribution impact in 2019-2020 due to COVID-19 on household expenditure which showed that COVID-19
could reduce the economic growth of Indonesia to between 4, 2% and -3.5% based on simulations and patterns
of past shocks, so that the poverty rate will increase from 9.2% in September 2019 to 9.7% by the end of 2020.

Economic Growth

In general, economic growth requires efficient production factors such as physical capital, labor and human
capital, technological progress, and institutions. Neoclassical economists emphasize input accumulation and
technology as endogenous factors. Kaldor (1957) stated that the difference in economic growth between
countries is determined by economic and non-economic factors, where productivity and innovation are the
keys to growth. Productivity encourages development carried out by the government to be successful in an
effective manner, so as to achieve the prosperity of the people. The Solow Growth Model (1956) can be stated
as follows :

(1-e —li‘l:) (1-e —Z.i’r) a
Iyt Sl

(Inyic-Inyio)/t=ci-
x{In(si)-In(&+gi+ni)}

Where Ai = (6+gi+ni)(1- «) dan c1=gi+(1/ t)(1-e*7)InAo.

Based on this equation, i is the country in the (0, t) period, ni is the growth of workers, si is the ratio of
investment to GDP, § is depreciation, g is the growth of technology, a is the coefficient of capital, and AO is
technology.

The Solow Growth Model believes in long-term growth so it pays attention to population and technology.
Humans as the main factor in economic development are represented by health. COVID-19 has a significant
impact on the physical condition of humans, such as by limiting productivity with social restrictions to reduce
the impact of transmission. Household consumption is still the largest contributor to national income. During
the pandemic, there is a drastic decline in the household consumption sector, this condition occurred in all
provinces thus reducing aggregate economic growth.

Method

This study used macroeconomic data and data on COVID-19 cases at the provincial level for 2020: q1-2020: q2.
Economic growth is the percentage change in the gross domestic regional product (GRDP) in percentage. Labor
force data is the publication data of the total workforce for 1 semester. Meanwhile, investment is divided into
domestic and foreign investment. This can be explained in Table II.

This study used the data on the users of information and communication technology (ICT) which reflects
technology or knowledge in economic growth theory. In addition, the inflation variable will detect the effect of
price dynamics and COVID-19 which expresses pandemic conditions in the study period.
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Table II. Definition of Operational Variable

Variables Description Source
GRDP growth (grdpg) | Local economic growth at province level (%, yoy). BPS
Foreign investment | Total of foreign investment in million USD. Data will be | BPS and BKPM
(fi) transformed into logarithm.
Domestic Investment | Total of domestic investment in billion IDR. Data will be | BPS and BKPM
(di) transformed into logarithm.
Labor Force (1b) Total of labor force in person. Data will be transformed into | BPS
logarithm.
Information and | Number of observers for ICT in a region at a certain time | google trend
Communication (index). Numbers represent search interest relative to the
Technology Observers | highest point on the chart for the given region and time. A
(icto) value of 100 is the peak popularity for the term. A value of
50 means that the term is half as popular. A score of 0
means there was not enough data for this term. Data will
be transformed into logarithm.
Inflation (inf) Inflation in %. BPS
COVID-19 cases | Total of COVID-19 cases/confirmed (person). Ministry of Health
(covid19c)

This study used a panel data estimation model. The basic concept of data panels refers to Pesar (2015).
Meanwhile, economic theory is used as the basis for forming the panel data estimation model was the Solow
Growth Model. Equation 1 describes the effect of COVID-19 and inflation on economic growth in Indonesia at
the provincial level based on the Solow Growth Model. GRDPG is provincial economic growth, LB is the labor
force, DI is a domestic investment, FI is foreign investment, ICTO is ICT user, INF explains the inflation rate
while COVID-19C reflects the number of COVID-19 cases. The influencing variables of economic growth will be
transformed into logarithms (L). Meanwhile, GRDPG, INF, and COVID-19C are not transformed into logarithms.
Thus, the static panel data estimation model that has been transformed into a logarithm is as follows:

GRDPG: = Qo +/1LFlit +B5LDlie +B5LLFx +GaLICTOs +S5INFi +55COVID-19Cs + £1(1)

Equation 1 expresses the Pooled OLS or Common Effects Model (CEM) which will be formulated into a Fixed
Effects Model (FEM) and Random Effects Model (REM). The final result of the FEM equation is described in
Equation (2) while Equation (3) is the REM equation. In addition, REM assumes that all parameters are random,
so the error term of REM is w, where w = £ + u.

GRDPG;; = ap+ aiDni+ B/ LFIi+ LD+ BLLE 3+ BiLICTO i+ S5INF i+ fsCOVID-19Cy s 6 (2)
GRDPGi; = ag +SILFLi+ LDt JLLF i+ FiLICTOi+ F5INF i+ fsCOVID-19Ci + Wi (3)
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The ao is the intercept while f1, 2, 3, 54,5 and Be are the parameters/slope of the equation. The value of 1.4
are > 0 while ffsa6 are < 0. In addition, the ‘i’ is the cross-section of 34 provinces while ‘t’ is a time series of period
2020:q1-2020:q2.

Result and Discussion
Descriptive Statistics

Descriptive statistics explain the distribution of study data. The distribution of the data can be seen from the
mean, minimum, maximum, and standard deviation values. The results of descriptive statistics on all variables
are shown in Table III.

Economic growth at the provincial level in Indonesia has a mean of -0.049% as a result of the COVID-19
pandemic. The level of investment, both domestic and foreign, tends to decline. Nevertheless, the rate of COVID-
19 cases is increasing.

Table III. Descriptive Statistics

Variable Mean Std. | Min Max Observations
Dev.
grdpg overall -0.049 -10.98 568 | N= 68
4.012
between -3.26 3.16 | n =
4.542 34
within -7.77 773 | T =
2.373 2
fi overall 199.752 0.00 1352.20 | N= 68
264.789
between 199.40 200.11 | n =
0.501 34
within -0.35 135255 | T =
264.789 2
di overall 3044.416 0.90 26562.80 | N= 68
4836.527
between 2773.12 3315.72 | n =
383.674 34
within -270.40 2629150 | T =
4828.798 2
If overall 1926821 174329.50 11200000.00 | N = 68
2749274
between 1926821.00 1926821.00 | n =
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within 174329.50 11200000.00 | T =
2749274 2
icto overall 37.324 16.00 100.00 | N= 68
18.878
between 26.97 47.68 | n =
14.641 34
within 13.65 11035 | T =
15.735
inf overall 1.999853 0.899 -0.37 3.67 | N= 68
between 1.58 242 | n =
0.590 34
within -0.29 359 | T =
0.794 2
covid19c overall 1402.015 0.00 22947.00 | N= 68
3685.723
between 775.26 2028.77 | n =
886.358 34
within -625.75 2232025 | T =
3631.236

Source: Secondary data (processed)

Determinants of Economic Growth During COVID-19 Pandemic

The Solow Growth Model emphasizes the important role of technology or knowledge in forming economic
growth. Thus, economic growth is not only determined by the number of workers and the value of the
investment but also the use of technology in the production process. In addition, health issues such as the
COVID-19 pandemic can also contribute to a contraction in economic growth. For this reason, the estimation of
data panel equations (1), (2), and (3) carried out can be seen in Table IV.

Table IV. Summary of Static Panel Estimation

Variables Pooled OLS Fixed Effects Random Effects

LFI 0.1269781 (0.51) | 0.0805282 (0.45) | 0.1269781 (0.51)

LDI -0.2311881 (- | -0.3178115 (- | -0.2311881 (-0.73)
0.73) 1.37)

LLF -0.6463625 (- | -0.1754024 (- | -0.6463625 (-1.05)
1.05) 0.39)
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LICTO 4871523 0.8967867 (1.03) | 4.871523 (5.14)***
(5.15)**=*

INF 0.9936426 (1.94)* | -0.3751339 (- | 0.9936426 (1.94)*

0.90)

COVID-19C 0.0002362 (1.89)* | 0.000145 (1.59) 0.0002362 (1.89)*

CONSTANT -9.460838 (-1.20) | 1.595879 (0.27) -9.460838 (-1.20)

R-square:

Within 0.1786 0.0744

Between 1.0000 1.0000

Overall 0.4591 0.1608 0.4591

F-statistics (Wald chi2) 2.10* 50.08***

BP LM Test 0.00

Hausman Test 200.17***

Observation 68 68 68

Source: Author's estimation

Note: () denotes t-statistics; ***, ** and * are 1%, 5% and 10% respectively.

Table IV confirms that the fixed effects model (FEM) was more feasible than the pooled OLS and random effects
model (REM). This is indicated by the significance of the Hausman Test. FEM showed that the Solow Growth
Model was not proven in COVID-19 because the partial test results (t-statistics) were insignificant. However,
the F-test statistics indicated significant results. This shows that overall, the independent variables significantly
influenced the economic growth of provinces in Indonesia. In contrast, the R-square value both within and
overall was low in the range of 16-18%. This means other independent variables can determine economic
growth during the COVID-19 pandemic outside of the estimation models in equations (1), (2), and (3).

Furthermore, statistically, the estimation results of REM and pooled OLS tend to express the technological
implications of the Solow Growth Model Theory. This can be seen from the significant and positive influence of
the LICTO variable on economic growth. This means the higher the use of ICT, the higher the rate of economic
growth. In addition, inflation and the COVID-19 case also have significant implications for economic growth at
the provincial level. However, the effect of both was positive or not in accordance with the hypothesis. This
indicates that the higher the inflation rate and the number of COVID-19 cases, the higher the economic growth
at the provincial level. Thus, the estimation results of REM and pooled OLS need to be scrutinized and
interpreted carefully.

An empirical study by Chaudhary, et al (2020) described that COVID-19 caused financial markets and foreign
investment in India to contract and decline significantly. This means the economic growth of India is contracting.
In addition, the proof of the Neoclassic Growth Model theory during the COVID-19 pandemic shows that capital
is not significantly affected, but labor and public debt will contract the level of the domestic economy (Jorda, et
al, 2020).
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Conclusion and Policy Implication

COVID-19 is a global health issue that directly contracts the economic growth rate of Indonesia. This suggests
that there is a strong indication of a relationship between health and the national economy. For this reason, the
purpose of this study was to estimate the effect of COVID-19 on economic growth at the provincial level in
Indonesia during 2020: q1-2020: 2. Static panel data was used to explain empirical findings.

The results showed that the feasible panel data model was a fixed effects model (FEM). The FEM estimation
showed that COVID-19 was insignificantly influenced by economic growth at the provincial level. In addition,
the Solow Growth Model was not proven because the determinants of economic growth were insignificantly
influenced.

The policy implication that can be formulated is that both central and local governments can focus more on
controlling COVID-19 cases and increasing economic activity prudently. This means health and economic
policies become mixed policies. Economic activities must continue to be carried out by carrying out strict
supervision of the community to comply with health protocols. In addition, the central and local governments
are an integrated system in implementing a mixed policy of domestic health and economy.
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Abstract

The dilemma of purchasing secondhand clothes has been discussed for a long time. On the one hand, it may
help the environment, while on the other hand it also carries some risks. The purpose of this study was to
examine the factors that influence secondhand clothes to repurchase Intention among Indonesian. Based on the
consumers’ preferences, seven factors that influence repurchase intention are proposed in terms of individual
preferences and economic perspectives. This study provides a comprehensive perspective of purchasing
secondhand clothes, including the eco-consciousness, frugality, need for status, perceived concern or risk,
originality, and bargain hunting. From 373 total questionnaire responses, 253 valid responses were collected
from across Indonesia. Partial Least Square (PLS) path modelling approach and structural equation modelling
(PLS-SEM) technique was performed to test the proposed hypothesis. This study found that eco-consciousness,
frugality, need for status, and originality influence people to purchase secondhand clothes, with frugality as the
most significant factor. However, perceived concern and bargain-hunting are found insignificant in shaping the
intention to purchase second- hand clothes. Further, there is a positive relationship between secondhand
purchase intention and second- hand repurchase intention. The practical and managerial implication is

discussed.

Keywords: Eco-Consciousness, Frugality, Need for Status, Perceived Concern, Originality, Bargain Hunting,

Secondhand Purchase Intention

1. Introduction

Secondhand clothes generally are bought by people with low income as a bargain (Cervellon, Carey, & Harms,
2012). However, now the secondhand clothes have become a trend in the fashion business; according to
ThredUp’s 2019 Resale report, conducted by GlobalData, the secondhand clothing resale has grown 21 faster
than the new clothes market in the last three years and predicted to reach USD 51 billion in the next five years
(Turner, 2020).

The growth of the Fashion Industry in Indonesia has been an enormous contribution to the Indonesian creative
economy that has contributed around 18.01% or 116 Trillion Indonesian Rupiah (Andrea, 2019). Currently, the
Secondhand industry is one of the fast forward growing industries in Indonesia. It even has a considerable

potential to be a country with the largest secondhand market, as stated by the Carousell Co-founder and
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President Marcus Tan (Azizah & Rezkisari, 2017). In 2018 Tinkerlust, as the company that focused on selling
secondhand apparel has 15-20% revenue growth every month with the site record of 100.000 visitors and
1.000.000 unique visitors monthly (The Finery Report, 2018).

Knowing the factors that drive the purchase intention towards secondhand clothes is essential in order to know
the secondhand business even more because, as stated in previous research, the consumers’ will trough several
processes before they decide to buy something (Nugraha, Kusumawardani, & Octavianie, 2018). Nevertheless,
itis not enough to just knowing about the purchase intention; we also need to influence the peoples to have the
intention for doing repurchase, as stated by the previous research that when the consumers are satisfied with

what they had gotten, the possibilities to do a repurchase will become higher (Akhter, 2010).

Based on the research conducted by Cervellon et al., (2012), one of the factors that drive peoples to purchase
secondhand is their awareness of the environment, with the mindset of if they are buying secondhand clothes
that still good enough to wear can help the environment. In the current era, many peoples are more concerns
about the environmental destruction that drive them to change their lifestyle to become more eco-friendly, this
reason is one that makes the potential of secondhand business rises (Khoer, 2020). The previous researches
also find that the sense of frugality is influencing the secondhand clothes; peoples who are concerned about
their economic will prefer to buy the secondhand clothes that often comes with a lower price compared to the
newly manufactured clothes (Cervellon et al,, 2012; Guiot & Roux, 2010). Because of secondhand clothes are
often come with a low price, the business owner can buy it with a massive amount from the distributor and will
get a discounted price when they buy it in a huge amount; because of the cheap capital, the amount of profit can
be increased as well (Khoer, 2020).

The next essential factors on secondhand clothes are the Need for Status; people that care about their status in
society, but did not have much money will prefer to buy secondhand clothes rather than buying ordinary new
clothes (Cervellon et al,, 2012). Secondhand clothes often come from a famous brand at a low price, and people
will prefer to buy that as long as the items are still good to wear (Salbiah & Virdhani, 2019). One of the reasons
for peoples buying secondhand clothes is because of the originality value; by purchasing secondhand clothes,
people will get a chance to found a nowhere to find a piece of clothes that fit their sense of fashion (Guiot &
Roux, 2010). Lastly, Bargain Hunting can be included as the factor that drives the purchase of secondhand
clothes. Peoples that shops for secondhand pieces often search for a bargain to fit their economic condition
(Cervellon et al., 2012; Guiot & Roux, 2010).

Before peoples buying secondhand clothes, they often concern about what if the clothes contain germs or they
are afraid that the clothes that they buy have an imagined body marking or odours that can give them discomfort
feeling (Roux & Korchia, 2006; Xu, Chen, Burman, & Zhao, 2014). While the other people will be uncomfortable
by wearing secondhand clothes by imagining that people around them will look down on them by thinking that
they cannot afford to buy new clothes, those reasons also become the reasons on why several people prefer to
have a few clothes rather than buying secondhand clothes (Liang & Xu, 2018; Xu et al., 2014).

Identifying the consumers’ driver is vital in order to know the intention to purchase and repurchase towards
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secondhand clothes in Indonesia. Perceived concerns often become the driver before they purchase
secondhand clothes (Xu et al., 2014). Secondhand clothes often become the solution for people that search for
a bargain before they purchase something (Cervellon et al., 2012). Hence, in order to found the other factors
that drive the purchase intention towards secondhand clothes, this research adds Eco-consciousness, Frugality,
Need for Status, Bargain Hunting (Cervellon et al., 2012); Perceived Concerns (Xu et al., 2014); and Originality
(Guiot & Roux, 2010). Secondhand clothes have become a trend in Indonesia from different income levels. This
study assesses the eight factors mentioned above trough an integrated model and provides a new perspective

of repurchase of secondhand clothes among Indonesian consumers.

2. Literature Review
2.1 Eco-Consciousness

Eco refers to the process of action to intentionally lessen the impact of human behaviour towards the natural
environment (Zelezny & Schultz, 2000). Previous research mentioned the overconsumption habit of consumers
harms the environment (Cozer, 2018). Those comprehensions took overtime and made consumers more
sensitive about the impact of purchasing environmentally harmful products (Mishal, Dubey, Gupta, & Luo, 2017).
The fashion industry also took effect on those problems by started to produce their products using recycled
material such as Adidas in 2016, Burberry with their non-plastic material brand by 2025, and Victoria Beckham

that campaigning the refusal of using animal leather and fur (Dmytrenko, 2019).

The previous research was measuring eco-consciousness trough environmental saving, natural resource-saving,
and pollution reduction through recycling and reusing used clothes (Seo & Kim, 2019). Qu, Liu, Guo, Zhuo, &
Tseng (2018) measuring the environmental influence in reproduced items purchases based on consumers’
subjective norms and reducing consuming habits of non-renewal resources items needs to save the
environment. According to Cozer (2018), environmental consciousness is measured by the consumers’ belief
in a secondhand clothes store that can save the environment from pollution by reusing old clothes instead of

throwing them away.

The research conducted by Cervellon et al. (2012) found that eco-consciousness significantly affected bargain
hunting negatively on secondhand shopping, but inapplicable on vintage shopping. According to Sengmanee
(2016), Eco-consciousness has a significant value to be included in bargain hunting towards the decision on
buying secondhand luxury products in Bangkok. According to Cervellon et al. (2012), the consumer’s intention
for bargain hunting towards secondhand clothes purchases is related to their awareness of the environment

that drives their intention even more.

Xu et al. (2014) found that environmental value is affecting purchase intention towards secondhand clothes for
Chinese respondents. In contrast, American respondents ignored that but more focusing on economic values.
This statement contradicted the statement on research by Cervellon et al. (2012) that stated eco-consciousness

did not have a direct influence on secondhand purchase. Previous research found that the post-80s generation
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cohort pays attention to the environmental value towards their secondhand clothes consumption (Liang & Xu,
2018). Cervellon et al. (2012) were also state that consumers’ awareness of the environment becomes the drive
for them to purchase secondhand clothes even more. Based on the supported results from previous research,

this research proposes the following hypothesis:

H1a: Eco-consciousness affecting Bargain Hunting

H1b: Eco-consciousness affecting Secondhand Purchase Intention
2.2 Frugality

Frugality refers to a disciplined and careful use of money and object (Roux & Guiot, 2008). Lastovicka,
Bettencourt, Hughner & Kuntze (1999) stated that frugality is not pure deprivation but reflects short-term
sacrifices in buying and using consumer goods to achieve longer-term personal goals. The previous study also
found that frugality was commonly used as an excuse because people did not want to pay a ‘newness premium”
that’s why they naturally suggest frugality as a reasoned approach (Guiot & Roux, 2010). Chen, Ren, Gu & Zhang
(2019) also define frugality as a psychological factor of the latent buyer.

Cervellon et al. (2012) measured frugality from consumers’ willingness to save more money before they are
buying things and related to secondhand items because they can get excellent quality goods with lower prices
compared to the new one. Chen et al. (2019) exploring frugality in the new energy vehicles industry and
measured it with the consumers’ belief on new energy vehicles are more cost-wise decisions because they can
get subsidies from the government. Based on the two previous studies, frugality was measured by the
consumers’ will on buying more things if the items they found things come with lower price and buying the
secondhand items become the alternatives, because there are many things often being thrown away while still

having tolerated condition (Fernando, Sivakumaran, & Suganthi, 2018; Hansson & Morozov, 2016).

The research conducted by Cervellon et al. (2012) found a significant influence of frugality trough bargain
hunting. The other research found that frugality to be one of the significant components in bargain hunting that
can affect the consumers’ decision towards the secondhand luxury brand in Bangkok after done the rotated
component matrix test (Sengmanee, 2016). When consumers’ searching on secondhand items, they were also
doing a bargain hunt, and frugality is the primary stimulus for them (Cervellon et al.,, 2012). The research
conducted by Cervellon et al. (2012) found that there are positive relationships between frugality and
consumers’ secondhand clothes purchase intention. Frugality was found to be the main reason in the analysis
for secondhand consumption and proven trough the interview with some of the secondhand luxury store
managers (Almeida, 2019). Cervellon et al. (2012) also state that frugality is the main driver for consumers to
purchase secondhand clothes but cannot be applied in vintage purchase intention. In this research, the main
focus will be the secondhand market and supported by the relationship between those variables. This research

proposes the following hypothesis:
H2a: Frugality affecting Bargain Hunting

H2b: Frugality affecting Secondhand Purchase Intention
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2.3 Need for Status

The need for status can be described as the consumer’s desire that seeks to gain prestige by consuming luxury
goods (Young, Nunes, & Dreze, 2010). The previous study was defining the status consumption as a desire for
status and conspicuous consumption that generally applied to people that having a struggle with their self-
respect that lead them to purchase of status symbol that can increase their status and get social approval
(Eastman, Goldsmith, & Flynn, 1999). Another research state if the consumer will pay a higher price for the

same function item with status because they were craving for status (Young et al., 2010).

Based on the previous research, status consumption was measured based on the item’s status image, consumers’
economic value towards the status item, and consumers’ preferences towards status items (Bakhshian, Lee, &
Cao, 2019). Meanwhile, Eastman, Iyer, Sherpherd & Heugel (2018) measuring status consumption by

consumers’ interest towards the status item and consumers’ economic value towards a status item.

The previous research put the need for status as one of the factors that influence the bargain hunting in the
decision to shop secondhand luxury products (Sengmanee, 2016). The need for status was found to influence
negatively significant trough bargain hunting (Cervellon et al, 2012). When consumers purchase luxury
products, the economic value becomes one of the reasons to get alternative by buying secondhand trough

bargain hunt to fulfil their need for status (Sengmanee, 2016).

Based on research conducted by Cervellon et al. (2012), the need for status did not have a direct influence on
secondhand purchase intention but had an indirect impact trough secondhand purchase intention from bargain
hunting. Sengmanee (2016) also states that bargain hunting significantly influences the shopping decision
toward secondhand products. Some secondhand clothes from certain brands and circumstances were likely to
have a social status that will drive more intention to purchase (Appelgren & Bohlin, 2015). However, status
consumption influence purchase intention was not supported on the research conducted by Bakhshian et al.
(2019) on counterfeit products. This research will focus on the secondhand products, and based on previous

results; the following hypothesis will be:

H3a: Need for status affecting Bargain Hunting

H3b: Need for status affecting Secondhand Purchase Intention
2.4 Perceived Concerns

According to Xu, Chen, Burman & Zhao (2014), Concerns that felt by people before they were buying
secondhand clothes are including germ contamination and negative impact on the public image because of
wearing items that have been worn by others. Previous research state the concerns on wearing secondhand
clothes are because the secondhand clothes may contain real or imagined body markings, such as stains or
odours that can be felt as a territorial encroachment of the previous owner (Roux & Korchia, 2006). Another
study also stated that the other concerns for people not buying secondhand clothes are because they do not
want to ruin their image and seen as people that financially unable to purchase newly produced clothes (Xu et
al,, 2014). Concerns on buying also may come from their felling towards the social image that makes them prefer

Page | 81
http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

to have fewer clothes rather than purchasing secondhand (Liang & Xu, 2018).

Previous research measuring consumers’ concerns about buying secondhand clothes mostly because of the
germ contamination and sanitary matter, environmental judgment on secondhand shoppers, and society’s
images of secondhand clothes may have a lower quality than the new one (Ma & Li, 2018). The other research
measured secondhand’ concerns based on the sense of belonging and the history of the clothes itself (Roux &
Korchia, 2006).

Xu et al. (2014) found a strong influence on perceived concerns towards secondhand purchase intention for
Chinese respondents, while American respondents were more aware of economic values. Perceived concerns
were found to have relationships with secondhand clothes consumption without significant differences
between generation cohorts from the 60s until the 90s. These statements strengthen the statements on
previous research before (Liang & Xu, 2018; Xu et al.,, 2014).

Previous research found that originality is one of the factors of hedonic motivation for people when they go to
purchase secondhand clothes (Hansson & Morozov, 2016). Another research also found originality to be one of
the factors that influence secondhand purchase motivation after conducting a non-hierarchical cluster analysis
(Guiot & Roux, 2010). Hansson & Morozov (2016) conclude that when people went on secondhand shopping,
they are driven by the originality factor on experiencing to find a rare piece of clothing. Based on previous

supported results, this research proposes the following hypothesis:
H4: Perceived Concerns affecting Secondhand Purchase Intention
2.5 Originality

Originality is defined as a concept referring to the quality of being new and inventive (Gatignon & Xuereb, 1997).
Guiot & Roux (2010) stated that there is a desire for consumers to purchase something if the items have a
unique and unusual value that matches their individuality. In terms of secondhand clothes hunt, people hope
that by searching good secondhand clothes, they can found a rare piece of clothes that nowhere to find in
mainstream stores, and they will have a special feeling on owning those pieces of clothes (Hansson & Morozov,
2016).

Based on previous research by Guiot & Roux (2010), the originality is measured trough the people’s tough on
newly produced clothes are being too ordinary. By searching secondhand clothes that mostly came from the
older article can make their way on dressing style can be different from most people nowadays, and found
pieces that will only belong to them and strengthen their sense of fashion (Guiot & Roux, 2010). Hansson &
Morozov (2016) measured originality trough consumers’ desire to have products that nowhere to find and

consumers’ willingness to have an item that only belongs to them.

Previous research found that originality is one of the factors of hedonic motivation for people when they go to
purchase secondhand clothes (Hansson & Morozov, 2016). Another research also found originality to be one of
the factors that influence secondhand purchase motivation after conducting a non-hierarchical cluster analysis
(Guiot & Roux, 2010). Hansson & Morozov (2016) conclude that when people went on secondhand shopping,
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they are driven by the originality factor on experiencing to find a rare piece of clothing. Based on previous

supported results, this research proposes the following hypothesis:
H5: Originality affecting Secondhand Purchase Intention
2.6 Bargain Hunting

Bargain hunting can be defined as the shopping motivation to find the lowest prices or to find products with
unbeatable prices (Cervellon et al., 2012). Bargain hunting also can be defined as the wish to pay less and spend
less on doing transactions (Roux & Guiot, 2008). Previous research also states that bargain hunt is linked with
a sense of achievement when gaining a product at a lower price (Hansson & Morozov, 2016). Based on previous
research by Roux & Guiot (2010), bargain hunting can be measured by economic motivation where people want
to pay less for their wanted items. Acquisition transaction theory is used as the theoretical perspective to find

possible relationships between female South African consumer and luxury bargain hunting (Van Heerde, 2018).

Cervellon et al. (2012) found a bargain-hunting load significantly on secondhand purchase intention. However,
when tested on vintage items purchase, bargain hunting is showing irrelevant results between those
relationships. Based on previous research, bargain-hunting was found to have a significant influence on the
decision to purchase secondhand luxury products in parameter estimate summary test (Sengmanee, 2016).
Consumers are influenced by price sensitivity and frugality when they search on secondhand clothes, and
because of that, they will search for a bargain before purchasing one of them (Cervellon et al.,, 2012). Based on

the relationship between those two variables, this research proposes the following hypothesis :
H6: Bargain Hunting affecting Secondhand Purchase Intention
2.7 Secondhand Purchase Intention

Purchase intention means the willingness to purchase a product based on the consumers’ perceived product
value, evaluation of performance, and financial risk (Agarwal & Teas, 2001). Purchase Intention can be defined
as consumers’ intention to purchase a product or to patronise a service firm (Lin & Chen, 2009; Shao, Baker, &
Wagner, 2004). Those definitions can be implied in the secondhand market also (Mubarak & Sanawiri, 2018;
Seo & Kim, 2019; Xu et al,, 2014).

Based on previous research, several items can be used as measurement items to measure the Purchase intention
on secondhand clothes such as consumer beliefs that include environment, frugality, and beliefs in the Non-
profit Thrift store, Attitude, subjective norms, and perceived behavioural control (Seo & Kim, 2019). According
to previous research, purchase intention toward secondhand clothes can be measured from consumers’
perceived sustainability, economic motivation, distance from the cons system, and Attitude toward buying
secondhand clothes (Ek Styvén & Mariani, 2020). The other research was measuring the purchase intention on
new energy vehicles by the supportive policy, price factor, functional quality, service quality, frugality, and belief
of “Mianzi” or consumer status. (Chen, Ren, Gu, & Zhang, 2019). Also, before consumers decide to buy something,

they will trough some process until they finally purchase specific products (Nugraha et al., 2018).

Based on the previous research, purchase intention found to be strongly supported to have a positive effect on
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repurchase intention (Lin & Chen, 2009). This research also supported the previous statement, according to
Akhter (2010), the impact of purchase intention towards repurchase behaviour found to be positive and
significant. Thus if the consumers are satisfied with what they got, they tend to do repurchase for that kind of
product (Akhter, 2010). This research focusing on the secondhand clothes market in Indonesia, and based on

the relationship between those two variables; this research proposes the following hypothesis:
H7: Secondhand Purchase Intention affecting Secondhand Repurchase Intention
2.8 Secondhand Repurchase Intention

Repurchase intention can be explained as the individual’s judgment about buying a designated service again
from the same company (Hellier, Geursen, Carr, & Rickard, 2003). Based on the previous statement, repurchase
intention is a consideration to purchase something more than once (Pramatatya, Najib, & Nurrochmat, 2015).
Varga et al. also state that the more loyal customers, the more possibilities for repurchase intention to occur
(Varga, Dlaci¢, & Vujici¢, 2014). If people become more loyal to a particular brand or company, the more future

purchase will occur (Savila, Wathoni, & Santoso, 2019).

Based on the previous research conducted by Swapana & Padmavathy (2018), the repurchase intention towards
secondhand clothes can be measured trough consumers’ shopping experience on Online secondhand store,
Attitude, and trust. Meanwhile, Ashfaq, Yun, Waheed, Khan & Farrukh (2019) measuring the repurchase
intention of used products trough expectation, consumer perceived enjoyment, perceived ease of use, and

consumers’ satisfaction.

3. Research Methods
3.1 Research Design

In this research quantitative research approach was being used. Quantitative research can be defined as
research that based on analysed statistics data that are consisting of variables measured by numbers in
determining the theory. Meanwhile, qualitative research is defined as the research that produces findings but
without using statistical procedures (Yilmaz, 2013). Since this research are using statistical data and analysing
itin statistical software, then the Quantitative method is preferred and more effective than using the Qualitative
method. This research head to find out the consumers’ repurchase intention for secondhand clothes in
Indonesia, and in order to achieve the goal, a theoretical framework is required. Theoretical frameworks are
describing the theory developed in the research, including the origin of the theory, and can guide the whole
research and inform about the research itself (Ngulube, Mathipa, & Gumbo, 2015). This research framework is

presented in Figure 1.

This research was held from May until August 2020 in Indonesia. The researcher initiating the research by
observing the trends in society to find out the matters that need to be addressed, and later on proceed to study
the literature to find the gap for the research. Thereupon, the researcher creates the research design by
determining the research type, sampling design, and operational definition that originated from previous
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studies. After that, the researcher gathers the primary data from the respondents and analyse it. Later on, after
the analysis has been done, the researcher presents the analysis and explain it throughout secondary data, and

then proceed to create the conclusion and implication of the research.

Eco-consciousness
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Figure 1. Research Framework
3.2 Sampling

The research population comes from Indonesian people who have purchased secondhand clothes at least twice
in the past three years from online stores (websites), online social media platform (Facebook and Instagram),
offline stores (Secondhand markets and Thrift shops), or other places such as garage sale and their
acquaintance. The sample is coming from both male and female, with age restriction from 12 until above 50
years old without any occupation restriction, and only applied for Indonesian citizen. The sample size of 200
can be deemed as adequate for ten indicators or less measurement (Siddiqui, 2013). This research is using a
purposive sampling technique with non-probability sampling to filter targeted samples from a particular
population. Non - probability sampling technique was chosen because this technique is useful for large

population sample and also useful if the researcher has limited resources (Etikan, Musa, & Alkassim, 2016).

In this research, the dominant respondents are female, with a total of 162 persons (64%), while male with 91
persons (27%). For the platform chosen to purchase secondhand clothes varied from Social Media online store
(150 people; 59.3%), offline store (77 peoples; 30.4%), and others, which include the website, friend, and
secondhand market (12 people; 4,8%). For the age, the dominant age range is 19-25 years with 209 people
(82,6%), followed by 12-18 age groups with 19 people (7,5%), 26-35 with 12 people (4,7%), above 50 years
old with ten people (4%), and 36-50 with three people (1,2%). The respondent’s occupations are students (201
people, 83%), employee (16 people; 6,3%), freelancer (12 people; 4,7%), entrepreneurs (9 people; 3,6%), and
housewives (6 people; 2,4%).

Page | 85
http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

3.2 Research Instrument

This research was using close-ended questions through an online questionnaire to found the potential
respondents as the instrument for the study. A questionnaire survey was suggested because this method can
increase accessibility, decrease potential reduction in bias, and respondents’ privacy can be kept if the questions
may be a bit sensitive (Gratton & Jones, 2010). The researchers created the survey using Google form as the
primary tool, and the survey is using 7- points Likert scale with “strongly disagree” in number 1 and “strongly
agree” in number 7. There are 45 questions in total, which contain 5 to 7 items on each variable. 7- points scale
was chosen because empirical studies have stated that reliability and validity are improved rather than using

fewer points (Dawes, 2008).

The Operation Definition of Variables are originated from Seo & Kim (2019); Qu et al. (2018); Cozer (2018);
Chen et al. (2019); Hansson & Morozov (2016); Fernando et al. (2018); Bakhshian et al. (2019); Eastman et al.
(2018); Ma & Li (2017); Guiot & Roux (2010); Van Heerde (2018); Styvén & Mariani (2020); Swapana &
Padmavathy (2018); and Ashfaq et al. (2019). The adjusted question can be seen in Note 1.

3.3 Data Analysis

In this study, Google Forms are being used to built the questionnaire while using the prior research as the
formula. Since the primary data is the main component to complete this research, the survey method is used to
elaborate with it. Every question was adjusted, and the Indonesian translation is also given to avoid
misunderstanding and bias from the respondents. After the questionnaire is ready, the researcher using social
media and instant messaging apps to gather the targeted respondents. Within one month, the data are collected
to be researched. Later on, the data was exported to Microsoft Excel and then analysed using SMART PLS
software. SMART PLS is being used to do the data analysis and see the correlation between each variable. The
data can be called as valid and reliable if the results are meet the criteria in outer loadings, Composite Reliability,
and the square root of Average Variance Extracted (AVE). However, the data will become meaningless if the

latent variables were made up of uncorrelated measures (Kwong & Wong, 2013).

Furthermore, to test the reliability and validity of the data, all of the collected data from the questionnaire are
exported to Microsoft Excel before inputted to the statistical software to analyse if the questionnaire can
precisely measure the variable relations for further findings. The reliability and validity test has a specific
requirement to be accepted (Kwong & Wong, 2013). Moreover, to check the Indicator Reliability, the outer
loadings numbers are preferred to exceed 0.70 or higher, but 0.4 or higher were also accepted (Hulland, 1999).
For Internal Consistency Reliability, the composite reliability numbers are preferred to exceed 0.70 or higher,
but 0.6 or higher were also can be accepted (Bagozzi & Yi, 1988). For the Validity test, Convergent validity with
AVE numbers must exceed 0.5 or higher and Discriminant validity with AVE numbers and Latent Variable
Correlation; the square root should be higher than the correlations among latent variables need to be checked
(Fornell & Larcker, 1981).

In order to do the data test and hypothesis significances, Structural Equation Modelling (SEM) is chosen for this

study. The bootstrapping process is used to know the test significances on both Outer and Inner Loading results,
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and to do this process, we need to go to calculate menu section then choose “bootstrapping” (Kwong & Wong,
2013). After done the Bootstrapping process, we need to check the “T-Statistic” value in the “Path Coefficients”
section and can be called significant if the value is greater than 1.96 (Kwong & Wong, 2013). Two criteria need
to be fulfilled in order for the data to be accepted; those criteria are the AVE and Composite Reliability (Ringle,
Da Silva, & Bido, 2014). Composite reliability with a value above 0.70 and 0.90 are considered good (Hair,
Sarstedt, Hopkins, & Kuppelwieser, 2014). For the hypothesis, the R square value and path Coefficients are
needed to be checked (Hair et al.,, 2014).

4. Findings
4.1 Validity and Reliability

The measurement items for each variable were gathered from the past studies that related to the used
dimensions. The first step is gathered all of the required responses through the questionnaire, and later on, all

of the collected responses are calculated using software to know the data’s validity and reliability.

The first conducted test in this study was for the PLS algorithm test. PLS Algorithm test is used to check the
data’s validity and reliability (Kwong & Wong, 2013). The validity test is tested using Smart PLS version 3. The
first need to check was the Construct Reliability and Validity that consist of several requirements to pass for
data to be called valid and reliable (Kwong & Wong, 2013). The Construct Reliability is a central equilibrium of
a scale that is used to statistically measure the latent variable (Garver & Mentzer, 1999). According to Bagozzi
& Yi (1988), the AVE results should be atleast 0.5 or higher. This research’s test result for independent variables
show 0.670 for Eco-consciousness, 0.537 for frugality, 0.749 for Need for Status, 0.716 for originality, and 0.551
for Perceived Concerns. For the mediating variables, results were 0.721 for Bargain Hunting and 0.734 for
Secondhand Purchase Intention. Last for the dependent variable Secondhand repurchase Intention show 0.830
as the results, which means all of the variables are valid. Hence the Construct Validity and Reliability results can

be seen in table 1.

Table I. Construct reliability and validity

Cronbach’s Rho-A Composite Average Variance
Alpha Reliability Extracted (AVE)
Bargain Hunting 0,903 0,904 0,928 0,721
Eco-Consciousness 0,876 0,878 0,910 0,670
Frugality 0,851 0,856 0,889 0,573
Need for Status 0,916 0,923 0,937 0,749
Originality 0,900 0,905 0,926 0,716
Perceived Concern 0,865 0,869 0,895 0,551
Secondhand Purchase Intention 0,927 0,927 0,943 0,734
Secondhand Repurchase Intention 0,949 0,950 0,961 0,830
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The next results to check are from the Discriminant Validity Test that is used to verify that the proposed scales
are measuring different constructs (Garver & Mentzer, 1999). Discriminant validity is stood for the level to
construct the measures that it is intended to be measured (Hair et al., 2014). The Discriminant Validity
requirement is the square root of AVE of each latent variable need to be higher than the correlation among the
latent variables to be called valid (Fornell & Larcker, 1981). The results of the test have shown promising results
with all of the square roots of AVE, which is the diagonal number is greater than the rest of the latent variables’
AVE. The discriminant validity results in table 4.2 show the square root AVE results of Bargain Hunting (0.849),
frugality (0.819), Need for Status (0.865), originality (0.846), Perceived Concerns (0.742), Secondhand
Purchase Intention (0.857), and Secondhand Repurchase Intention (0.911). Since all of the square root AVE'’s

are higher than all of the correlations of the latent variables, these results indicated that all variables are valid.

Table I1. Discriminant Validity - Fornell-Larcker Criterion

BG EC FG NS OR PC SPI SRI
Bargain Hunting (BG) 0,849
Eco-Consciousness (EC) 0,653 | 0,819
Frugality (FG) 0,745 | 0,735 | 0,757
Need for Status (NS) 0,416 | 0,293 | 0,367 0,865
Originality (OR) 0,615 | 0,497 | 0,563 0,529 | 0,846
Perceived Concern (PC) 0,476 | 0,415 | 0,476 0,623 | 0,464 | 0,742
Secondhand Purchase Intention (SPI) 0,597 | 0,588 | 0,651 0,457 | 0,576 | 0,439 | 0,857
Secondhand Repurchase Intention (SRI) 0,581 | 0,515 | 0,577 0,430 | 0,597 | 0,338 | 0,789 | 0,911

To check the reliability of the variables, the values of the outer loading need to be higher than 0.70, but 0.4 were
also accepted (Hulland, 1999). The next item that is needed to check is Composite Reliability, the value in
Composite Reliability results needs to exceed 0.7, but 0.6 is also accepted (Bagozzi & Yi, 1988). Each variable
outer loading value has exceeded the minimum value, the data can be defined as reliable; bargain hunting
(ranged from 0.789 - 0.888), Eco-consciousness (ranged from 0.729 - 0.838), Frugality (ranged from 0.722 -
0.801), Need for Status (ranged from 0.814 - 0.896), Originality (ranged from 0.792 - 0.883), Perceived Concerns
(ranged from 0.648 - 0.789); Secondhand Purchase Intention (ranged from 0.791 to 0.904), and Secondhand
Repurchase Intention (ranged from 0.899 to 0.920). Next, we need to see the Composite reliability Values to
recheck the variables’ reliability. All of the results for both Outer Loadings and Composite Reliability already
passed the minimum criteria; all of the variables are found to be reliable. The Outer Loadings results can be

seen in Note 3.
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4.2 Inferential Analysis

The interferential analysis is done using a complete bootstrapping test trough Smart PLS version 3. Table 3 and
4 are showing the results of the Path Coefficients and R square in the Bootstrap test, showing the T-statistic
values and p values to test the hypothesis significances. The interpretation of Goodness of Fit is not
recommended to be used universally for a study involving the formative measurement model (Henseler &
Sarstedt, 2013). Hence there is no model fit test in PLS-SEM, but this method is recommended to use if the

research has a complex model, but the sample size is small (Hair et al., 2014).

In order for the hypothesis to be called significant, the T statistics value needs to surpass the value of 1.96.
(Kwong & Wong, 2013), and the P values must not more than 0.05 (Ringle et al,, 2014) in both Path Coefficients
and R square (Hair et al., 2014). As shown in Table 3, 8 out of 10 hypotheses are accepted.

Table III. Hypothesis Testing - Path Coefficient

Original Sample Standard T-Statistics P-Values
Sample (O) | Mean (M) | Deviation (]O/STDEV])
(STDEV)

BG — SPI 0,073 0,074 0,079 0,931 0,352
EC - BG 0,222 0,220 0,073 3,037 0,003
EC — SPI 0,180 0,181 0,086 2,102 0,036
FG - BG 0,523 0,519 0,066 7,874 0,000
FG — SPI 0,301 0,290 0,083 3,615 0,000
NS -»BG 0,159 0,160 0,050 3,205 0,001
NS — SPI 0,167 0,164 0,066 2,532 0,012
OR — SPI 0,185 0,188 0,071 2,610 0,009
PC — SPI -0,004 0,008 0,063 0,058 0,954
SPI — SRI 0,789 0,791 0,031 25,821 0,000
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Table IV. R Square

Original Sample Standard T-Statistics P-Values
Sample (O) | Mean (M) | Deviation (]O/STDEV])
(STDEV)
BG 0,601 0,595 0,075 7,992 0,000
SPI 0,527 0,540 0,054 9,715 0,000
SRI 0,622 0,624 0,051 12,121 0,000

4.3 Discussion

This study aims to know how eco-consciousness is affecting the bargain hunting in secondhand shopping
among Indonesian. Cervellon et al. (2012) mentioned that consumers are already acknowledging the
importance of having eco-friendly behaviour to not throwing away or wasting something and buying the
secondhand product as a lifestyle is respectful to the environment and also can save their economic expenses.
In this study, hypothesis testing results were also found that the consumers’ consciousness toward the
environment is affecting the bargain hunting on secondhand shopping. This hypothesis result is also
strengthened by the statement in the research conducted by Sengmanee (2016), that showing Eco-
consciousness is significantly influence the bargain hunting towards secondhand luxury products in Bangkok.
This study also found that Eco-consciousness is affecting the ‘consumers’ preferences in purchasing
secondhand clothes among Indonesian. This result also supported by Xu et al. (2014) that found environmental
value is affecting the intention to purchase secondhand clothes among Chinese respondents trough their
awareness on the serious air pollution when there are often used clothes being burned. Lastly, the other
research conducted by Liang & Xu (2018) found that the environmental value is one of the concerns to purchase

secondhand clothes trough Chinese environment conditions and media that highlight the impact of apparel.

Frugality is found to influence bargain hunting in this research. The previous research conducted by Cervellon
et al. (2012) was found that consumers with price sensitivity and frugality will search for bargain prices. The
other research conducted by Sengmanee (2016) was found the consumers are overly concerned with economic
value that makes them purchase secondhand clothes. This research’s hypothesis test also found a positive
influence on Frugality towards Secondhand Purchase Intention. Almeida (2019) has found frugality to be the
main reason for the consumer’s intention to purchase secondhand clothes with the motivation to acquire luxury
while saving money. Hence the previous researches strengthen this research hypothesis on frugality towards

secondhand clothes bargain hunt among Indonesian people.

The next accepted hypotheses in this research are Need for Status trough Bargain Hunting and Need for status
as one of the drivers in secondhand shopping among Indonesia. Cervellon et al. (2012) have stated that the
need for status is having an inverse relation with the bargain hunting that indirectly influence the secondhand
purchase intention. Sengmanee (2016) has found that the need for status can be related to both bargain hunting
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and secondhand purchase intention because the consumers’ main concern is on their economy, and then the
need for status is coming after that. Sengmanee (2016), found the consumers are buying secondhand luxury
products because of the price can be lower than buying the new one, and luxury items still can boost their status

even though the items is secondhand.

According to Xu et al. (2014), perceived concerns were found to have a strong influence on secondhand
purchase intention for Chinese respondents. Previous research conducted by Liang & Xu (2018) is also found
relationships between perceived concerns and secondhand purchase intention. Meanwhile, in this research
hypothesis on how perceived concerns affecting secondhand purchase intention is rejected. Ma & Li (2018), in
their research, said that Chinese people who are buying secondhand clothes would be looked down by the
people with buying power around them as people that cannot afford new clothes. Different in Indonesia,
currently purchasing secondhand clothes in thrift stores have become a trend among various peoples in
different economic class, purchasing secondhand clothes has become a new way for peoples to find a various
rare piece of clothing that can match their fashion preferences and no longer have a bad image of only people
that cannot afford new clothes that buying secondhand clothes (Azizah & Rezkisari, 2017). Also, the concerns
toward hygiene and health in Indonesia is still low compared to other countries (Rahmat, 2017). In other words,
the concern on secondhand clothes is not being seen as the aspect to stop the purchase of secondhand clothes
in Indonesia. Also, the level of concern towards hygiene is caused by different income level as well, since many
people cannot afford a new and original piece of clothes. Many people think it is okay to purchase secondhanded
as long as the products are still good to wear (Salbiah & Virdhani, 2019). That statement makes the concern

towards secondhand clothes becomes not significant

The hypothesis on how originality affected Secondhand Purchase Intention is accepted in this research.
According to Hansson & Morozov (2016), originality is one of the factors to people when they want to purchase
secondhand clothes; hence this statement supported the results of this test. Previous research by Guiot & Roux
(2008) also found originality as the factors that influence ‘consumers’ purchase intention on secondhand
clothes. As not many people can afford the new and original piece of clothes, then purchasing secondhand is

become an alternative.

The hypothesis of bargain hunting affecting secondhand purchase intention is rejected in this research. The
result is contradicted to the research by Cervellon et al. (2012) that found bargain hunting to influence
secondhand purchase intention significantly. Sengmanee (2016) found significant results on the influence of
bargain hunting towards secondhand repurchase intention. Hence the insignificant results towards the
hypothesis are driven by the secondhand purchase that has become the trend in Indonesia, and the price has
not become the only reason for buying secondhand clothes this day. Indonesian people started to take a look at
secondhand clothes to fit their sense of fashion, as there are many pieces of rare clothing products that are
limited and only released once. Thus, so many people want the product to become theirs, even though it is
secondhand and sometimes even priced at a premium level (Salbiah & Virdhani, 2019). The other reason that

affected this hypothesis is that in Indonesia, it is easy to get counterfeit products with affordable prices that
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make people see this as a bargain (Rahmadiane, 2016).

Secondhand purchase intention got the significant results on how it is influencing the secondhand repurchase
intention among Indonesian. Lin & Chen (2009) has found purchase intention to be strongly affecting
repurchase intention because of when the consumers’ knowledge about what they will buy, they will have the
ability to measure their intention. By that, the repurchase decision will be higher. Akhter (2010) has found the
fact that repurchase intention will occur if the consumers are satisfied with the product they have purchased
before or their previous purchase experience. Since the secondhand clothes have already become a lifestyle, as
stated by Mubarak & Sanawiri (2018), in the future opening, a secondhand clothes store can be a business

opportunity.

5. Conclusion and Limitation
5.1 Implication for Policy and practice

Based on this research analysis test, the results show that 2 out of 10 hypotheses are rejected. Furthermore,
there are a total of eight hypotheses, similar to previous studies. From a theoretical perspective, this research
has found exciting results. In the secondhand clothing industry in Indonesia, the consumers’ secondhand
purchase intention is highly influenced by the sense of frugality. Indonesian consumers tend to search the
products at a lower price; that is why the secondhand items become the alternative because the secondhand
items are known to have alower price compared to the brand-new item. This research has found that originality
is influencing the secondhand purchase intention. Afterwards, secondhand purchase intention is influencing
the intention to do repurchase on secondhand clothes. Although perceived concerns are found to be
insignificant to influence secondhand purchase intention. The findings are showing that in Indonesia, the
concerns on buying secondhand clothes is not a burden for people to buy secondhand clothes in the
marketplace. While originality is one of the reasons for buying secondhand clothes because many people see
this as an opportunity to have a good product at an affordable price compared to the brand-new price that
generally higher. Repurchase Intention occurs when people are satisfied with the secondhand product that they
previously buy and will make more purchases on secondhand clothes in the future. The concern in buying
secondhand clothes does not matter in Indonesia, and people still buy secondhand clothes as long as the
products are still good to wear (Salbiah & Virdhani, 2019). The other influencing factor in the secondhand
purchase is the need for status because many Indonesian people have seen secondhand items as an alternative
to fulfil their desire for prestige. After all, some of the branded clothes will become cheaper if it is secondhand
(Salbiah & Virdhani, 2019). Moreover, according to Mubarak & Sanawiri (2018), purchasing secondhand has
become a lifestyle in Indonesia that makes knowledge of secondhand items becomes broad. Lin & Chen (2009),

stated that if the consumers know about what they will buy, the decision on doing repurchase will be higher.

Furthermore, by adding construct like secondhand repurchase intention, we know that currently, secondhand
fashion has already become a lifestyle and driven by their first impression and satisfaction on buying

secondhand clothes. Although in Indonesia, the concerns on buying secondhand in Indonesia did not become a
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burden to buying a secondhand product, because of in Indonesia, the hygiene concerns rates are still low
(Rahmat, 2017). Also, in Indonesia, it is effortless to get a counterfeit product that comes with a low price that
makes some people in Indonesia do not think of purchasing secondhand products as a bargain. Furthermore,
secondhand clothes become the choice of people since they can be the fashion trend that can provide an

immense business opportunity with correct execution.
5.2 Practical Implication

As for the government, this research can help the government of Indonesia to understand more toward the
secondhand clothes business in Indonesia. In some way, secondhand clothes have a good impact on the
environment, and the government can educate more people to hold their excessive consumption habits in order
to help the environment. Besides helping to preserve the environment, the secondhand business can be used
by a charity foundation to help other people who have already done in many developed countries (Colley, 2012).
Thus, the government only needs to have a precise regulation regarding this. The business will help the
environment as long as if there is a precise regulation regarding the safety and hygiene factor, which particularly
crucial in this kind of business.

Secondhand clothes sellers have to understand several practical implications in this study. The environmental
consciousness, frugality, and need for status are the driver for customers that search for a bargain, but not the
reason to see secondhand clothes as the bargain. Meanwhile, the consumers that aware of the environment
situation and economic value but with a lot of status desire will still look secondhand clothes as a
reconsideration compared to newly manufactured clothes. The originality is also the main reason for people to
buy secondhand clothes. Although in Indonesia, people did not have concerns about buying secondhand clothes.
If the consumers are satisfied with their secondhand shopping experience, the repurchasing habit will occur.
Besides the affordable value of secondhand clothes, many people still did not think secondhand clothes as a
bargain and still prefer to buy new counterfeit products (Rahmadiane, 2016). However, secondhand clothes
shopping has already become the trend in Indonesia, and the opportunity to open the business related to
secondhand or thrifting will have a more substantial possibility of success (Mubarak & Sanawiri, 2018).
Secondhand clothes business owners also need to pay attention to the function and comfort of the clothes itself,
despite paying attention only to the design and model to increase the consumers’ purchase intention. However,
first, owners need to make sure that their business is compliant with government rule. However, the owner also
needs to know the fashion lifestyle trend in choosing the products to be sold in their store (Mubarak & Sanawiri,
2018). Lastly, business owners need to have much knowledge regarding the products provide, because
consumers’ with much knowledge about the products have a bigger chance to do a repeat buying (Lin & Chen,
2009).

5.3 Research Limitation

As in any other studies, several limitations are found from this particular study. Furthermore, there are
possibilities to extend further research by using this research in order to get more profound results to these
findings. This research found contradict results from researches conducted by Xu et al. (2014) and Liang & Xu
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(2018) that found perceived concerns as the variable that influences the secondhand repurchase intention.
However, this research found an insignificant result of perceived concerns toward secondhand repurchase
intention from Indonesia respondents. This research also found an insignificant result from bargain hunting
toward secondhand purchase intention in Indonesia that contradict with the research conducted by Cervellon
et al. (2012) and Sengmanee (2016) that found the relationships between bargain hunt and secondhand
purchase intention. Future research could try to deepen the research to found more reasons on why those two
variables did not affect the secondhand purchase intention in Indonesia or other countries such as Thailand
since this research construct the research model by combining several research models from the previous
research and add secondhand repurchase intention as the dependent variable. Thailand was chosen because
this country is known to have a big secondhand industry (Katharangsiporn, 2020). Future research could also
try to find more variables that could affect the secondhand repurchase intention besides secondhand purchase
intention from this research. For example, fashion lifestyle could be added to the model for the factors that are
affecting the secondhand purchase intention just like the findings from Mubarak & Sanawiri (2018) that found

fashion lifestyle to be one of the drivers that influence the secondhand purchase in Indonesia.

This research’s valid respondents mostly are Indonesian people with moderate income. Future studies should
test the study’s findings by adding more respondents with people from people with lower income or even high
income in order to find the other possibilities of the findings. Since this study only focused on the secondhand
clothes industry, most of the respondents are giving data based on their own experience. The reality could be
different from what they have experienced if they choose different stores or places. Because of it, this research
would like to suggest to improve the knowledge according to the fashion trend in order to sort the products to
be sold, such as design, brand, product condition, and colour mix, especially in the secondhand clothing industry.
Future research could also put interest in different categories, such as the fast fashion industry. According to
the current fashion trend in Indonesia, the creative economy in Indonesia is significantly influenced by the
fashion industry that giving 18.01% contribution to Indonesia’s economical, and mostly by ready to wear
clothes that are mostly carrying the fast-fashion concept (Andrea, 2019). The researcher also suggests future
research to concentrate on one theory or using a different methodological approach, such as a qualitative
approach with an in-depth interview to know other possibilities driver on secondhand clothes purchases
among Indonesian. With regard, it is hoped that this research will provide a better chance for future research

with related topics.

References

Agarwal, S., & Teas, R. K. (2001). Perceived Value: Mediating Role of Perceived Risk. Journal of Marketing Theory
and Practice, 9(4), 1-14. https://doi.org/10.1080/10696679.2001.11501899

Akhter, S. (2010). Service Attributes Satisfaction and Actual Repurchase Behavior: The Mediating Influence of
Overall Satisfaction and Purchase Intention. journal of Consumer Satisfaction, Dissatisfaction and
Complaining Behavior, 23(10), 52.

Page | 94
http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

Almeida, C. A. D. S. (2019). FACTORS DRIVING TO THE PROPENSITY TO PURCHASE LUXXURY SECONDHAND
FASHION AND APPAREL. Catélica Porto Business School.

Andrea, M. (2019). Gairah Industri Fashion Indonesia. Retrieved August 30, 2020, from CNBC Indonesia TV
website: https://www.cnbcindonesia.com/lifestyle/20190712155341-35-84555 /gairah-industri-

fashion-indonesia

Appelgren, S., & Bohlin, A. (2015). Introduction: Circulating Stuff through Second-hand, Vintage and Retro
Markets. Culture Unbound, 7(1), 3-11. https://doi.org/10.3384/cu.2000.1525.15713

Azizah, N., & Rezkisari, I. (2017). Orang Indonesia Suka Belanja Barang Bekas | Republika Online. Retrieved
August 22, 2020, from Republika website: https://republika.co.id /berita/gaya-
hidup/trend/17/12/14/p0y54p328-orang-indonesia-suka-belanja-barang-bekas

Bagozzi, R. P, & Yi, Y. (1988). On the Evaluation of Structural Equation Model. Academy of Marketing Science,
16(1), 074-094.

Bakhshian, S., Lee, Y. A., & Cao, W. (2019). Psycho-Demographic Determinants of Young Consumers’ Purchase
Intention toward Counterfeit Apparel in a U.S. Counterfeit Capital. Family and Consumer Sciences Research
Journal, 47(4), 324-341. https://doi.org/10.1111 /fcsr.12309

Cervellon, M. C, Carey, L., & Harms, T. (2012). Something old, something used: Determinants of women'’s
purchase of vintage fashion vs secondhand fashion. International Journal of Retail and Distribution
Management, 40(12), 956-974. https://doi.org/10.1108/09590551211274946

Chen, K, Ren, C, Gu, R, & Zhang, P. (2019). Exploring purchase intentions of new energy vehicles: From the
perspective of frugality and the concept of “mianzi.” Journal of Cleaner Production, 230(5), 700-708.
https://doi.org/10.1016/j.jclepro.2019.05.135

Colley, A. (2012). Where to Donate Used or Old Clothes to Charity. Retrieved September 1, 2020, from Money

Chrashers website: https://www.moneycrashers.com/where-donate-clothes-charity/

Cozer, C. (2018). Consumer’S Perception and Purchase Intentions : a Qualitative Study on Second-Hand Clothing
Stores (master’s thesis). JONKOPING University. http://www.diva-
portal.org/smash/record.jsf?pid=diva2%3A1212005&dswid=-3127

Dmytrenko, T. (2019). Eco-consciousness Within Fashion Brand. 36ipnux Te3 /flonogideil 1V Bceykpaincbkoi
Haykoso-IlpakmuuHoi KoHgpepernyii «IHHosayilini Tendenyii Ilidcomosku Paxisyie 8 Ymosax

IoaikyabmypHozo Ta MyabmusiHzeanbHozo [106aaizo8aHozo Ceimyy, 1, 141-142.

Eastman, J. K. D, Iyer, R., Shepherd, C. D., Heugel, A., & Faulk, D. (2018). Do they shop to stand out or fit in? The
luxury fashion purchase intentions of young adults. Psychology and Marketing, 35(3), 220-236.
https://doi.org/10.1002 /mar.21082

Eastman, ]J. K, Goldsmith, R. E,, & Flynn, L. R. (1999). Status Consumption in Consumer Behavior: Scale
Development and Validation. Journal of Marketing Theory and Practice, 7(3), 41-52.

Page | 95
http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

https://doi.org/10.1080/10696679.1999.11501839

Ek Styvén, M., & Mariani, M. M. (2020). Understanding the intention to buy secondhand clothing on sharing
economy platforms: The influence of sustainability, distance from the consumption system, and economic
motivations. Psychology and Marketing, 37(5), 724-739. https://doi.org/10.1002/mar.21334

Etikan, I, Musa, S. A., & Alkassim, R. S. (2016). Comparison of Convenience Sampling and Purposive Sampling.
American Journal of Theoretical and Applied Statistics, 5(1), 1-4.
https://doi.org/10.11648/j.ajtas.20160501.11

Fernando, A. G., Sivakumaran, B., & Suganthi, L. (2018). Comparison of perceived acquisition value sought by
online secondhand and new goods shoppers. European Journal of Marketing, 52(7-8), 1412-1438.
https://doi.org/10.1108/EJM-01-2017-0048

Fornell, C., & Larcker, D. F. (1981). Evaluating Structural Equation Models with Unobservable Variables and
Measurement Error. Journal of Marketing Research, 18(1), 39. https://doi.org/10.2307/3151312

Gatignon, H., & Xuereb, J. M. (1997). Strategic orientation of the firm and new product performance. Journal of
Marketing Research, 34(1), 77-90. https://doi.org/10.2307 /3152066

Guiot, D., & Roux, D. (2010). A secondhand shoppers’ motivation scale: Antecedents, consequences, and
implications for retailers. Journal of Retailing, 86(4), 355-371.
https://doi.org/10.1016/j.jretai.2010.08.002

Hair, . F, Sarstedt, M., Hopkins, L., & Kuppelwieser, V. G. (2014). Partial least squares structural equation
modeling (PLS-SEM): An emerging tool in business research. European Business Review, 26(2), 106-121.
https://doi.org/10.1108/EBR-10-2013-0128

Hansson, A.-A., & Morozov, E. (2016). Driving Forces Towards Shopping for Second-Hand Clothing (Lund
University). Lund University. https://lup.lub.lu.se/student-papers/search/publication/8878267

Hellier, P. K., Geursen, G. M., Carr, R. A, & Rickard, ]J. A. (2003). Customer repurchase intention: A general
structural equation model. European Journal of Marketing, 37(11/12), 1762-1800.
https://doi.org/10.1108/03090560310495456

Henseler, ], & Sarstedt, M. (2013). Goodness-of-fit indices for partial least squares path modeling.
Computational Statistics, 28(2), 565-580. https://doi.org/10.1007/s00180-012-0317-1

Hulland, J. (1999). A new antihypertensive drug ameliorate insulin resistance. Acta Pharmacologica Sinica,
33(4), 429-430. https://doi.org/10.1038/aps.2012.31

Katharangsiporn, K. (2020, January 16). Secondhand unit sales record rise. Retrieved September 1, 2020, from
Bangkok Post website: https://www.bangkokpost.com/business/1836604/second-hand-unit-sales-

record-rise

Khoer, M. (2020, January 14). 5 Alasan Mengapa Bisnis Baju Bekas Punya Potensi Bagus untuk Digeluti.

Retrieved September 3, 2020, from Cekaja.com website: https://www.cekaja.com/info/5-alasan-

Page | 96
http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

mengapa-bisnis-baju-bekas-punya-potensi-bagus-untuk-digeluti/

Kwong, K., & Wong, K. (2013). 28/05 - Partial Least Squares Structural Equation Modeling (PLS-SEM)
Techniques Using SmartPLS. Marketing Bulletin, 24(1), 1-32. http://marketing-
bulletin.massey.ac.nz/v24/mb_v24_t1_wong.pdf%5Cnhttp://www.researchgate.net/profile/Ken_Wong
10/publication/268449353_Partial_Least_Squares_Structural_Equation_Modeling (PLS-
SEM)_Techniques_Using SmartPLS/links/54773b1b0cf293e2da25e3f3.pdf

Liang, J., & Xu, Y. (2018). Secondhand clothing consumption: A generational cohort analysis of the Chinese
market. International Journal of Consumer Studies, 42(1), 120-130. https://doi.org/10.1111/ijcs.12393

Lin, L, & Chen, Y. (2009). A study on the influence of purchase intentions on repurchase decisions: the
moderating effects of reference groups and perceived risks. Tourism Review, 64(3), 28-48.
https://doi.org/10.1108/16605370910988818

Ma, ., & Li, S. (2018). Chinese Young Consumers ’ Buying Behavior of Online secondhand clothing. University of

Boras.

Mishal, A., Dubey, R., Gupta, O. K., & Luo, Z. (2017). Dynamics of environmental consciousness and green
purchase behaviour: an empirical study. International Journal of Climate Change Strategies and
Management, 9(5), 682-706. https://doi.org/10.1108/1JCCSM-11-2016-0168

Mubarak, S. A, & Sanawiri, B. (2018). PENGARUH FASHION LIFESTYLE TERHADAP PURCHASE INTENTION
( Studi Pada Konsumen Pakaian Second Hand @ Tangankedua ). Jurnal Administrasi Bisnis (JAB), 55(3),
33-40.

Ngulube, P, Mathipa, E. R,, & Gumbo, M. T. (2015). Theoretical and conceptual frameworks in the social and
management sciences. Addressing Research Challenges: Making Headway in Developing Researchers, 1(1),
43-66.

Nugraha, R., Kusumawardani, K. A, & Octavianie, V. (2018). The Influence of Celebrity Endorsement in
Instagram towards Customer Behavior and Purchase Intention in Healthy Food Diet Business. Firm
Journal of Management Studies, 3(2), 1-24. https://doi.org/10.33021/firm.v3i2.476

Pramatatya, V., Najib, M., & Nurrochmat, D. R. (2015). Pengaruh Atmosfer Kedai Kopi Terhadap Emosi Dan
Keputusan  Pembelian  Ulang. Jurnal @ Manajemen  Dan  Agribisnis, 12(2), 126-136.
https://doi.org/10.17358/jma.12.2.126

Rahmadiane, G. D. (2016). Pengaruh value consciousness, integrity, dan perceived ease to get product terhadap
sikap dan niat beli barang palsu di Kota Tegal. E-Journal Politeknik Tegal, 5(2), 162-169.

Rahmat, M. H. (2017, November 17). Sekretariat Kabinet Republik Indonesia | Kenapa Kota Tokyo Bisa
Bersih...?- Sekretariat Kabinet Republik Indonesia. Retrieved August 22, 2020, from Sekretariat Kabinet
Republik Indonesia website: https://setkab.go.id/kenapa-kota-tokyo-bisa-bersih/

Ringle, C. M., Da Silva, D., & Bido, D. D. S. (2014). Modelagem de Equagdes Estruturais com Utilizagdo do Smartpls.

Page | 97
http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

Revista Brasileira de Marketing, 13(2), 56-73. https://doi.org/10.5585 /remark.v13i2.2717

Roux, D., & Guiot, D. (2008). Measuring Second-Hand Shopping Motives, Antecedents and Consequences.
Recherche et Applications En Marketing (English Edition), 23(4), 63-91.
https://doi.org/10.1177/205157070802300404

Roux, D., & Korchia, M. (2006). Am I what [ wear? An exploratory study of symbolic meanings associated with

secondhand clothing. Advances in Consumer Research, 33(1), 29-35.

Salbiah, N. A,, & Virdhani, M. H. (2019). Memburu Busana Bekas Branded Demi Gengsi dan Eksistensi. Retrieved
August 22, 2020, from: https://www.jawapos.com/lifestyle/20/08/2019/memburu-busana-bekas-

branded-demi-gengsi-dan-eksistensi/

Savila, I. D., Wathoni, R. N., & Santoso, A. S. (2019). ScienceDirect The Fifth Information Systems International
Conference 2019 The Role of Multichannel Integration , Trust and Offline-to-Online Customer Loyalty
Towards Repurchase Intention: an Empirical. Procedia Computer Science, 00, 859-866.
https://doi.org/10.1016/j.procs.2019.11.193

Sengmanee, P. (2016). Choice deceisions toward online/offline shopping of secondhand luxury brands in bangkok,
thailand (master’s thesis). Bangkok University. http://dspace.bu.ac.th/handle/123456789/1997

Seo, M.].,, & Kim, M. (2019). Understanding the purchasing behaviour of secondhand fashion shoppersin a non-
profit thrift store context. International Journal of Fashion Design, Technology and Education, 12(3), 301-
312. https://doi.org/10.1080/17543266.2019.1611945

Shao, C. Y, Baker, J. A,, & Wagner, J. A. (2004). The effects of appropriateness of service contact personnel dress
on customer expectations of service quality and purchase intention: The moderating influences of
involvement and gender.  Journal of  Business Research, 57(10), 1164-1176.
https://doi.org/10.1016/S0148-2963(02)00326-0

Siddiqui, K. (2013). Heuristics for sample size determination in multivariate statistical techniques. World
Applied Sciences Journal, 27(2), 285-287. https://doi.org/10.5829 /idosi.wasj.2013.27.02.889

The Finery Report. (2018, October 26). Changing the pre-loved game — The Finery Report. Retrieved
September 4, 2020, from The Finery report website:
https://www.thefineryreport.com/articles/2018/10/26/changing-the-pre-loved-game

Turner, M. L. (2020, March 30). Used Clothing Resale Is A Rising Opportunity For Retailers Large And Small.
Retrieved September 1, 2020, from Forbes website:
https://www.forbes.com/sites/marciaturner/2020/03/30/used-clothing-resale-a-rising-opportunity-
for-retailers-large-and-small /#49f11be35c72

Van Heerde, H. A. (2018). Demographic characteristics of female luxe-bargain clothing shoppers: an acquisition-
transaction utility approach (doctoral dissertation). University of Pretoria.
https://doi.org/10.1017/CB09781107415324.004

Page | 98
http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |
ISSN 2774-7395

www.conference.feb.uns.ac.id/2020

rve

Ekonomski Vjesnik, 27(2), 229-244.

Xu, Y, Chen, Y, Burman, R., & Zhao, H. (2014). Secondhand clothing consumption: A cross-cultural comparison
between American and Chinese young consumers. International Journal of Consumer Studies, 38(6), 670-
677. https://doi.org/10.1111/ijcs.12139

Yilmaz, K. (2013). Comparison of quantitative and qualitative research traditions: {Epistemological}, theoretical,
and methodological differences. European Journal of Education, 48(2), 311-325.

Young, J. H., Nunes, J. C., & Dreze, X. (2010). Signaling status with luxury goods: The role of brand prominence.
Journal of Marketing, 74(4), 15-30. https://doi.org/10.1509/jmkg.74.4.15

Zelezny, L. C, & Schultz, P. W. (2000). Psychology of Promoting Environmentalism: Promoting
Environmentalism. Journal of Social Issues, 56(3), 365-371. https://doi.org/10.1111/0022-4537.00172

Page | 99
http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

Notes

Note 1. Operational Variable

No | Variable Adjusted Question

1 Eco-consciousness I believe that recycling is essential for the environment

I believe that recycling can reduce waste

When I need to purchase clothes, I always consider the environment factors

I want to purchase some products that environment friendly

Because the non-renewable resources are necessary for the human’s future,
I believe that humans should change their purchase behaviour towards new
products

I believe that secondhand stores are saving the environment from pollution
because they are reusing the clothes instead of throwing away or burn them

2 | Frugality I believe in being careful when I about to spend my money

[ am willing to wait on purchasing something so that I can save my money

Purchasing secondhand clothes is more cost wise choice

Before purchasing secondhand clothes, I will walk around to compare the

price among shops

If I buy a clothing item at a cheaper price, I can buy more other things

There are many things that are still useful are being thrown away

3 Need for status I would buy apparel just because of the status

I would pay more for apparel with status

Apparel is more valuable if it has a high material status

[ am interested in new products that have the status

A product will be more valuable if it has some material appeal

4 Perceived Concerns [ have a deep concern about the hygiene safety problem

I am afraid if the secondhand clothes that I buy are carrying disease from the

previous owner
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[ am afraid of the people with buying power around me will look down on

me if | buy secondhand clothes

I do not feel like buying secondhand clothes if I did not know its origin

[ feel that if the quality of secondhand clothes is not as good as the new one

[ fear if I buy secondhand clothes, the items is not the same with my

expectation

I feel like if I'm wearing secondhand clothes will make my psychology

discomfort

5 Originality

I find that secondhand clothing is attractive because I can find things that

most people do not have, and new clothing is way too ordinary

I find that secondhand shopping clothing can make me different from other

people when it comes to clothes styling

I like things that are original and different, with secondhand shopping I can
find a thing that will only belong to me

I hope to find something that nobody else has when I buy secondhand
clothing

I hope to find original clothes design that cannot be found in general stores

when I buy secondhand clothing

6 | bargain Hunting

| feel good when I am buying things with an extremely low price that cannot

be found anywhere

I find that clothes at a low price, but high quality is interesting

I feel good if I can take advantage of the luxury price deal

I would feel that my money is worth if I purchase branded secondhand

clothing at a discounted price

I feel like the pleasure from bargaining clothing items are exceeds the

financial gains

7 Secondhand  Purchase | IfI see a thrift-store, I intend to visit the store to purchase some products
Intention
The next time I purchase clothes, I would give priority to secondhand clothes
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I would like to recommend friends to purchase secondhand clothes

I am likely to choose the store that offering secondhand clothes the next time

I need a clothing item

In the future, I would prefer secondhand clothes over the new ones

In the future, I am likely to choose secondhand clothes instead of buying

newly manufactured clothes

8 Secondhand repurchase | [ will continue shopping secondhand clothing in the future

Intention
[ have a strong intention to go for secondhand shopping in the future
My intention trough buying secondhand clothing is high
I intend to continue shopping of used products rather than discontinued it
[ intentionally to buy secondhand than buying the new one.
Note 1. Adjusted Question.
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Note 3. Outer Loading

Bargain Hunting [Eco-Consciousness [Frugality |Need for Status |Originality |Perceived Concern [Second-hand Purchase Intention |Second-hand Repurchasse Intention
BH1 0.888
BH2 0.836
BH3 0.857
BH4 0.789
BH5 0.873
EC2 0.827
EC3 0.867
EC4 0.729
EC5] 0.826
F1 0.763
F2 0.792
F3 0.801
F4 0.729
F5 0.730
F6 0.722
NFS1 0.814
NFS2 0.890
NFS3 0.863
NFS4 0.896
NFS5 0.862
01 0.853
02 0.883
03 0.881
04 0.817
05 0.792
PC1 0.648
PC2 0.733
PC3 0.714
PC4 0.789
PC5 0.781
PC6 0.773
PC7 0.749
SPI1 0.791
SPI2 0.804
SPI3 0.871
SPl14 0.904
SPI5 0.892
SPI6 0.873
SRI1 0.912
SRI2 0.909
SRI3 0.920
SRI4 0.916
SRI5 0.899
EC1 0.838
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Abstract

Analyzing and understanding the driving factors for patient loyalty in private hospitals is very important for
hospital management. Since, the hospital can continue to improve their performance in helping and serving
patients, especially during a pandemic. Several researchers have conducted studies regarding patient loyalty
when using hospital services. The purpose of this study was to examine the driving factors for patient loyalty
through the brand image, trust, word of mouth, perceived service quality, and satisfaction among private
hospitals in Greater Jakarta. Therefore, we hypothesize several factors as a set of predictors of patient loyalty
in the private hospital with satisfaction as a mediating variable. A total of 259 valid respondents was collected
from several private hospital patients in the Greater Jakarta area that we took randomly using an online survey,
and then we analyzed using Partial Least Square (PLS) path modelling approach, a structural equation
modelling (PLS-SEM) technique was performed to test the proposed structural relationships. The empirical
assessment shows that brand image and word of mouth have little effect on the mediation variable, namely
satisfaction, while trust, perceived service quality have a very high effect on satisfaction. However, if connected
directly, brand image, perceived service quality, and satisfaction, both have a strong influence on patient revisit
intention or loyalty. Further, the practical and managerial implications are discussed.

Keywords: Brand Image, Trust, Word of Mouth, Perceived Service Quality; Satisfaction; Revisit Intention;
Hospital

1. Introduction

In the global market, the healthcare industry is increasing rapidly from year to year. In 2018, the global
healthcare market value reached nearly $ 8,452 billion, with a compound annual growth rate (CAGR) of 7.3%
since 2014. For the rest of 2022, it is expected that the CAGR will increase to 8.9%, nearly $ 11,908.9 billion
(Business Wire, 2019). In 2025, Asia is expected to replace Europe as the second-largest healthcare market in
the world (Healthcare Asia Daily News, 2016). In Indonesia, the growth in the number of hospitals is not only
due to the emergence of public awareness of the importance of health but also due to the growing population
in Indonesia  (Lawi, 2016). Most of the growth in hospitals has occurred in the private hospital sector; almost
every year, there is an increase in the construction of private hospitals, until April 2018, the average growth is
17.3% (Trisnantoro & Listyani, 2018). In 2018, there were 1800s hospitals or equivalent of 63% of hospitals
in Indonesia are private hospitals; only a few are public or government-owned (Buol, 2019).

Nowadays, private hospitals are trying to figure out ways to stay competitive by improving patients' revisit
intention through a brand image, trust, and word of mouth. Brand image is defined as a reflection of customer
perceptions about the brand association (Wu C.-c., 2011; Keller, 1993).. In comparison, trust means the belief
of the patient to healthcare providers and their personnel that they will provide the best for their patients and
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provide the most suitable treatment (Platonova, Kennedy, & Shewchuk, 2008). Moreover, word of mouth can be
defined as post-purchase behaviour, where consumers will spread information and messages to others
(Silverman, 2001).

Brand image may significantly affect the revisit intention through perceived service quality. Brand image is
commonly used as a reflection of the quality of product or service. The better the brand image of the hospital,
the better the public perception of hospital services, and this triggers hospitals to improve quality of their
services, and by providing superior quality service would lead to revisiting intention (behavioural intention)
(Huei, Mee, & Chiek, 2015). According to Faaghna, Lita, & Semiarty (2019), the better the brand image, the more
it will increase the patient's desire to return to use the services of the hospital.

According to Ruswanti, Eff, & Kusumawati (2020) in a study stated that if a sick patient starts to trust the
hospital, it will affect patient's satisfaction, which in turn will increase the intention to revisit. This means that
trust plays an essential role in the running of the healthcare industry, especially in the hospital sector. Most
people believe in private health service providers because providers are considered to be more comfortable,
safe, more sympathetic, and more accessible in financial matters, and this kind of trust can lead to patient
satisfaction (Ozawa & Walker, 2011). Moreover, when the patients have put their trust in the service provider
for service, integrity, and also the patient has put hope, it will increase patient loyalty to the hospital (Djohan,
2015). Patient loyalty is critical in running a hospital because patients are a major factor in the operation of a
hospital.

There is still a lack of study that researched word of mouth, especially word-of-mouth communication. Word of
mouth can also be related to brand image; WOM can instil a better overall impression and understanding
regarding hospital brands (Huei C. T,, Mee, Chiek, & Meng, 2016). However, several studies, such as the one
conducted by Ruswanti, Eff, & Kusumawati (2020) found that word of mouth has an indirect dominant effect
on revisit intention through satisfaction. Word of mouth itself can affect satisfaction by feeling satisfied with
the services provided and spreading positive information to potential patients. Furthermore, because of the
increasingly competitive market, healthcare providers are looking for opportunities to achieve competitive
advantages, and word of mouth seems to provide an excellent opportunity for that because word of mouth has
a significant influence on consumer attitude and behavioural intention = (Mazzarol, Sweeney, & Soutar, 2007).

A good brand image, and right attitude of trust and spread of word of mouth will be essential for the service
industry because this can be a measurement of service quality and satisfaction Ruswanti, Eff, & Kusumawati,
2020; Huei C. T, Mee, Chiek, & Meng, 2016). Furthermore, perceived service quality and satisfaction can lead to
increased patient revisit intention (Sibarani & Riani, 2017). Therefore, to better understand the problem, this
study examines and confirms the relationship between brand image, trust, word of mouth (Ruswanti, Eff, &
Kusumawati, 2020; Wu C.-c. , 2011); perceived service quality, and satisfaction (Shahijan, Rezaei, Preece, &
Ismail, 2015); revisit intention (Amin & Nasharuddin, 2013). The retail sector, especially in the health industry,
continues to grow from year to year. This study devotes to the body of knowledge of the six constructs
mentioned earlier, which resulted in a more comprehensive framework to predict customers' revisit intention
of private hospitals.

2. Literature Review
2.1 Brand Image

Brand image is a perception that reflects the overall impression of the customer that is kept well by the
customer (Wu C.-c., 2011). According to Keller (1993), brand image is a perception stored in the customer's
memory, which is a reflection of the brand association. Brand image has an important role in a business strategy
because brand image reflects the tangible and intangible aspects of a company, such as a healthcare company
(Huei C. T, Mee, Chiek, & Meng, 2016). Based on previous research conducted in 2013, brand image can be
measured by consumer's awareness, association, attachment, activity, and a hospital's attitude (Sukendro,
Page | 106

http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

2012). According to the research conducted to examine the impacts of word-of-mouth and social media on
hospital brand image, brand image is measured by the hospital's medical service and facilities, reputation and
good image, service experience (Huei C. T, Mee, Chiek, & Meng, 2016).

According to Wu (2011), brand image is used by consumers as a reference for the quality of any service or
product, the stronger the brand image, consumers felt the more perceived quality. The research conducted by
Huei, Mee, Chiek (2015) found that brand image has a positive relationship with perceived service quality.
Moreover, it is also revealed from Dewanto & Rochman (2014) that perceived service quality is significantly
affected by brand image. This research is mainly focusing on the relationship between corporate brand image
and perceived service quality, which is healthcare.

In the study to examine the relationships of brands with their customers of the branded hospital, Solayappan &
Jayakrishnan (2010) found that brand image significantly influences patient satisfaction. This statement is also
supported by another research conducted in 2017, which shows that brand image does have a positive effect
on patient satisfaction (Puspitasari & Suhermin, 2017). It means the relationship between these two variables
is very strong because they are important factors in creating patient loyalty to repurchase or revisit in the future
(Juhana, Manik, Febrinella, & Sidharta, 2015). Based on the relationship between variables, this research posits
the following hypothesis:

H1: Brand Image influences Perceived Service Quality
H2: Brand Image influences Satisfaction
2.2 Trust

Trust is defined as the idealistic acknowledgement of a circumstance where the truster believes that the trustee
will think about the truster's advantages and interests (Hall, Dugan, Zheng, & Mishra, 2001). Trust also
defined as the customer expect where they trust the provider, that they will fulfil its promises to their customer
(Sirdeshmukh, Singh, & Sabol, 2002). Trust has an important role in healthcare because health providers know
more about medical matters and stuff, while patients know more about their preferences and financial
resources (Ozawa & Walker, 2011). Based on previous research conducted in 2007, trust can be measured by
a firm's attitude (Tenner, 2007). According to the research conducted to illustrate the importance of trust as a
unique concept that can affect people's choice of health care providers shows that trust can be measured by
hospital's employee interaction, relationship, and hospital's quality of care and service to the patient (Ozawa
& Walker, 2011).

In the study of trust and satisfaction, Platonova, Kennedy, & Shewchuk (2008) found that patient trust has a
significant impact on patient satisfaction. This was also revealed by research conducted in 2010 that trust
positively influences patient satisfaction ( (Shabbir, Kaufmann, & Shehzad, 2010). According to Ruswanti, Eff, &
Kusumawati (2020), trust and satisfaction have a close relationship because the patient has confidence with
the service provider, and they are satisfied with the service, then they will come back. Thus, based on the
relationship stated above, this research posits the following hypothesis:

H3: Trust influences Satisfaction
2.3 Word of Mouth

Word of mouth is defined as the exchange of information, communication, or dialogue between two individuals
(Ruswanti, Eff, & Kusumawati, 2020). In this research, word of mouth relates to a person's communication with
those closest to him or her about medical services provided by a service provider (Huei C. T, Mee, Chiek, &
Meng, 2016). Word of mouth has an important role in the business; it can give a better understanding to the
consumers about the brand and have a positive impact on brand image and impression. Consumers rely on
word of mouth to reduce their level of risk and hesitation to make purchases (Murray, 1991; Jalilvand &
Samiei, 2012). Based on previous research conducted in 2016, word of mouth can be measured through the
attitude of the customers who are influenced by those closest to them (Huei C. T, Mee, Chiek, & Meng, 2016).
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Whereas, another researcher measured word of mouth through the attitude of customers who want to spread
or recommend a place to others according to their experience (Filieri, Alguezaui, & McLeay, 2015).

Based on research conducted by Gounaris, Stathakopoulos, & Athanassopoulos (2003) found that word of
mouth has a little influence on perceived service quality. Only a few studies have examined the relationship
between these two variables. Then, according to Boulding, Kalra, Staelin, & Zeithaml (1993). service quality has
a positive relationship with talking about positive things about the company and its services to other people.
The research conducted in 2016 shows that word of mouth has a positive effect on satisfaction (Shi, Tang, Zhang,
Gao, & Zhu, 2016This statement is also supported by the research conducted by Shabbir, Kaufmann, & Shehzad
(2010), they found that word of mouth positively influences patient satisfaction. In contrast, the research
conducted in 2013 reveals that word of mouth does not have a significantimpact on patient satisfaction (Naik,
Anand, & Bashir, 2013).. Furthermore, this research is focusing on word of mouth communication, which
includes consumers' attitudes after they get recommendations and is influenced by those closest to them. Thus,
based on previous research, this research posits the following hypothesis:

H4: Word of Mouth influences Perceived Service Quality
H5: Word of Mouth influences Satisfaction
2.4 Perceived Service Quality

Perceived service quality is an attitude assessment of service, and it is related to individual subjective because
it is relative (Alrubaiee & Alkaa'ida, 2011). Service quality is also defined as a situation when excellent service
is provided by service providers and fulfil customer satisfaction ( (Kusumawardani, Elsya, & Kumar, 2017). In
healthcare, many researchers try to develop service quality and find various dimensions to measure the
relationship between service quality and its impact Shabbir, Malik, & Malik, 2016). The present study found
perceived healthcare service quality (HCSQ) dimensions, which are physicians' care, nurses' care, supportive
staff, operational activities, and physical maintenance, suggested by (Chahal & Mehta, 2013). Based on research
conducted in 2016, service quality can be measured through a brand image (Wu C.-c., 2011). On the other hand,
research conducted to examine the relationships between brand image, perceived service quality, patient
satisfaction, and behavioural intention shows that perceived service quality can be measured through tangible,
reliability, responsiveness, assurance, and empathy aspects (Huei C. T., Mee, Chiek, & Meng, 2016).

According to Kumar & Zikri (2018) service quality is considered as the standard measurement for satisfaction
in the service industries. In their study about patient satisfaction and patient loyalty, Juhana, Manik, Febrinella,
& Sidharta (2015) found that there is a relationship between service quality and satisfaction. According to
Neupane & Devkota (2017), the main purpose of the firm to provide good service is to satisfy customers, and
by measuring the quality of service, the firm can see whether the service that has been provided is good or bad
based on customer satisfaction. It is also revealed in the research conducted in 2018 that perceived service
quality does have a positive effect on satisfaction (Dewanto & Rochman, 2014).

Furthermore, According to Huei C. T, Mee, Chiek, & Meng (2016), health service providers are obliged to
improve the quality of their services because the better the quality of the service will have a significant effect
on customer loyalty. This statement, also supported by research conducted by Shahijan, Rezaei, Preece, & Ismail
(2015), shows that service quality positively influences revisit intention in the context of healthcare. In another
research also found that service quality significantly gives an impact to revisit intention (Wu C.-c., 2011).
Thus, this research posits the following hypothesis:

He6: Perceived Service Quality influences Satisfaction
H7: Perceived Service Quality influences Revisit Intention
2.5 Patient Satisfaction

Customer/patient satisfaction is a condition that involves positive or negative feelings about the services they
obtain (Neupane & Devkota, 2017). According to Chen & Tsai (2007), satisfaction is the overall level of
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satisfaction felt by consumers, which results from the ability of the service experience to meet their wants,
hopes, and needs. On the other hand, Customer satisfaction is often seen as representing the brand image,
position, and reputation of the company or organization in order to compete with each other (Zarani, Tarigan,
& Santoso, 2019). In the healthcare sector, patient satisfaction is defined as a measurement of how well medical
service providers serve and meet patient needs (Wu C.-c., 2011). Moreover, patient satisfaction is considered
vital because it is a sign of achievement and the key to the success of the business, which can shape the intention
of consumers in the future to repurchase or revisit (Pollack, 2008; Neupane & Devkota, 2017; Fuchs &
Weiermair, 2004). Based on research conducted in 2010, there are several factors to measure patient
satisfaction, which are service quality, word of mouth, and trust (Shabbir, Kaufmann, & Shehzad, 2010).
According to research that conducted to examine the influence of hospital service and image quality on patients'
satisfaction and patients' loyalty towards the service provider (hospital) shows that patient satisfaction can be
measured through hospital image and service quality (Asnawi, Awang, Afthanorhan, Mohamad, & Karim, 2019).

Based on research conducted in 2018 found that there is a relationship between satisfaction and patient loyalty
(Meesala & Paul, 2018). It means the more satisfied patients are with the hospital, the more they will have the
desire to return, and that will create customer loyalty that will benefit the hospital because they may share their
experiences with others. The positive influence of patient satisfaction on behavioural intention also revealed
from the research conducted by Amin & Nasharuddin (2013). Based on the relationship between the two
variables, this research posits the following hypothesis:

H8: Satisfaction influences Revisit Intention
2.6 Hospital Revisit Intention

Behaviour intention is defined as visitors' judgments about the possibility of revisiting the same place or the
intention to recommend the place to others. In the healthcare sector, patients' behavioural intentions can be
divided into two intentions, which are the intention to revisit and recommend. The intention to revisit for
further treatment and the intention to recommend the hospital to friends, family, and others (Jeong, Yu, & Kim,
2020; Rahman, Mannan, Hossain, & Zaman, 2018). Furthermore, Behavioral intention becomes an important
goal because it is the key to the success of the company's sustainability (Wu, Li, & Li, 2016). revisit intention
can be measured through several variables, which are destination image, hospital service quality, and patient
satisfaction (Shahijan, Rezaei, Preece, & Ismail, 2015). According to research conducted to examine patient's
behavioural intention in a comparative analysis between public and private hospitals in the context of a
developing country shows that revisit intention/behavioural intention can be measured through perceived
service quality, corporate image, emotional satisfaction, and experience economy (Rahman, Mannan, Hossain,
& Zaman, 2018).

3. Research Methods
3.1 Research Design

This research is using quantitative because this research examines the relationship between one variable with
another, which would be more effective if using a quantitative research method. This research aims to examine
the drivers of loyalty in private hospitals in Greater Jakarta and to achieve the study objectives, and a theoretical
framework is needed. A theoretical framework is a framework based on an existing theory in a field of inquiry
that reflects the hypothesis of a study (Adom, Hussein, & Joe, 2018). Without a theoretical framework, the
structure and vision for a study is unclear, a research plan that contains a theoretical framework built the study
to be strong and structured with an organized flow from one chapter to the next (Grant & Osanloo, 2014).

This research is conducted from May until August 2020 in the Greater Jakarta area. The researcher begins the
research by observing the phenomena in society to find out the problem that needs to be addressed and then
studying the literature to find a gap in the research. Next, the researcher creates a research design by deciding
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the research type, sampling design, and operational definitions derived from previous researches. Afterwards,
the researcher gathers the primary data from the respondents and analyzes it. Once it has been done, the
researcher presents the data analysis and explains it through secondary data, and then creates the conclusion
and implication of the research.

Brand Image H1
Perceived H7
Service Quality
a Revisit
Trust 3 H6 Intention
H4 Satisfaction H3
Word of Mouth HS

Figure 1. Research Framework

3.2 Sampling

In this research, the population is people who have been a patient in a private hospital in Greater Jakarta at
least once in the past two years. Both genders of males and females are selected, with an age restriction, and
only for people who live in the Greater Jakarta area. According to Hoyle (1995), a good minimum sample size
when using SmartPLS is around 100-200 sample sizes, while this study has 259 sample sizes, which exceed the
minimum criteria. This research is using non-probability sampling with a purposive method because the
researcher wants to collect data from people that have particular criteria that are relevant to the research
(Etikan, 2016).

In this research, most of the respondents were female with a number of 184 (71%) and 75 (29%) male
respondents. As for the age, most respondents who filled in were around 19-30 years old, with a total of 179
(69.1%), aged 31-50 years, namely 47 respondents(18.1%), aged 15- 18 years with 23 respondents (8.9%), and
ten respondents (3.9%) aged 51-64 years. Most of the respondents who answered were students with 157
people (60.6%), 69 (26.6%) respondents who were permanent employees, 15 entrepreneurs (5.8%), ten non-
permanent employees (3.9%), and eight housewives (3.1%). The majority of respondents have used the
hospital service twice in two years, with 51% of respondents. Meanwhile, 35.1% of respondents used the
hospital service several times a year, followed by 7.7% of respondents who used the hospital service several
times in the past six months. Finally, 6.2% of respondents used hospital services once in the last six months.

3.3 Research Instrument

The researcher used close-ended questions on an online questionnaire among the corresponding potential
respondents as the instrument in this study. A questionnaire is suggested to provide data that have quantifiable
answers and more accessible for the researcher to analyze the data. Google Form is used to build the survey,
and a 7-points Likert scale is chosen as the measurement with 1 being "strongly disagree", and 7 beings
"strongly agree” (Boshoff & Gray, 2004). There are 44 questions, which one variable comprises 5-8 questions.
Operation Definition of Variables are derived from Sukendro (2012) for brand image variable; Cham, Lim, Aik,
& Tay (2016) for brand image, word of mouth, perceived service quality, satisfaction, and revisit intention
variables; Tenner (2007) and Ozawa & Walker (2011) for trust variable; Maxham (2001) for satisfaction
variable; Wu, Li, & Li (2018) for revisit intention variable.

Page | 110
http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

3.4 Data Analysis

SmartPLS is currently developing as an alternative to statistical modelling techniques. Within the SmartPLS,
there are methodological features that can be used for the more popular covariance-based SEM approach
(Hair, Hul, Ringle, & Sarstedt, 2014). To test the validity and reliability, data collected from respondents are
exported to Excel, which is then analyzed by statistical software to measure or analyze whether the
questionnaire can be used to measure concepts for further research.

For analysis, PLS-SEM uses the terms "outer model" and "inner model". The outer model examines how each
indicator relates to its latent variable. Meanwhile, the inner model examines the relationship between latent
constructs (Wong, 2013). The outer model is used to test the validity and reliability of the items measuring all
the constructs in this study. For this study, there are some criteria to measure validity and reliability and
discriminant validity. The criteria to be considered as valid based on the Average Variance Extracted (AVE) value
should be higher than 0.50. Furthermore, to test the reliability, the Composite Reliability (CR) value must be
greater than 0.70, but 0.60-0.70 still can be acceptable. Composite Reliability is used as an alternative to
Cronbach's Alpha. And to test discriminant validity, this study used the Heterotrait-monotrait (HTMT) criterion,
and the HTMT value must be lower than 0.90. HTMT is also used as an alternative to the Fornell & Larcker
criterion (Hair, Ringle, & Sarstedt, 2011; Peterson & Kim, 2013; Ab Hamid, Sami, & Mohmad Sidek, 2017).

To analyze the data and test the significance of the hypothesis, Structural Equation Modeling (SEM) is applied
in this study. SEM is used to test the proposed relationships among the variables (Doosti, Jalilvand, Asadi,
Pool, & Ad], 2016). In PLS-SEM, if we want to test the hypothesis, we must use bootstrapping with a minimum
sample of 5000. After we run the bootstrapping, path coefficients will appear, where the criteria for determining
whether the proposed hypothesis is significant or not is seen from the T-statistic value, the value must be
greater than 1.96, and the P-value must be less than 0.05 (Natalia, Hoyyi, & Santoso, 2017; Wong, 2013).

4. Finding
4.1 Validity and Reliability

The first test conducted was Convergent Validity. This is an assessment to measure the correlation of several of
the same indicators. This is measured by SmartPLS, which has criteria where the Average Variance Extracted
(AVE) value must be greater than 0.5 (Wong, 2013). After being tested, in table 2 shows that the AVE values of
this research model have fulfilled the criteria, whereas 0.596 for Brand Image, 0.673 for Trust, 0.753 for Word
of Mouth, 0.607 for Perceived Service Quality, 0.779 for Satisfaction, and 0.721 for Revisit Intention.

Reliability tests typically use Cronbach's alpha criteria, where the value must be greater than 0.7. However,
currently, Cronbach's alpha is considered as a lower bound on true reliability. Therefore, researchers are now
switching to using composite reliability (CR) as the criterion for testing internal consistency. With the condition
that the CR value must be greater than 0.7, CR can be used as an alternative if the CR value is greater than the
Cronbach's Alpha value. In this study, the reliability test showed that the Cronbach's Alpha and CR values were
greater than 0.7, and the CR values also exceeded the Cronbach's Alpha values, which are both of criteria still
canbe used (Peterson & Kim, 2013). Table 4.1 shows the Construct Reliability (CR) results of Brand Image
(0.881), Trust (0.943), Word of Mouth (0.938), Perceived Service Quality (0.939), Satisfaction (0.946), and
Revisit intention (0.928). Furthermore, the results of 'Cronbach's alpha values are also seen as Brand Image
(0.831), Trust (0.930), Word of Mouth (0.918), Perceived Service Quality (0.928), Satisfaction (0.929), and
Revisit intention (0.903).
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Table I. Validity and Reliability Testing

Cronbach's Alpha |rho_A Composite Reliability  |Average Variance
Extracted (AVE)
Brand Image 0,831 0,841 0,881 0,596

Perceived Service Quality 0,928 0,929 0,939 0,607
Revisit Intention 0,903 0,905 0,928 0,721
Satisfaction 0,929 0,930 0,946 0,779
Trust 0,930 0,932 0,943 0,673
Word of Mouth 0,918 0,940 0,938 0,753

4.1.1 Discriminant Validity

Discriminant validity refers to a measure of the extent to which constructs differ from one another empirically.
The discriminant validity test can be measured through the cross-loading indicator, Fornell & Larcker, and
Heterotrait-monotrait (HTMT) criterion (Ab Hamid, Sami, & Mohmad Sidek, 2017). Recent research has
found that the Fornell & Larcker criterion is not very effective under certain circumstances. Therefore, HTMT
is proposed as an alternative to this critical problem. If using the HTMT criterion would involve comparing it to
a predetermined threshold. The specified threshold is 0.90, and it means that if the HTMT value is above the
threshold value, it means that there is a lack of discriminant validity. This study is using the criteria from HTMT,
as these criteria have also been recommended by several researchers (Henseler, Ringle, & Sarstedt, 2014).
Table 4.2 shows the result of discriminant validity, the construct of Brand Image - Perceived Service Quality
(0.912), Brand Image - Word of Mouth (0.540), Perceived Service Quality - Satisfaction (0.955), Perceived
Service Quality - Trust ( 0.916), Perceived Service Quality- Word of Mouth (0.601), Revisit Intention -
Satisfaction (0.929), Revisit Intention - Word of Mouth (0.645), Satisfaction - Trust (0.935), Satisfaction - Word
of Mouth (0.560), and Trust - Word of Mouth (0.571).
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Table II. Discriminant Validity

Brand Perceived Revisit Satisfaction |Trust Word of
Image Service Quality |Intention Mouth

Brand Image

Perceived Service 0,912

Quality

Revisit Intention 0,878 0,899

Satisfaction 0,870 0,955 0,929

Trust 0,897 0,916 0,854 0,935

Word of Mouth 0,540 0,601 0,645 0,560 0,571 0,000

4.2 Inferential Analysis

The inferential analysis is conducted through SmartPLS-SEM. Figure 4.47 shows the model in PLS testing, which
involves exogenous variables like BI, TR, WOM, and endogenous variables such as PSQ, ST, VI, and RI.

In PLS-SEM, there is no Goodness of Fit (GoF); this is what distinguishes PLS-SEM from CB-SEM. This is because
the fit statistic for CB-SEM is derived from the difference between the empirical and implied covariance matrix
of the model (theoretical), whereas PLS-SEM focuses on the difference between the observed (in the case of the
manifest variable) or the estimated (in the case of the latent variable) variable values, dependent and the value
predicted by the model concerned (Hair, Sarstedt, Ringle, & Mena, 2012).

Even though it doesn't have GoF, PLS-SEM also has many advantages that make it still recommended for use as
an alternative to CB-SEM. Namely, the sample size is small, non-normal data, the application has little theory,
predictive accuracy is paramount, and formatively measured constructs (Hair, Sarstedt, Hopkins, &
Kuppelwieser, 2014; Wong, 2013).

4.2.1 R Squared

R squared is the model prediction of the accuracy of the combined effect of exogenous variables on endogenous
variables (Hair, Sarstedt, Hopkins, & Kuppelwieser, 2014). The value of R square range from 0 - 1, where the
greater the value, the more accurate the prediction is. R square values of 0.75, 0.50, 0.25 can be grouped into
strong, medium, and weak effects on variables ( (Hair, Ringle, & Sarstedt, 2011). In table 3, the R squared result
shows that the values range from 0.69 - 0.83, which means that exogenous variables have a moderate to strong
effect on endogenous variables.

Table III. R Square

R Square | R Square Adjusted

Perceived Service Quality 0,699 0,697
Revisit Intention 0,747 0,745
Satisfaction 0,835 0,833
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4.2.2 Hypothesis Testing

In this hypothesis testing, all variables will be tested to determine whether the relationship between variables
is significant or not, in SmartPLS to see the significant results of this hypothesis testing; bootstrapping must be
used (Hair, Ringle, & Sarstedt, 2013) (see table 4). According to Wong  (2013), this test is done on two sides
with a significant level of 5% or 0.05, and the path coefficient will be significant if the T-statistic value is greater
than 1.96. Six out of eight hypotheses were accepted, with P-value lower than 0.05 and T-statistic > 1.96, namely:
Brand Image to Perceived Service Quality (0.000, 18.395); Perceived Service Quality to Revisit intention
(0.000,4.228); Perceived Service Quality to Satisfaction (0.000, 8.727), Satisfaction to Revisit Intention (0.000,
6.624); Trust to Satisfaction (0.000, 6.200); On the other hand, there are two hypotheses rejected due the P-
value is greater than 0.05 and the T-statistic lower than 1.96, namely Word of Mouth to Satisfaction (0.882,
0.149), and Brand Image to Satisfaction (0.557, 0.588).

In PLS, to see significant results the hypothesis must use bootstrap with a minimum sample of 5000, it is taken
from the Original Sample which will ultimately provide an estimated T-value for testing the significance of the
structural pathways (Wong, 2013). Table 4 shows the results of the path coefficients. It appears that there are
two hypotheses which are not significant when seen from the value of the Original Sample that is small because
only 0.032 or 3.2% and 0.005 or 0.5%, which ultimately affects the t-statistic value, which is lower than 1.96
(not significant). Meanwhile, for other variables, the original sample value is relatively high that the t-statistic
value is also high above 1.96 (significant).

Table IV. Hypothesis Testing

Original Sample Standard T Statistics P Values
Sample (O) | Mean (M) | Deviation (|O/STDEV))
(STDEV)
Brand Image -> Perceived | 0,701 0,701 0,038 18,395 0,000
Service Quality
Brand Image -> 0,032 0,028 0,054 0,588 0,557
Satisfaction
Perceived Service Quality | 0,329 0,335 0,078 4,228 0,000
-> Revisit Intention
Perceived Service Quality | 0,523 0,524 0,060 8,727 0,000
-> Satisfaction
Satisfaction -> Revisit 0,558 0,554 0,084 6,624 0,000
Intention
Trust -> Satisfaction 0,395 0,397 0,064 6,200 0,000
Word of Mouth -> 0,227 0,232 0,047 4,829 0,000
Perceived Service Quality
Word of Mouth -> 0,005 0,006 0,032 0,149 0,882
Satisfaction
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4.3 Discussion

This study seeks to enrich the literature on how Brand Image can influence Perceived Service Quality. This study
found that Brand Image has a significant impact on Perceived Service Quality, this finding is also supported by
the research conducted by Wu (2011), it shows that hospital's brand Image can make perceived service quality
increase by its patient. According to Huei, Mee, & Chiek (2011), this might be due to the fact that the brand
image is significant for the hospital, this can affect the perceived service quality, because the better the brand
image, the more the hospital has the desire to provide better service to patients to maintain the brand image.
Moreover, sometimes, patients already have high expectations for hospital services if they come to a hospital
that has a good brand image. They also argue that a good brand image can be formed by improving its services
and perfecting current marketing strategies. Furthermore, the hospital must also play an active role in
community relations, active in social media, and advertising.

The finding that brand image affects satisfaction has the contrary results as previous studies conducted by
Sibarani & Riani (2017). This study found that there is no significant relationship between brand image and
satisfaction, which is quite surprising. On the other hand, Wu (2011) on his research, also has found that there
is no significant effect. This might be due to the lack of promotion or advertisement or further introduction to
hospitals, many patients who do not know about the hospital will think that the hospital is not as good as they
think, so that this perception develops and makes patients not interested in the hospital (Ago, Suharno,
Mintarti, & Hariyadi, 2015). However, afew patients also use the brand image as their comparison to choosing
a hospital for their satisfaction, because from the indirect effect it shows that the relationship between brand
image and satisfaction is positively significant.

There is a positive relationship between trust and satisfaction; this is also supported by the research conducted
by Shabbir, Kaufmann, & Shehzad (2010). In the healthcare sector, patients may be able to trust hospitals/health
service providers because of the creation of personal relationships and their interactions with doctors, nurses,
cleaners that make them feel safe and comfortable, and because patients put their whole trust in the healthcare
provider system (Bloom, Standing, & Lloyd, 2008). This positive relationship between trust and satisfaction
might be created because patients who have put their trust in the hospital or people in it, such as doctors, will
think that the doctor will do the best for them, which is a fundamental element of expected in the relationship,
and when the patient begins to trust with the hospital, it also means the hospital has provided a good service
and image, which has impressed customers, and it will have an impact on increasing customer satisfaction
(Platonova, Kennedy, & Shewchuk, 2008).

Word of Mouth shows significant influences on Perceived Service Quality. This finding can still be considered
new because only a few previous studies have the same hypothesis as this study. (Gounaris, Stathakopoulos,
& Athanassopoulos, 2003) in their research on the banking industry also found that Word of Mouth significantly
influences Perceived Service Quality.

The hypothesis that word of mouth affects satisfaction is contrary to the previous study done by Ruswanti, Eff,
& Kusumawati (2020). Naik, Anand, & Bashir (2013) stated that customers find discipline, high service quality,
and trust are highly important to them, whereas word-of-mouth is of little importance. Whereas, Setiawan,
Troena, Armanu, & Noermijati (2014) argues that positive word of mouth will be significant if the customer has
never visited a hospital or destination. Thus, it was found that word of mouth does not significantly influence
satisfaction.

The finding of this relationship between perceived service quality and satisfaction is significant. This also
supported by the research conducted by Juhana, Manik, Febrinella, & Sidharta (2015) they argue that service
quality and satisfaction are closely related because customer satisfaction with a service is measured before the
customer feels the service, customers have their own perceptions before they use the service, which if the
reality they get exceeds their perception or expectations, that is where satisfaction arises. Sibarani & Riani
(2017) explains more briefly about the relationship between these two variables. This might happen because

Page | 115
http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

if the patient gets fast, responsive and precise service and the quality of hospital facilities, the quality of doctors,
nurses and people who work at the hospital can be considered acceptable then automatically it will increase
patient satisfaction with the hospital.

This study found the positive influence of perceived service quality to revisit intention, which relationship has
also been affirmed by Cham, Lim, Aik, & Tay (2016). According to Sibarani & Riani (2017) this might be due
to the fact that the patient will come back if he feels the service provided by the hospital is very good. They have
also supported that Service quality will encourage a customer to do a repurchase, purchase more, or purchase
other services. Moreover, in the service industry, the customer must feel/experience the service first so that
they can judge, whether or not they will come back or use the service again. Thus, service quality is a crucial
factor to influence the revisit intention, especially in the hospital industry. Hence, it can be said that perceived
service quality is one of the most crucial factors that influences revisit intention (Shahijan, Rezaei, Preece, &
Ismail, 2015).

Satisfaction has also positively influenced revisit intention = (Meesala & Paul, 2018). This is due to the fact that
most of the patients will return to the hospital again because they are satisfied with the services provided,
doctors, staff, nurses (Sadeh, 2017).Hospitals also assess the level of satisfaction of their patients through
suggestion boxes, surveys, and feedback programs, which will be evaluated by management to make
improvements if there are still patients who are not satisfied with the services provided. Because satisfaction
is the primary key of customer loyalty and the point of determining whether the patient will return for medical
services or not, therefore customer satisfaction must be maintained appropriately = (Huei, Mee, & Chiek, 2015).

5. Conclusion
5.1 Implications for policy and practice

From the analysis, the outcome of the research shows that 2 out of 8 hypotheses are rejected. Therefore there
are a total of six hypotheses similar to prior researches. This study found that Revisit Intention is influenced by
Perceived Service Quality and Satisfaction, with satisfaction as the highest factor. At the same time, satisfaction
is affected by several factors; Trust and Perceived Service Quality. On the other hand, Perceived Service Quality
is only affected by Word of Mouth. These findings are indicating that satisfaction is the primary factor that
influences Revisit Intention. This might refer to nowadays in the pandemic situation. Private hospitals are
competing to provide the best service in dealing with patient diseases, including the most deadly is CoronaVirus
disease. If the services provided by the hospital are excellent and responsive, the patient at the hospital will be
more satisfied. According to Sihaloho (2020), after conducting the survey, as many as 89.2% of informants were
satisfied with the performance of hospital medical personnel in treating and treating patients infected with
Covid-19. Therefore, from the satisfaction felt by patients with the services provided, the performance of
medical personnel will trigger the patient's desire to use the same hospital services (Sadeh, 2017).

From a theoretical perspective, interesting results were discovered. Findings of the study affirm that Brand
Image and Word of Mouth does not influence satisfaction. According to Ago, Suharno, Mintarti, & Hariyadi
(2015), this might refer to a lack of promotion and advertisement. Because of the economic crisis during the
pandemic, which made hospitals tend to relocate their money to provide more optimal services, rather than
having to do advertising and promotions that made people have low perceptions or expectations of the hospital.
Additionally, Word of Mouth might not influence Satisfaction because Word of Mouth is less critical for
disciplined patients and more concerned with the quality of service and their trust in the hospital (Naik,
Anand, & Bashir, 2013).

Hospitals' management must understand several practical implications in this study. As in this study, it was
found that satisfaction has a big influence on revisit intention, and is followed by Perceived Service Quality, so
hospital's management must pay more attention to these two things. Management should provide premier
service to patients, improve the performance of medical personnel, and provide better facilities to improve
customer satisfaction. Furthermore, management must also properly maintain customer satisfaction which is
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closely related to revisiting intention by creating a feedback or survey program. In addition, hospital
management can also initiate promotions or advertise and be active on social media to increase brand image
and brand awareness that affects public perceptions of the hospital.

5.2 Research Limitations

As in any study, this research also has several limitations that can warrant future research investigations.
Moreover, there are opportunities within this research to extend the investigation in order to add more
significant support and depth to these findings. Since this research only takes respondents from the Greater
Jakarta area and focuses only on private hospitals, the future researcher should expand the research area and
research objective. Researchers can expand the research area to the island of Java or all regions in Indonesia in
order to access the generality of the findings. Future research could also research different categories of health
care providers, such as public hospitals, integrated healthcare centres (Posyandu), or medical clinics. However,
despite its limitations, it contributes to a more systematic understanding of driving factors of revisit intention
in the context of a private hospital. In this regard, it is hoped that this research will provide a better foundation
for further research on related topics. As this study only focuses on the variable brand image, trust, word of
mouth, perceived service quality, and satisfaction as the driving factors for patient revisit intention. Perhaps,
the future researcher could add two other variables such as price, because private hospitals' price is quite
sensitive for patients because it is indeed more expensive (Arianto, 2017; Yolanda & Sumedi, 2018) and
perceived value can be considered as one of driving factors of revisit intention (Chen & Chen, 2010; Zainal,
2012-2013; Chen, 2008).

References

Ab Hamid, M. R,, Sami, W.,, & Mohmad Sidek, M. H. (2017). Discriminant Validity Assessment: Use of Fornell &
Larcker criterion versus HTMT Criterion. Journal of Physics: Conference Series, 890(1), 1-5.
DO0I1:10.1088/1742-6596/890/1/012163

Adom, D., Hussein, E. K,, & Joe, A. A. (2018). THEORETICAL AND CONCEPTUAL FRAMEWORK : MANDATORY
INGREDIENTS THEORETICAL AND CONCEPTUAL FRAMEWORK : MANDATORY INGREDIENTS.
International ~ Journal of  Scientific Research, 7(1), 93-98. Retrieved from
https://www.researchgate.net/publication/322204158%0ATHEORETICAL

Ago, G., Suharno, Mintarti, S., & Hariyadi, S. (2015). Effect Of Product Quality Perception , Trust , And Brand
Image On Generic Drug Buying Decision And Consumer Satisfaction Of Hospital Patientsi In East
Kalimantan. European Journal of Business and Management, 7(14), 50-69.

Amin, M., & Nasharuddin, S. Z. (2013). Hospital service quality and its effects on patient satisfaction and
behavioural intention. Clinical Governance, 18(3), 238-254. D0I:10.1108/CGIJ-05-2012-0016

Arianto, N. (2017). PENGARUH KUALITAS PELAYANAN, HARGA DAN KEPUASAN TERHADAP LOYALITAS PASIEN
(Studi Kasus Pada Pasien Rawat Jalan Rumah Sakit Premier Bintaro). Jurnal Organisasi dan Manajemen,
13(1),1-9.d0i:10.33830/jom.v13i1.13.2017

Bloom, G., Standing, H., & Lloyd, R. (2008). Markets, information asymmetry and health care: Towards new
social contracts. Social Science and Medicine, 66(10), 2076-2087.
DOI1:10.1016/j.socscimed.2008.01.034

Boshoff, C., & Gray, B. (2004). The relationships between service quality, customer satisfaction and buying
intentions in the private hospital industry. South African Journal of Business Management, 35(4), 27-38.

Page | 117
http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

DO0I:10.4102/sajbm.v35i4.666

Boulding, W, Kalra, A,, Staelin, R.,, & Zeithaml, V. A. (1993). A Dynamic Process Model of Service Quality: From
Expectations to Behavioral Intentions. jJournal of Marketing Research, 30(1), 7-27.
DO0I:10.2307/3172510

Buol, R. A. (2019, October 12). Ada 2813 rumah sakit di Indonesia, 63% milik swasta. Retrieved September 01,
2020, from Zonautara: https://zonautara.com/2019/10/12/ada-2813-rumah-sakit-di-indonesia-63-
milik-swasta/

Business Wire. (2019, June 25). The $11.9 Trillion Global Healthcare Market: Key Opportunities & Strategies
(2014-2022) - ResearchAndMarkets.com. Retrieved 2 September, 2020, from Businesswire.com:
https://www.businesswire.com/news/home/20190625005862/en/11.9-Trillion-Global-Healthcare-
Market-Key-Opportunities

Cham, T. H, Lim, Y. M,, Aik, N. C., & Tay, A. G. (2016). Antecedents of hospital brand image and the relationships
with medical tourist' behavioral intention. International Journal of Pharmaceutical and Healthcare
Marketing, 10(4), 412-431. DOI1:10.1108/IJPHM-02-2016-0012

Chen, C. F. (2008). Investigating structural relationships between service quality, perceived value, satisfaction,
and behavioral intentions for air passengers: Evidence from Taiwan. Transportation Research Part A:
Policy and Practice, 42(4), 709-717.D01:10.1016/j.tra.2008.01.007

Chen, C. F, & Chen, E S. (2010). Experience quality, perceived value, satisfaction and behavioral intentions for
heritage tourists. Tourism Management, 31(1), 29-35. D0I:10.1016/j.tourman.2009.02.008

Dewanto, A., & Rochman, F. (2014). Pengaruh Brand Image terhadap Perceived Service Quality, Kepuasan, dan
Loyalitas. Jurnal Aplikasi Manajemen, 12(4), 662-670.

Djohan, A. ]. (2015). Faktor-Faktor yang Mempengaruhi Kepuasan dan Kepercayaan untuk Mencapai Loyalitas
Pasien Rawat Inap pada Rumah Sakit Swasta di Kota Banjarmasin. Jurnal Aplikasi Manajemen, 13(2),
257-271. doi:Doi 10.1093 /Bioinformatics/Btn214

Doosti, S., Jalilvand, M. R,, Asadj, A, Poo], ]. K,, & Ad], P. M. (2016). Analyzing the influence of electronic word of
mouth on visit intention: the mediating role of tourists' attitude and city image. International Journal
of Tourism Cities, 2(2), 137-148. D0I1:10.1108/1JTC-12-2015-0031

Faaghna, L., Lita, R. P, & Semiarty, R. (2019). Analisis Faktor Yang Mempengaruhi Minat Berkunjung Ulang
Pasien ke Poliklinik Spesialis di RSI Ibnu Sina Padang (BPJS Kesehatan). Jurnal Kesehatan Andalas, 8(2),
295-304. doi:10.25077 /jka.v8i2.1005

Filieri, R., Alguezaui, S., & McLeay, F. (2015). Why do travelers trust TripAdvisor? Antecedents of trust towards
consumer-generated media and its influence on recommendation adoption and word of mouth.
Tourism Management, 51, 174-185.D0I1:10.1016/j.tourman.2015.05.007

Fuchs, M., & Weiermair, K. (2004). Destination benchmarking: An indicator-system's potential for exploring
guest satisfaction. Journal of Travel Research, 42(3), 212-225.d0i:10.1177/0047287503258827

Gounaris, S. P, Stathakopoulos, V., & Athanassopoulos, A. D. (2003). Antecedents to perceived service quality:
An exploratory study in the banking industry. International Journal of Bank Marketing, 21(4), 168-190.

Page | 118
http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

DO0I:10.1108/02652320310479178

Grant, C,, & Osanloo, A. (2014). Understanding, Selecting, and Integrating a Theoretical Framework in
Dissertation Research: Creating the Blueprint for Your "House". Administrative Issues Journal Education
Practice and Research, 4(2), 12-26.D01:10.5929/2014.4.2.9

Hair, |. F, Ringle, C. M., & Sarstedt, M. (2011). PLS-SEM: Indeed a silver bullet. Journal of Marketing Theory and
Practice, 19(2), 139-152. D0O1:10.2753/MTP1069-6679190202

Hair, |. F, Ringle, C. M., & Sarstedt, M. (2013). Partial Least Squares Structural Equation Modeling: Rigorous
Applications, Better Results and Higher Acceptance. Long Range Planning, 46, 1-12.
DO0I:10.1016/j.Irp.2013.01.001

Hair, J. F, Sarstedt, M., Hopkins, L., & Kuppelwieser, V. G. (2014). Partial least squares structural equation
modeling (PLS-SEM): An emerging tool in business research. European Business Review, 26(2),106-121.
DOI:10.1108/EBR-10-2013-0128

Hair, |. F, Sarstedt, M., Ringle, C. M., & Mena, J. A. (2012). An assessment of the use of partial least squares
structural equation modeling in marketing research. Journal of the Academy of Marketing Science, 40(3),
414-433.D0I1:10.1007/s11747-011-0261-6

Hair, J. ], Hul, G. T, Ringle, C.,, & Sarstedt, M. (2014). A Primer on Partial Least Squares Structural Equation
Modeling (PLS-SEM). United States America: SAGE Publications, Inc.

Hall, M. A, Dugan, E., Zheng, B., & Mishra, A. K. (2001). Trust in Physicians and Medical Institutions: What Is It,
Can It Be Measured, and Does It Matter? Milbank Quarterly, 79(4), 613-639. DOI:10.1111/1468-
0009.00223

Henseler, ]., Ringle, C. M., & Sarstedt, M. (2014). A new criterion for assessing discriminant validity in variance-
based structural equation modeling. Journal of the Academy of Marketing Science, 43(1), 115-135.
DOI1:10.1007/s11747-014-0403-8

Hoyle, R. H. (1995). Structural Equation Modeling: Concepts, Issues, and Applications. Thousand Oaks: SAGE
Publications, Inc.

Huei, C. T, Mee, L. Y, & Chiek, A. N. (2015). A Study of Brand Image , Perceived Service Quality , Patient
Satisfaction and Behavioral Intention among the Medical Tourists. Global Journal of Business and Social
Science Review, 2(1), 14-26.

Huei, C. T, Mee, L. Y, Chiek, A. N., & Meng, A. T. (2016). Antecedents of hospital brand image and the relationships
with medical tourist' behavioral intention. International Journal of Pharmaceutical and Healthcare
Marketing, 10(4), 412-431. DOI1:10.1108/IJPHM-02-2016-0012

Jalilvand, M. R., & Samiei, N. (2012). The effect of electronic word of mouth on brand image and purchase
intention: An empirical study in the automobile industry in Iran. Marketing Intelligence and Planning,
30(4), 460-476.D01:10.1108/02634501211231946

Jeong, Y, Yu, A, & Kim, S. K. (2020). The antecedents of tourists' behavioral intentions at sporting events: The
case of South Korea. Sustainability (Switzerland), 12(1), 1-16. DO1:10.3390/SU12010333

Juhana, D., Manik, E., Febrinella, C., & Sidharta, I. (2015). Empirical study on patient satisfaction and patient

Page | 119
http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

loyalty on public hospital in Bandung, Indonesia. International Journal of Applied Business and
Economic Research, 13(6), 4305-4326. Retrieved from
https://www.researchgate.net/publication/301680970

Keller, K. L. (1993, January). Conceptualizing, Measuring, and Managing Customer-Based Brand Equity. Journal
of Marketing, 57, 1-22. Retrieved from http://www.jstor.org/stable/1252054 . Accessed:

Kumar, S., & Zikri, M. (2018). The Relationship between Hotel Rating and Customer Outcomes and Its
Implication towards Revisit Intention. Firm Journal of Management Studies, 3(1), 1-11.
DO0I:10.33021/firm.v3i1.386

Kusumawardani, K. A, Elsya, V., & Kumar, S. (2017). HOW ATTITUDINAL AND BEHAVIOURAL LOYALTY IS
FORMED? A CASE OF GARUDA INDONESIA'S CUSTOMER SATISFACTION. Firm Journal of Management
Studies, 2(2), 1-25.

Lawi, G. F. (2016, March 3). Market - JASA KESEHATAN: Membedah Prospek Bisnis Rumah Sakit. (F. Maskur, Editor)
Retrieved September 1, 2020, from Bisnis.com:
https://market.bisnis.com/read/20160303/191/524802 /jasa-kesehatan-membedah-prospek-
bisnis-rumah-sakit

Maxham, J. G. (2001). Service recovery's influence on consumer satisfaction, positive word-of-mouth, and
purchase intentions. Journal of Business Research, 54(1), 11-24. DOI:10.1016/S0148-2963(00)00114-
4

Mazzarol, T, Sweeney, ]. C., & Soutar, G. N. (2007). Conceptualizing word-of-mouth activity, triggers and
conditions: An exploratory study. European Journal of Marketing, 41(11-12), 1475-1494.
DOI1:10.1108/03090560710821260

Meesala, A., & Paul, J. (2018). Service quality, consumer satisfaction and loyalty in hospitals: Thinking for the
future. Journal of Retailing and Consumer Services, 40, 261-269. DO1:10.1016/j.jretconser.2016.10.011

Murray, K. B. (1991, January). A Test of Services Marketing Theory: Consumer Information Acquisition Activities.
Journal of Marketing, 55(1), 10-25. D0I1:10.2307/1252200

Naik, J. R, Anand, B., & Bashir, I. (2013, June). Healthcare Service Quality and word of mouth: Key drivers to
achieve Patient Satisfaction. Pacific Business Review International, 5(12), 39-44.

Natalia, E., Hoyyi, A, & Santoso, R. (2017). Analisis Kepuasan Masyarakat Terhadappelayanan Publik
Menggunakan Pendekatan Partial Least Square (PLS) (Studi Kasus: Badan Arsip dan Perpustakaan
Daerah Provinsi Jawa Tengah). Jurnal Gaussian, 6(3), 313-323. Retrieved from http://ejournal-
sl.undip.ac.id/index.php/gaussian

Neupane, R., & Devkota, M. (2017). Evaluation of the Impacts of Service Quality Dimensions on
Patient/Customer Satisfaction: A Study of Private Hospitals in Nepal. International Journal of Social
Sciences and Management, 4(3), 165-176. D01:10.3126/ijssm.v4i3.17520

Ozawa, S., & Walker, D. G. (2011). Comparison of trust in public vs private health care providers in rural
Cambodia. Health Policy and Planning, 26(1), 20-29. DOI:10.1093 /heapol/czr045

Peterson, R. A., & Kim, Y. (2013). On the relationship between coefficient alpha and composite reliability. Journal

Page | 120
http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

of Applied Psychology, 98(1), 194-198. D0I:10.1037/a0030767

Platonova, E. A., Kennedy, K. N., & Shewchuk, R. M. (2008, August 21). Understanding patient satisfaction, trust,
and loyalty to primary care physicians. Medical Care Research and Review, 65(6), 1-18.
DOI:10.1177/1077558708322863

Pollack, L. B. (2008). The nature of the service quality and satisfaction relationship: Empirical evidence for the
existence of satisfiers and dissatisfiers. Managing Service Quality: An International Journal, 18(6), 537-
558.D0I:10.1108/09604520810920059

Puspitasari, K. C., & Suhermin. (2017, November). PENGARUH KUALITAS LAYANAN, CUSTOMER RELATIONSHIP
MARKETING, DAN BRAND IMAGE TERHADAP KEPUASAN PASIEN. Jurnal IImu dan Riset Manajemen,
6(11),1-15.

Rahman, M. S., Mannan, M., Hossain, M. A., & Zaman, M. H. (2018). Patient's behavioral intention: public and
private hospitals context. Marketing Intelligence and Planning, 36(3), 349-364. DOI1:10.1108/MIP-08-
2017-0155

Ruswanti, E., Eff, A. R., & Kusumawati, M. D. (2020). Word of mouth, trust, satisfaction and effect of repurchase
intention to Batavia hospital in west Jakarta, Indonesia. Management Science Letters, 10(2), 265-270.
DO0I:10.5267/j.msl.2019.9.006

Sadeh, E. (2017). Interrelationships among quality enablers, service quality, patients' satisfaction and loyalty in
hospitals. TQM Journal, 29(1), 101-117. D0I:10.1108/TQM-02-2015-0032

Setiawan, P. Y, Troena, E. A, Armanu, & Noermijati. (2014). The Effect of e-WOM on Destination Image,
Satisfaction and Loyalty. International Journal of Business and Management Invention, 3(1), 22-29.

Shabbir, S., Kaufmann, H. R,, & Shehzad, M. (2010, September 4). Service quality, word of mouth and trust:
Drivers to achieve patient satisfaction. Scientific Research and Essays, 5(17), 2457-2462.

Shahijan, M. K., Rezaei, S., Preece, C. N.,, & Ismail, W. K. (2015). International Medical Travelers' Behavioral
Intention: An Empirical Study in Iran. Journal of Travel and Tourism Marketing, 32(5), 475-502.
DOI1:10.1080/10548408.2014.916248

Sibarani, T, & Riani, A. L. (2017). The Effect of Health Service Quality and Brand Image on Patients Loyalty, With
Patients Satisfaction as Mediating Variable (A Study in Vip Ward Of Prof. Dr R Soeharso Ortopedics
Hospital In Surakarta). Sebelas Maret Business Review, 2(1), 25-42. D0I1:10.20961/smbr.v2i1.12436

Sihaloho, M. ]. (2020, August 20). Menurut Survei, Provinsi Ini Dinilai Lebih Berhasil Tangani Covid-19. Retrieved
August 29, 2020, from BeritaSatu: https://www.beritasatu.com/jaja-
suteja/nasional/667691/menurut-survei-provinsi-ini-dinilai-lebih-berhasil-tangani-covid19

Silverman, G. (2001). The Secrets of Word-of-Mouth Marketing: How To Trigger Exponential Sales Through
Runaway Word of Mouth. New York, United States of America: Amacom Books.

Sirdeshmukh, D., Singh, ]., & Sabol, B. (2002, January). Consumer trust, value, and loyalty in relational exchanges.
Journal of Marketing, 66(1), 1-37. D0I1:10.1509/jmkg.66.1.15.18449

Solayappan, A., & Jayakrishnan, J. (2010). Key Determinants of Brand-Customer Relationship in Hospital
Industry. Petroleum-Gas University of Ploiesti Bulletin, 62(4), 119-128.

Page | 121
http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

Sukendro, H. A. (2012, June 12). Pengaruh Citra Merek dan Kualitas Pelayanan Terhadap Kepuasan Jama'ah
Pada Kelompok Bimbingan Ibadah Haji Indosat Medan. Koleksi Perpustakaan Universitas Terbuka, 1-87.

Tenner, B. M. (2007, May). An Analysis of The Relationship among Job Satisfaction, Organizational Trust, and
Organizational Commitment in An Acute Care Hospital. 1-164.

Trisnantoro, L., & Listyani, E. (2018). Jumlah RS di Indonesia Pertumbuhan RS Publik. Jakarta: The ministry of
health. Retrieved September 1, 2020, from
https://www.persi.or.id/images/2017/litbang/rsindonesia418.pdf

Wong, K. K.-K. (2013). Partial Least Squares Structural Equation Modeling (PLS-SEM) Techniques Using
SmartPLS. Marketing Bulletin, 24(1), 1-32. Retrieved from http://marketing-bulletin.massey.ac.nz

Wuy, C.-c. (2011, June 18). The impact of hospital brand image on service quality, patient satisfaction and loyalty.
African Journal of Business Management, 5(12), 4873-4882. D0OI1:10.5897/A]BM10.1347

Wuy, H. C, Li, M. Y, & Li, T. (2018). A Study of Experiential Quality, Experiential Value, Experiential Satisfaction,
Theme Park Image, and Revisit Intention. Journal of Hospitality and Tourism Research, 42(1), 26-73.
doi:10.1177/1096348014563396

Wuy, H. C, Li, T, & Li, M. Y. (2016, January 14). A Study of Behavioral Intentions, Patient Satisfaction, Perceived
Value, Patient Trust and Experiential Quality for Medical Tourists. Journal of Quality Assurance in
Hospitality and Tourism, 17(2), 114-150. DOI1:10.1080/1528008X.2015.1042621

Yolanda, & Sumedj, E. (2018, October). PENGARUH KUALITAS PELAYANAN DAN HARGA TERHADAP KEPUASAN.
Jurnal Manajemen, 6(2), 17-28.

Zainal, C. A. (2012-2013). PENGARUH WORD OF MOUTH DAN PERCEIVED VALUE TERHADAP REPURCHASE
INTENTION DILIHAT DARI PERBEDAAN JENIS KELAMIN PASIEN PADA RUMAH SAKIT PERTAMINA.
Jurnal Manajemen dan Pemasaran Jasa, 5 & 6, 87-108.

Zarani, F, Tarigan, . B., & Santoso, A. S. (2019). The Effect of Customer Active Participation and Satisfaction for
Hotel Facebook Pages Management Effectiveness: A Replication Study. CSECC 2019 - International
Conference on Sustainable Engineering and Creative Computing: New Idea, New Innovation, Proceedings,
397-402.DO0I:10.1109/ICSECC.2019.8907194

Page | 122
http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

The Effect of Firm Size, Leverage, Capital Intensity and Corporate Social
Responsibility on Tax Aggressiveness

Nanik Lestari (Corresponding author) and Nova Purba
Accounting Study Program, Politeknik Negeri Batam
JI. Ahmad Yani, Batam Centre, Batam 29461, Kepulauan Riau, Indonesia
E-mail: nanik@polibatam.ac.id

Abstract

This study aims to examine the effect of firm size, leverage, capital intensity and corporate social responsibility
on tax aggressiveness. Firm size is proxy by logarithm of total asset. Leverage is proxy by debt to equity ratio.
Capital intensity is proxy by fix asset divide by total asset. CSR is proxy by CSR disclosure with GRI G4 as the
indicator. Tax aggressiveness is proxy by ETR and Cash ETR. This study uses secondary data in companies listed
on the Indonesia Stock Exchange (IDX) in addition to construction and financial companies for the period 2012-
2017. The sample used in this study was 468 companies. The analysis technique used is panel data regression
analysis. The results of the study found that: First, firm size has not effect on ETR and Cash ETR. Second, leverage
has negative effect on ETR and Cash ETR. Third, Capital intensity has negative effect on ETR and Cash ETR. Last,
CSR has not effect on ETR and Cash ETR.

Keywords: Tax Aggressiveness, Firm Size, Leverage, Capital Intensity, Corporate Social Responsibility

1. Introduction

Tax is the most potential state revenue, because it is useful to cover general expenses, so it does not provide
direct benefits for the society (Suandy, 2011). Based on data from the Ministry of Finance of the Republic of
Indonesia (2019) shows that the state budget and revenue expenditure (APBN) in 2018 which reached
Rp1.894,7 trillion, as Rp1.618,1 trillion of which is contributed by taxes. However, according to the Finance
Ministry tax revenue in 2018 only reached Rp1.315,9 trillion, or 92% realization of the budget target in 2018
which amounted to Rp1.424 trillion, where there was a shortage of tax revenue by Rp108.1 trillion. The lack of
tax revenue, according to research Kurniawati (2017) can be caused by many factors, one of these factors is tax
aggressiveness.

Tax aggressiveness is an act of tax planning without breaching taxation namely with presence activity tax
evasion by using the weak point of taxation rules, thereby reducing the tax payable by the taxpayer (Hlaing,
2012). Tax aggressiveness usually utilizes the weak points of taxation rules so that the more regulations that
support the imposition of weak corporate tax, the more aggressive the tax reduction is (Pranoto et al., 2016).
According to research of Harjito et al.,, (2017) there are factors that could affect the company in carrying out
tax aggressiveness, these factors include characteristics of the company and corporate social responsibility
(CSR).

Research CSR and characteristics of the company on tax aggressiveness has been conducted by researchers
Harjito etal,, (2017), Dewi et al., (2014), Mulyani et al,, (2014), and Yunistiyani et al., (2017) with mixed results.
Harjito et al., (2017) using CSR variables and characteristics of the company is measured using a proxy firm
size, leverage, and capital on tax aggressiveness, the result is that firm size and capital intensity has positive
effect on tax aggressiveness, leverage and CSR has negative effect on tax aggressiveness. Dewi et al.,, (2014)
found that firm size has not effect on tax aggressiveness. Mulyani et al., (2014) found that leverage has effect
on tax aggressiveness and capital intensity has not effect on tax aggressiveness. Research of Yunistiyani etal.,
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(2017) that discusses the influence of CSR on tax aggressiveness states that CSR has effect on tax
aggressiveness.

This research is a development of Harjito et al.,, (2017) research that examines the relationship between
characteristics of the company, CSR and tax aggressiveness. Researchers want to reexamine this research
because there is inconsistency in the results with the results of previous studies conducted by Harjito et al,,
(2017), Dewi et al.,, (2014)., Mulyani et al., (2014) as well as Yunistiyani et al., (2017), so we need to do further
testing to determine consistency.

As for the difference with previous research: first, in observational studies. Research of Harjito et al., (2017)
observing a sample of manufacturing companies listed in Indonesia Stock Exchange (IDX) from 2011-2015 then
in this study, researchers looked at companies listed on the Stock Exchange in addition to the construction
company as well as finance from the years 2012-2017. In 2012 there is a global crisis that must be aware that
according to the Directorate General of Taxes (2012) need to be taking some steps to improve the VAT system.

Second, in research of Harjito et al,, (2017) the tax aggressiveness variable is only measured by ETR, so in this
study, the researcher added another measurement, namely cash ETR which refers to the research of Hanlon et
al, (2010). The use of Cash ETR is because there is no influence with changes in the estimated tax valuation
allowance. Third, researchers use the latest CSR reporting standard, the fourth generation of GRI (Global Report
Initiative) which refers to the research of Anggraeni et al,, (2017), different from research of Harjito et al,,
(2017) that uses the third generation of GRI.

This study aimed to analyze and obtain empirical evidence about the influence of firm size, leverage, capital
intensity and CSR to tax aggressiveness. The results of this study are expected to add to the relevant literature
firm size, leverage, capital intensity, CSR and tax aggressiveness in Indonesia’s company. This study is limited
to variable firm size, leverage, capital intensity and CSR. Measuring instrument of tax aggressiveness in this
study using Effective Tax Rate and Cash Effective Tax Rate. The sample used in this research that companies
listed on the Indonesian Stock Exchange (BEI) in addition to construction companies and finance in the year
2012 to 2017 (six years).

2. Theoritical Framework and Hypothesis development

The Agency Theory was coined by Jensen and Meckling (1976) suggests that the owner gives trust to the agent
to carry out all operational activities that occur in the company due to differences in interests. The manager as
an agent certainly wants to maximize his own interests by taking undue actions, this is what can lead to
information asymmetry, namely the onset of conflict between the owner and manager. One of the concerns is
corporate tax policy. The taxation system in Indonesia that adopts self-assessment is that companies can
calculate and report their own taxes paid to provide an opportunity for managers as agents to manipulate
taxable income that can affect the value of a company, so that good management is needed to achieve the wishes
of the company owner .

The legitimacy theory was first introduced by Spence Dowling et al., (1975), legitimacy defined that the
importance of analysis related to organizational behavior by paying attention to the surrounding environment
due to the limitations that are emphasized by the existence of social norms and values in society. In the
perspective of legitimacy, the company's image is considered important for management so that the company
will voluntarily report its activities on the environment in order to achieve a good level of image popularity
among the public. Based on these definitions, legitimacy exists because there is a match between the activities
or objectives of the organization and the expectations of the community.

Capital structure is the entire long-term funding source used by the company (Alfandia, 2018). Indications of a
capital structure to create a mix of permanent sources of funds in such a way as to be able to increase the value
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of the company. The problem with capital structure is that it can balance the benefits and costs of using debt.
Debt savings come from tax savings, which allow the company to reduce its tax payments.

Tax aggressiveness is any form of activity that has an effect on tax obligations, whether the activity is permitted
by taxation or special activities to reduce taxes (Dyreng et al., 2008). The practice of tax aggressiveness usually
exploits the weaknesses of tax law and does not violate taxation laws. Basically, taxpayers always want a small
tax payment. This is what makes taxpayers avoid tax, both legal and illegal. Legal tax avoidance is called tax
avoidance or tax aggressiveness, while illegal tax avoidance is the smuggling of tax ( tax evasion).

Firm Size is the size of the total assets of a company so that companies that have relatively large total assets
indicate that the company has a large size both physically and operationally. Companies with large sizes will
be balanced with large operational activities as well, so that the company's revenue or profits will also be large.
Large companies will tend to try to avoid profits that are too drastic so as not to cause an increase in tax burden
that is too large (Healy, 1985). Leverage is the intensity of the use of debt used by companies as a source of
funds that aims to show the use of debt to the level of profit (Husnan and Pudjiastuti, 2002). Capital intensity
is the amount of capital invested by a company so that it can be measured using the ratio of fixed assets divided
by sales (Sartono, 2001). Capital intensity can function to show information on the level of efficiency of capital
use that has been invested by the company.

Corporate social responsibility is a social responsibility undertaken by the company to the surrounding
environment by taking actions that can provide welfare for the surrounding community as well as to protect
nature (Nahar, 2012). There are various motivations for companies to disclose CSR including to increase profits
viewed from the instrumental approach. CSR has a positive impact on companies and the community, but
sometimes it can create biases so that many companies that disclose CSR are only to cover up the various frauds
committed, one of which is tax aggressiveness.

3. The Effect of Firm Size on Tax Aggressiveness

There is a relationship between the total assets of the company with the size of the company. Large companies
were able to have experts in managing its resources for a long period of time compared with small companies
that are still not optimal in managing their resources. Good management allows large companies able to make
arrangements in terms of production and sales. When incomes rise drastically, large companies were able to
defer income to the next period or in other words, the revenue would not be recognized in this period but are
recognized for the period selanjutya. The revenue deferral impact on earnings that visible more small so that
resulting in less tax payments. The technique used by company managers in minimizing profits is done by
choosing an accounting method so that income can now be recognized in the next period (Watts and
Zimmerman, 1986).

Results from previous studies of Pratt (2017) and Tiara, (2015) showed firm size positive and significant
impact on the tax aggressiveness. Based on these results, the company that was included in the large enterprise
scale will have an abundance of resources that can be used for specific purposes such as tax evasion. So the first
hypothesis the researchers propose is as follows:

Hi: Firm Size has a positive effect on Tax aggressiveness ( ETR and cash ETR)
4. The Effect of Leverage on Tax Aggressiveness

The company's operational and investment needs can be funded by debt.corporate debt is obtained from banks
and bond issuance. In line with the capital structure theory which states that a company that has a debt will
have an interest expense regulated in the legislation Article 6 paragraph (1) letter a of Law No.36 of 2008 where
the interest expense is recognized as a deduction of PKP (taxable income). This can be indicated that the greater
the debt, the higher the level of tax avoidance practices.
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Results from previous studies of Suyanto et al.,, (2012) and Putri (2016) show thatleverage has a positive effect
on tax aggressiveness. Based on these results, the researchers argue that the leverage of a company will
increase the practice of tax avoidance. So the second hypothesis that the researchers propose is as follows:

Hz: Leverage has a positive effect on Tax Aggressiveness (ETR and Cash ETR).
5. The Effect of Capital Intensity on Tax Aggressiveness

Capital intensity can be analyzed by looking at the amount of capital invested by the company so that it can be
measured using the ratio of fixed assets divided by sales. Depreciation of fixed assets owned by companies can
reduce the tax burden with the burden of depreciation due to the Useful Life of fixed assets. The company
utilizes the depreciation expense as a deduction from profit before tax to obtain the possibility of lower tax
payments compared to companies with fewer fixed assets (Jaya, 2018).

Results from previous studies of Andhari et al.,, (2017) and Harjito et al., (2017) indicate that there is an
influence of capital intensity on tax aggressiveness. Based on these results, the researchers argue that the
capital intensity of a company will increase the practice of tax avoidance. So the third hypothesis that
researchers propose is as follows:

Hs: Capital Intensity has a positive effect on Tax Aggressiveness (ETR and Cash ETR).
6. The Effect of CSR on Tax Aggressiveness

Companies that have large profit indicated will pay more taxes to the government and will lead to many
lawsuits against companies such as corporate social responsibility (Rini et al., 2015). Companies that commit
acts of tax aggressiveness tend to express greater CSR due to the transfer of the tax burden borne by the CSR
(Octaviana, 2014). Companies are required to do a CSR in order to gain legitimacy from the public and to earn
profits. The more companies to maximize CSR disclosure, the company's tax aggressiveness will increase
(Yunistiyani and Tahar, 2017). Results from previous studies of Yunistiyani et al., ( 2017) and mustika (2017)
showed that CSR has a positive influence on tax aggressiveness. Based on these results, the researchers suggest
that the more a company discloses CSR, the more aggressive a company in the practice of tax evasion. So the
researchers propose that the fourth hypothesis is as follows:

Ha: CSR has a positive effect on Tax Aggressiveness (ETR and Cash ETR).

Based on the explanation of the hypothesis development above, the research model is as follows:

Independent Variable

Firm Size

Leverage Tax Aggressiveness

+ {(ETR and Cash ETR)
I Capital Intensity H3 /
I CSR I' I H4 I T

Control Variable

AL

Return on Assets

B. Marketto Book

Figure 1. Model Research

Page | 126
http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

7. Research Methods

This study uses secondary data by collecting and analyzing data of financial statement and the sustainability of
companies listed on the Indonesia Stock Exchange in the period 2012-2017. The dependent variable in this
study is tax aggressiveness which is proxied by ETR and Cash ETR. The independent variables are firm size,
leverage, capital intensity and CSR. This study uses 2 control variables, namely profitability and market to book.

Dependent Variable is tax aggressiveness proxied by using ETR where ETR is measured by comparing the
total income tax expense with profit before tax, which includes current tax expense and deferred tax expense
(Harjito,2017). The formula for determining the value of ETR: ETR = (Income Tax Expense) / (Pre —
Tax Income). This study also uses other measurements in predicting tax aggressivess that is cash ETR.
Researchers used two models intend to strengthen predictive models in findings research. proxy cash ETR
represents the percentage of actual total income tax paid by the company of the total pre-tax income earned
from cash flow. Hanlon and Heitzman (2010). The formula for determining the value of cash ETR: Cash ETR =
(Current Tax Paid ) / (Pre — Tax Income)

Independent Variable are Firm Size, Leverage, Capital Intensity and Corporate Sosial Responsibility.
Large or small scale companies that can generally be known through the amount of company assets are referred
to as company size. Firm size measurement model can be calculated from total assets because company size is
proxied by Ln total assets (Harjito, 2017) . The natural logarithm of total assets is used in this study to reduce
data fluctuations without changing the proportion of original values.

Leverage, relationships that describe a company's debt to capital or assets are referred to leverage. Researcher
measure leverage use debt to assets ratio (Harjito, 2017). Leverage = (Current Liabilities) /
(Total Assets). Capital Intensity, How big is the company investing in assets can be indicated by capital
intensity, which measured using a comparison between the assets to total assets(Harjito, 2017).
capital intensity : (Total fixed Assets) / (Total Assets).

Corporate Sosial Responsibility. This study uses the latest CSR reporting standard, the fourth generation of
GRI (Global Report Initiative) which refers to the research of Anggraeni et al., (2017), with 91 disclosed
information indicators measured using a 0-3 scale. The following are the scoring categories regarding CSR
disclosures, which are 0 if not disclosed, 1 if disclosed without explanation or the company only gives a
statement about the disclosure indicators briefly, 2 if disclosed and provides a qualitative explanation, and 3 if
express and explain qualitatively. Disclosure related to the quality of CSR information disclosed by the company
is expected to be indicated on that scale. The company's CSR disclosure quality index is obtained from a
comparison between the total s§8rcesﬁf the CSR disclosure quality of each company and the maximum total
disclosure  score. CSR = 1/273 . QCSRi :The quality of I's corporate CSR
disclosures. SQCSRi :Quality score of I's corporate CSR disclosure. 273 :Maximum score of CSR
disclosure  quality.

In this study, there are two types of control variables, the first variable is profitability as measured by the ratio
return on assets (Hidayanti and Laksito, 2013). Return on Assets = (Net Profitfor the year) / (Total Asset).
The second variable is the market to book which is measured by the value of common shares per book value of
equity. market to book = (Market Value) / (Book Value)

The data in this study were processed using Eviews version 9. The analytical method used is descriptive
statistical methods and regression analysis, namely the classical assumption test consisting of
multicollinearityand heteroscedasticity tests. Testing the first hypothesis to the fourth hypothesis using the
statistical t test with multiple linear regression analysis, and see how the coefficient of determination between
variables.

The population of this study is all companies listed on the Indonesia Stock Exchange (IDX), while the sample is
companies on the IDX in addition to construction and financial companies with a sampling technique that is
purposive sampling with the following criteria:
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a. Companies on the Indonesia Stock Exchange other than construction and financial companies in
2012-2017, did not experience delisting during the study period, and the company did not conduct
an IPO in 2012-2017.

b. The company issued financial reports and sustainability reports for 2012-2017 using the rupiah
currency
c. Allrelated variables are available in full both in financial statements and sustainability reports.

d. The company did not experience a loss or Pre Tax Income (negative) during the study period.

8. Results and discussion

Population data in this study used publicly listed companies listed on the Indonesia Stock Exchange in 2012-
2017 with a total of 566 companies (Table I Sample). The amount is reduced by the specified sample criteria,
namely companies included in the construction and financial sectors, as many as 158 companies. There were
98 companies that conducted IPOs in 2012-2017, 5 companies that were delisted during the observation year,
and 51 companies that did not submit Annual Reports and Sustainability Reports.

Table 1 Sample Description

Description Number of
Companies

Number of companies registered in the study period (2012-2017) 566
Number of Property, Real Estate and Building Construction Companies and (158)
financial sectors listed on the Indonesia Stock Exchange in the period for 2012-
2017
The company was first registered (IPO) in 2012-2017 (98)
Companies experiencing delisting in period 2012-2017 (5
Companies that do not submit annual reports and sustainability reports (55)
Companies that use currencies other than Rupiah (Rp) (62)
Annual report data is not available in full according to the required variables (2)
Companies that have a negative Pre-Tax Income value (108)
Selected companies to be samples per year 78
Total Sampel Periode 2012-2018 468

Companies that use foreign currency as many as 62 companies, financial statement data are not available in
full, namely the variable tax payments of 2 companies, and companies that have a negative profit before tax
rate of 108 companies. So, the total sample that meets the established criteria is 78 Companies per year, so the
total number of observations during the 2012-2017 period is 468 observations (78 companies x 6 years).
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Based on the descriptive statistical test results in table 2, it can be seen that the amount of research data is 468
observations (78 companies x 6 years). This study examines the dependent variable, tax aggressiveness, which
is measured by two proxies, namely ETR and Cash ETR. From the two tax aggressiveness proxies, the mean
value is ETR of 0.25 and Cash ETR of 0.30. So overall the average company does not avoid taxes because the
average value is above 25% (0.25). The independent variables in this study consisted of four variables, namely
firm size, leverage, capital intensity and corporate social responsibility (CSR).

The first independent variable is firm size measured by the natural logarithm of total assets from the company's
annual report which has an average size of the company of 13,961 billion rupiah, which shows that the average
total assets of the sample companies have a larger majority size. The second independent variable is leverage
which is measured through a comparison between Current Liabilities and the total assets of the company's
annual report. The average leverage value of the company is 0.276, which shows that the observation company
in financing assets by 27% comes from debt.

Table II. Statistik Deskriptif

Variables Mean Max Min Std. Dev

ETR 0,250 0,721 0,0040 0,084
CETR 0,303 0,980 0,0006 0,144
SIZE 27,31 32,49 21,647 1,998
SIZE(Rp Miliar) 13,96 295,6 46,000 34,46
LEV 0,276 0,774 0,019 0,160
CAP_INT 0,273 0,783 0,008 0,155
QCSR 0,299 0,747 0,150 0,111
CSR1 0,431 0,851 0,111 0,145
CSR2 0,285 0,794 0,029 0,143
CSR3 0,324 0,791 0,833 0,143
CSR4 0,230 0,750 0,000 0,156
CSR5 0,220 0,666 0,060 0,118
CSR6 0,371 0,962 0,000 0,139
ROA 0,128 0,742 0,004 0,095
MTB 2,698 22,29 0,001 2,826
Sampel (N) 468

The third independent variable is capital intensity which is measured through a comparison between fixed
assets and total assets from the company's annual report. The average value of the company's capital intensity
of 0.273 shows that the observation company invested its assets in fixed assets at 27% of the total assets. The
fourth independent variable is CSR. CSR measurements are based on GRI G4, with each indicator of information
disclosed measured on a 0-3 scale. GRI G4 includes 6 dimensions of corporate social responsibility disclosure
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reporting activities which include: CSR1 economic performance categories 9 items which have an average of
0.431. CSR2 work environment category 34 items which have an average of 0.285. CSR3 categories of labor
practices 16 items that have an average of 0.324. CSR4 categories of human rights 12 items which have an
average of 0.230. CSR5 categories of social items 11 items that have an average of 0.220 and CSR6 categories
of product responsibility 9 items that have an average of 0.371.

From table II it can be seen that the quality of CSR disclosure of the most widely expressed by companies
observation lies in the economic category. The average value of a company's CSR observation of 0,299, this
shows that the average observation company of 29% has revealed social responsibility where the most points
are economic indicators.

This study also uses two control variables namely ROA and market to book. The first control variable uses
profitability and is measured using the ratio of return on assets (ROA) that is net income divided by total assets.
The average value of the company's ROA of 0.128 shows that the observation company can generate a profit of
12% of the total assets owned. The second control variable is market to book which is measured by using
market value divided by book value which has an average market value of the company's book of 2,698 which
indicates that investors value the book value of the company more by 2,698.

Based on the results of hypothesis testing between independent variables, control variables and the dependent
variable, a summary of the results of the hypothesis test can be seen in the table III. as follows:

The Effect of Firm Size on Tax Aggressiveness (H1)

Hypothesis 1 states that firm size has a significant positive effect on Tax Aggressiveness measured using ETR
and Cash ETR. Based on table III shows that the probability value (F-statistics) is 0.0000, the value is much
smaller than the level of significance. This means that the regression model can be used to predict tax
aggressiveness through ETR and Cash ETR or it can be said that firm size influences ETR and Cash ETR. The R-
Squared value in the table above shows that the tax aggressiveness variable through the ETR proxy is
influenced by the independent variable namely the firm size of 52.37% (0.5237) and the remaining 47.63% is
explained by other causes outside the model, the tax aggressiveness variable through the Cash ETR proxy is
influenced by independent variables namely the firm size of 47.82% (0.4782) and the remaining 52.18% is
explained by other causes outside the model.

Table III. Test Results of Hypothesis

Description P-Value Coefisien Result
ETR Cash ETR ETR Cash ETR

H1: Firm Size has a positive effect on Tax | 0,3548 0,2336 0,0105 0,0138 Not Supported
aggressiveness ( ETR and cash ETR)

H2: Leverage has a positive effect on Tax | 0,0048*** 0,0343** 0,1472 0,1974 Supported
Aggressiveness (ETR and Cash ETR)

H3: Capital Intensity has a positive effect on | 0,0862* 0,0320** 0,0879 | 0,1958 Supported
Tax Aggressiveness (ETR and Cash ETR)

H4: CSR has a positive effect on Tax | 0,4214 0,6358 0,0649 | 0,0681 Not Supported
Aggressiveness (ETR and Cash ETR)

Return on Asset (ROA) 0,0000**** | 0,0000**** | -0,8761 | -0,3974 Supported
Market to Books (MTB) 0,7472 0,9344 -0,0009 | 0,0004 Not Supported
R-squared 0,5237
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Adjusted R-squared 0,4782
F-statistic 0,000
N (Sample) 468
Result Test FIXED Effect

***Significant of level 1%, **Significant of level 5%, *Significant of level 10%

Based on the results of hypothesis testing H1a and H1b show that firm size has no effect on tax aggressiveness
in the measurement of ETR (H1a) and Cash ETR (H1b). Therefore it can be concluded that hypotheses 1a and
1b are not supported, thus it can be said that the behavior of companies in Indonesia to carry out tax
aggressiveness is not influenced by the total assets of a company. The average size of the company in this study
can be said to have a large resource (total assets). This can be seen from the average value of total assets of
13,961 billion rupiah. Large companies, even though they have the ability to manage their resources, including
tax management, generally tend to be a focus or special concern for fiscal parties to pay more attention to
taxation (Watts and Zimmerman, 1986). This makes companies with large sizes more careful and not take risks
that have long-term impacts in order to maintain the good name and public trust in the company. The results
of this study do not support the research of Pratama (2017) and Tiaras et al,, (2015) who found that firm size
has a positive and significant effect on tax aggressiveness. Instead the results of this study are in line with the
results of Rusydi's (2013) study which states that the behavior of companies in Indonesia to carry out tax
aggressiveness is not influenced by the size and size of a company's total assets. Large companies will
sometimes consider compliance with tax payments as a momentum to build public image and trust because
they are able to contribute indirectly to the development of a company's residential area through taxes.

The Effect of Leverage on Tax Aggressiveness (H2)

Hypothesis 2 states that leverage positively influences tax aggressiveness measured using ETR and Cash ETR.
Based on table III. the results of testing the hypothesis H2a and H2b show that leverage has a positive effect on
tax aggressiveness in the measurement of ETR (H2a) and Cash ETR (H2b) at a significance level of 1% for
measuring ETR (H2a) and 5% for measuring Cash ETR (H2b). These results indicate that leverage affects the
ETR and Cash ETR which are proxies of tax aggressiveness with positive coefficient values. The effect of
leverage on ETR and Cash ETR shows the positive coefficient direction, meaning that the higher the value of
leverage, the higher the value of ETR and Cash ETR. The higher the value of ETR and Cash ETR, the lower the
tax aggressiveness action. However, this is not in accordance with the H2a hypothesis and the H2b hypothesis
which states that leverage has a positive effect on tax aggressiveness as measured through ETR and Cash ETR
so that the H2a hypothesis and the H2b hypothesis are supported.

These results support the research of Putri (2016) which proves that the higher the level of debt of a company,
the lower the tax avoidance measures taken. This is because corporate debt affects the value of interest expense
which will reduce the value of the company's taxable income. Large companies tend to use loans from third
parties. This is because the funds from third parties lent are usually of considerable value. So the company has
the opportunity to further expand its business. However, the greater the size of a company, the greater the
resulting profit value, so that the utilization of the value of interest from third party loans can be used as a
deduction from the company's taxable income. This study does not support the results of research by Suyanto
and Supramono (2012) and Siswianti (2016).

The Effect of Capital Intensity on Tax Aggressiveness (H3)

Hypothesis 3 states that capital intensity has a positive effect on tax aggressiveness measured using ETR and
Cash ETR. Based on table III. The results of hypothesis testing H3a and H3b show that capital intensity has a
positive effect on tax aggressiveness on the measurement of ETR (H3a) and Cash ETR (H3b) at a significance
level of 10% for measuring ETR (H3a) and 5% for measurement of Cash ETR (H3b). The effect of capital
intensity on ETR and Cash ETR shows the positive coefficient direction, meaning that the higher the value of
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capital intensity, the higher the value of ETR and Cash ETR. The higher the value of ETR and Cash ETR, the
lower the tax aggressiveness action. However, this is not in accordance with the H3a hypothesis and the H3b
hypothesis which states capital intensity has a positive effect on tax aggressiveness as measured through ETR
and Cash ETR so that the H3a hypothesis and the H3b hypothesis are supported.

The results of this study support the research of Dharma and Ardiana (2016) who found that the negative effect
of the variable capital intensity on tax aggressiveness shows that the higher the fixed assets owned by the
company, the lower the level of tax avoidance, this condition is likely to be caused by the greater number of
assets However, the company will increase the company's productivity which is effective and efficient in
generating large profits or profits for the company, so that the amount of depreciation expense arising from
depreciation is not able to significantly influence or reduce the amount of taxable income, thus the tax burden
will remain high. This study does not support the research of Andhari and Sukartha (2017) and Harjito et al,,
(2017).

The Effect of CSR on Tax Aggressiveness (H4)

Hypothesis 4 states that CSR has a positive effect on tax aggressiveness as measured using ETR and Cash ETR.
Based on table III the results of hypothesis testing H4a and H4b show that CSR has no effect on tax
aggressiveness in the measurement of ETR (H4a) and Cash ETR (H4b). Therefore it can be concluded that
hypotheses 4a and 4b are not supported. This shows that the company's CSR activities do not affect the
company so that the company pays the company's tax burden smaller. The average CSR value carried out by
the company in disclosing social responsibility information in this study can be said to be still low. This can be
seen from the average CSR value of 29% which has revealed social responsibility. This value is deemed
insufficient or still limited, causing the possibility of CSR has not been able to reduce tax aggressiveness actions
undertaken by the company.

The results of this study support the research of Jessica and Toly (2014), Dewi et al,, (2017) and Harjito et al,,
(2017) which show that the company's CSR activities do not affect the company so that the company pays a
smaller corporate tax burden. CSR is a form of part of corporate responsibility towards the surrounding
community. The company will not make its image decrease by doing tax aggressiveness. The company
considers that the company's image needs to be maintained in order to increase public trust in the company.
Instead the results of the results of this study do not support research Mustika (2017).

9. Conclusions and Suggestions

This study aims to provide empirical evidence and find a picture of tax aggressiveness in companies on the
Indonesia Stock Exchange (BEI) by examining the effect of firm size, leverage, capital intensity, and CSR. This
study uses secondary data consisting of financial statements and sustainability reports of companies listed on
the IDX in addition to the construction and financial companies for the 2012-2017 period. The sample used
amounted to 468 observations (78 companies x 6 years). The analysis technique used is panel data regression
analysis. Tax aggressiveness variables are measured using two proxies, namely effective tax rate and cash
effective tax rate.

Some conclusions that can be drawn from the test results in this study are, first the firm size has no effect on
tax aggressiveness if measured through the Effective Tax Rate (ETR) and Cash Effective Tax Rate (Cash ETR).
This means that the company's behavior to carry out tax aggressiveness is not influenced by the size or total of
the company's total assets. Second, leverage negatively affects tax aggressiveness if measured through the
Effective Tax Rate (ETR) and Cash Effective Tax Rate (Cash ETR). This means that the higher the value of
leverage, the lower the tax aggressiveness of a company. Third, capital intensity has a negative effect on tax
aggressiveness if measured through the Effective Tax Rate (ETR) and Cash Effective Tax Rate (Cash ETR). This
means that the higher the value of capital intensity, the lower the tax aggressiveness of a company. Finally, CSR
has no effect on tax aggressiveness if measured through the Effective Tax Rate (ETR) and Cash Effective Tax
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Rate (Cash ETR). This means that the Corporate Social Responsibility activities of a company does not affect
the company so that the company pays a smaller corporate tax burden.

This research has limitations that can affect research results and are useful for similar research in the future.
The limitations in this study include: First, the measurement of variable tax aggressiveness is only measured
using 2 proxies namely ETR and Cash ETR. Second, this study is limited to 4 independent variables (firm size,
leverage capital intensity, and CSR) and 2 control variables (ROA and market to book). Third, this research is
only limited to companies listed on the Stock Exchange other than construction and financial companies so the
results of the study do not represent the results of all companies listed on the Stock Exchange. Fourth, the
research period is only six years, 2012-2017, so the results cannot be generalized for the years before or after.

Based on the limitations of the problems outlined above, there is a suggestion for further research which is to
add tax aggressiveness measurement proxies such as Current effective tax rate (Current ETR) to see tax
payments made by companies in that year, adding free variables that are predicted to affect tax aggressiveness
such as earnings management which refers to the research of Suyanto and Supramono (2012), adding a sample
using the construction sector and corporate financial sector on the IDX, and adding a longer period of time can
illustrate the direct effect of tax aggressiveness by the company.
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Do the universities implement university social responsibility (USR)?
Study at state universities in Indonesia. An Abstract

Sri Suranta (Corresponding author), Rahmawati Rahmawati, and Ari Kuncara
Widagdo
Doctoral Program in Economics, Faculty of Economics and Business, Universitas Sebelas Maret, Surakarta

57126, Indonesia
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This research is an descriptive research with the aim to find out whether state universities in Indonesia have
implemented university social responsibility (USR). The USR variable was measured by indicators developed
by Vallaeys et al. (2009) with four dimensions: responsible campus, professional training and citizenship, social
knowledge management, and social participation. This research is a case study in 3 (three) state universities in
Indonesia: Universitas Gadjah Mada (UGM), Universitas Sebelas Maret (UNS), and Universitas Pahlawan Negara
Yogyakarta (UPN). This research data is secondary data sourced from the internet. Data analysis uses
description analysis and Kruskal Wallis test. The results showed that in general the three state universities had
applied all dimensions of USR even though not all of the dimensions had been applied. Statistically, the three
state universities did not have a significant difference in the application of USR in universities. However, the
three state universities have significant reputation differences. Furthermore, universities that have applied
more USR dimensions show better university reputation. This means that the implementation of USR can
improve university reputation.

Keywords: university social responsibility (USR); state universities; university reputation
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Mediating role of green innovation on
green market orientation-business performance relationship:

Evidence from MSMEs in East Java Province, Indonesia. An Abstract
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Lina Nasihatun Nafidah, Nanik Kustiningsih, Viviani Nadyaningrum
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Hariyati
Faculty of Economics, Universitas Negeri Surabaya
J1. Ketintang No.2, Surabaya, Indonesia

This study aims to investigate the antecedents of business performance by investigating the effect of green
market orientation on business performance. If so, whether the relationship is mediated by green innovation.
As a quantitative research, partial least squares structural equation modeling (PLS SEM) was employed to test
the hypotheses that have been formulated. Data were collected using both online and offline questionnaires
from owners/managers of the manufacturing micro, small and medium-sized enterprises (MSMEs) in the East
Java Province of Indonesia. A total of 175 respondents were participated in this study. The results show that
green market orientation has a positive and direct effect on business performance. Furthermore, the result
reveals that green innovation partially mediates the effect of green market orientation on business performance.
This study provides empirical evidence for the development of sustainability and entrepreneurship theories.
The results also imply that MSMEs need to balance environmental, social and economic issues in their business.
In the era of sustainable development and environmental awareness, the manufacturing MSMEs need to adopt
a green market orientation and carry out green innovation in their business processes to obtain a better
business performance.

Keywords: Green Market Orientation, Green Innovation, Business Performance, Sustainability Theory,
Entrepreneurship Theory, MSMEs.
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Firm Characteristics, Corporate Governance and Tax Avoidance: Study on
Mining Companies in Indonesia. An Abstract
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This research was conducted with the aim of: (1) to determine whether firm characteristics and corporate
governance affect tax avoidance in mining companies in Indonesia, and (2) to determine whether corporate
governance moderates the relationship between firm characteristics and tax avoidance. The research sample is
all mining companies listed on the IDX for the period 2015 to 2018, totally 156 observations. From 156
observations, 84 observations can be analyzed. This research data is secondary data in the form of mining
company Annual Reports obtained from the official website of the IDX, namely www.idx.co.id and the official
websites of the respective companies. Data analysis to test data normality used the Kolmogorov-Smirnov test.
Hypothesis testing uses moderated regression analysis (MRA) with SPSS. The result of the analysis shows that
firm characteristics consisting of leverage and ROE have an effect on tax avoidance, while company size has no
effect on tax avoidance. Another result is that CG as measured by the proportion of independent commissioners
does not moderate the relationship between firm characteristics and tax avoidance.

Keywords: Firm Characteristics, Corporate Governance, Tax Avoidance
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Psychological Empowerment and Learning Agility : A Generational
Diversity Perspective. An Abstract
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Abstract

This research is an experiment to develop a model of employees innovative work behavior through the role of
psychological empowerment and learning agility from the perspective of generational diversity, therefore the
respondents used in this study are employees who belong to the Y and Z generations from manufacturing
companies located in Salatiga. Data were collected from 152 employee by means of a self - administered
questionnaire. Using path analysis the results of this study revealed that psychological empowerment and
learning agility have a significant and positive relationship on employees innovative work behavior. Second, age
diversitiy climate as a mediating construct, not fully mediate the relationship between psychological
empowerment and learning agility toward employee innovative work behavior, it's only mediating the
relationship between psychological empowerment and employee innovative behavior. Finally this study offers
the empirical evidence on how to develop employee innovative work behavior in manufacturing concerns
through generational diversity perspective. Other facts that should highlight from this study is is that innovative
behavior is one of the key towards company improvement and generational diversity, especially the domination
of generations Y and Z, is an relevant matter that cannot be avoided and must be one of particular concern to
Human Resouces Managers.

Keywords: Innovative work behavior, Generational diversity, Psychological Empowerment, Learning Agility
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Abstract

This study aims to determine the effect of the degree of fiscal decentralization, capital expenditure, and human
development index as factors that influence regional economic growth.

The analytical method used is multiple linear regression test using panel data using the Fixed Effect Model
(FEM) and conducted in the Solo Raya region in 2010-2018.

The results of research conducted indicate that the degree of fiscal decentralization and individual human
development index have a positive and significant effect on regional economic growth. While capital
expenditure has a positive but not significant effect on regional economic growth. In addition, the level of fiscal
decentralization, capital expenditure, and the human development index simultaneously have a significant
influence on regional economic growth.

Increasing the efficiency of tax revenue to encourage regional fiscal aspects, balancing the budget and the
realization of capital expenditures, and improving quality in the aspects of health, education, and community
work to improve human development are recommended.

Keyword: Regional Economic Growth, Degree of Fiscal Decentralization, Capital Expenditure, Human
Development Index, Solo Raya

1. Introduction

Economic growth is an indicator that is often used to assess the level of community welfare and the economic
condition of a region. According to Meier (in Satria, 2016) economic growth is a requirement for regional
development. Regional economic growth in the region in Solo Raya in a period of 9 years from 2010-2018 can
be said to be good because every year there is an increase in gross regional domestic product which is a
representative indicator of regional economic growth. Based on this, relatively good regional economic growth
can be used as a reference for other regions that have relatively low economic growth rates to increase the level
of regional economic growth so that it will facilitate their efforts to create community welfare.
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Figure 1. Gap of gross regional domestic product of Regencies / Cities in Solo Raya in 2010 and 2018

Table I. Average Gross Regional Domestic Product in Solo Raya in 9 years (2010-2018)

Regencies / Cities in Solo Raya Average Gross Regional Domestic Product
SURAKARTA Rp27,186,542
SUKOHARJO Rp20,673,119
KLATEN Rp21,497,447
KARANGANYAR Rp20,438,009
BOYOLALI Rp17,340,440
WONOGIRI Rp16,290,812
SRAGEN Rp20,358,534

Courtesy : Badan Pusat Statistik

The graph and table above as a whole illustrate the pattern or trend of gross regional domestic product growth
in the regions in Solo Raya in 2010 and 2018. It can be seen that in general the regions concerned experienced
an increase in gross regional domestic product or regional economic growth by the number of which is
significant and has a good level of economic growth with the reference value of the average gross regional
domestic product for 9 years received by each region in Solo Raya. This illustrates the condition of regional
economic growth with GRDP as a representative indicator.
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In line with this research, the researcher determined that the degree of fiscal decentralization and capital
expenditure as representative of the financial aspects and human development index as representative of the
non-financial aspects as factors affecting regional economic growth in Solo Raya in 2010-2018.

Regional Economic Growth

Prof. Simon Kuznets (in Jhingan, 2018) said that economic growth is an increase in the ability of a country to
multiply types of economic goods and distribute these economic goods to its residents in the long term. This
capacity grows with advances in existing technology and the institutional and ideological adjustments that the
country requires. This statement can then be concluded that economic growth has three main components,
namely the amount of stock of goods, the existence of technological advances to support the supply of goods,
and the widespread and efficient use of technology in the institutional and ideological fields. Economic growth
can be seen from the amount of gross domestic product (GDP) produced by a country in a certain period of
time. Gross domestic product (GDP) is an indicator used to observe a country's economic growth. Mankiw (in
Kresnandra, 2016) says that gross domestic product is calculated in two ways, namely by the total income
generated by the production of goods or services and the total expenditure generated by the production of
goods or services.

Conceptually regional economic growth can be explained as a concept of economic growth that emphasizes or
places a special focus on the economy of a region or region. By using the same assumptions as economic growth
in general or in the national scope where in calculating national economic growth, gross domestic product is
needed as a reference in calculating national economic growth, regional economic growth uses the gross
regional domestic product as a reference in its calculations.

By using this understanding, this study uses growth theory as presented by Prof. Simon Kuznets. According to
him, economic growth is not necessarily influenced by specific economic aspects but other aspects such as
institutional aspects. Institutional efficiency is also the focus of this theory in its contribution to economic
growth. A good and efficient decentralization pattern will make institutional performance more effective and
efficient in managing finances. If this is achieved,the process of economic growth can be guaranteed and
economic development will also be realized in the long term.

Fiscal Decentralization

Slinko (in Siagian, 2010) argues that fiscal decentralization is a form of handing over of power from the central
government to the governments in the regions to independently manage their government, which includes the
granting of authority or authority to take care of expenditure and revenue for their respective regions. In
addition, Prawirosetoto (in Siagian, 2010) said that fiscal decentralization is the transfer of responsibility and
authority from the center to the regions to manage regional fiscal aspects such as revenue in the form of tax
collection and expenditure in the form of regional expenditure.

Specifically related to this research, there is a theory that touches on fiscal decentralization and its effect on
economic growth. This theory is known as the theory of fiscal federalism, which is a theory that emphasizes the
aspects of fiscal decentralization in its contribution to economic growth. One of the initiators of this theory,
Oates (in Kresnandra, 2016) said that economic growth and social welfare in a country can be achieved by
delegating authority from the center to the regions in the fiscal aspect. This is because local governments are
considered more efficient in terms of providing goods and services to the community. In addition, with the
existence of fiscal decentralization, the implementation of fiscal policy at the regional level can run according
to planning in order to increase regional economic growth.

Degree of Fiscal Decentralization

The degree of fiscal decentralization is one of the indicators of regional financial performance which is broadly
defined as a term used to describe the level of independence of a region by using the consideration of a region's
fiscal capacity as the basis for consideration of the regional independence assessment. The degree of fiscal
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decentralization is obtained by comparing the original regional income (PAD) in an area to the total regional
income from which a ratio value or degree of fiscal decentralization is obtained.

Bisma (in Sumardjoko, 2019) said that fiscal decentralization is a picture that shows the level of authority and
responsibility that local governments have on the basis of appointment from the center to implement regional
development. where local revenue (PAD) is a component that affects the success of a region in implementing
decentralization.

Sudarti (in Kristina, 2017) says that the size of the fiscal decentralization indicator is influenced by the region's
own revenue. According to him, the attention of the regional government to its own regional revenue in its
efforts to increase local revenue through fiscal policy so that making the region independent in managing the
fiscal aspects in the form of regional income and expenditure will increase the degree of decentralization. By
increasing the degree of fiscal decentralization, these regions are deemed feasible and independent in
implementing regional fiscal aspects and will be considered more competent in their efforts to improve the
regional economy:.

Capital Expenditure

Halim (in Suryantini et al., 2018) states that capital expenditure is a component of regional spending where
regions will benefit from it more than one fiscal year and add regional assets and improve regional welfare.
With the existence of capital expenditure, it will generate routine expenses for maintenance costs of assets that
have been spent from the capital expenditure budget.

In line with Halim, Mahmudi (in Maulida and Zuhroh, 2017) argues that capital expenditures are expenditures
made by local governments that provide benefits for more than one fiscal year, for example, expenditures for
the procurement of capital goods. In its application to economics, according to the Directorate General of
Financial Budget of the Republic of Indonesia, capital expenditure is a component of government expenditure
which can be interpreted as government investment. As in the equation of national income or economic growth
in a macro context where government income is an accumulation of consumption, investment and expenditure,
it can be concluded that capital expenditure in its role as investment and expenditure has a directly proportional
relationship with economic growth.

Human Development Index

Machmud and Sidharta (in Maqin and Sidharta, 2017) say that humans are seen as a subject and object at the
same time. In a development concept it means that he has the ability to increase his capacity and quality of life.
Therefore, it is very necessary for the role of the government to implement policies that focus on human
development where human development contributes to economic growth both on a regional and national scale.

The hypothesis in this study are as follows:

The degree of fiscal decentralization partially has a positive and significant effect on regional economic growth
in districts / cities in the former Surakarta residency in 2010-2018.

Capital expenditure partially has a positive and significant effect on regional economic growth in districts /
cities in the former Surakarta residency 2010-2018.

The Human Development Index partially has a positive and significant effect on regional economic growth in
districts / cities in the former Surakarta Residency in 2010-2018.

The degree of fiscal decentralization, capital expenditure, and human development index simultaneously or
together have a significant effect on regional economic growth in districts / cities in the former Surakarta
residency in 2010-2018.

Methodology

The scope of this research is all districts and cities which are included in the former Surakarta residency, which
includes Sukoharjo Regency, Karanganyar Regency, Sragen Regency, Boyolali Regency, Wonogiri Regency, Klaten
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Regency, and Surakarta City. The total observation units in this study were 7 areas with an observation time of
9 years from 2010-2018. This research uses a quantitative approach using multiple linear regression analysis.
Research with this method aims to determine the effect of the independent variables on the selected dependent
variable. There are two kinds of variables in this study, namely the independent variable and the dependent
variable. The independent variables in this study include the degree of fiscal decentralization (the ratio of local
revenue to total regional revenue), capital expenditure, and the human development index. While the
dependent variable in this study is the gross regional domestic product (GRDP). Model of the Analysis can be
written as follows:

LNGRDPj¢ = a + b1 DFDj + bLNCE;; + b3HDIj¢ + et

Notes:

a : intercept

b : Coefficient / Slope

DFD : Degree of Fiscal Decentralization

LNCE : Capital Expenditure

HDI : Human Development Index
LNGRDP : Regional Economic Growth
t : time

i : observation unit

2. Empirical Result

Table II. Result of t-Test (Significance Test)

Independent Coefficient Significance
Variable
DFD 0.000279 0.0000
LNCE 0.018779 0.0620
HDI 0.002082 0.0000

Courtesy : Analyzed Panel Data Using Eviews

The test result with the best estimation model in this study is the fixed random effect (FEM) as shown in Table
1. The table above shows that the probability value for the t-statistic of each independent variable where the
value of the DFD and HDI variables is below the level of significance. 5% (0.05), namely for the variable degree
of fiscal decentralization (DFD) and the human development index (HDI) of 0.000. while the capital expenditure
variable (LNCE) is above the 5% significance level of 0.0620, this value implies that the variable degree of fiscal
decentralization (DFD) and the human development index (HDI) partially has a significant effect on the variable
regional economic growth (LNGRDP).

Meanwhile, the capital expenditure variable (LNCE) does not have a significant effect on regional economic
growth (LNGRDP). The effect given by each independent variable on the dependent variable is positive, which
means that if there is an increase in the value of the independent variable, the value of the dependent variable
will also increase. These positive traits can be seen in the coefficient column. The independent variable degree
of fiscal decentralization (DFD) has a coefficient of 0.009731, which means that if the independent variable the
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degree of fiscal decentralization (DFD) increases by 1 unit, regional economic growth (LNGRDP) increases by
0.009731 units. The independent variable for capital expenditure (LNCE) has a coefficient of 0.031267, which
means that if the independent variable for capital expenditure (LNCE) increases by 1 unit, regional economic
growth (LNGRDP) increases by 0.031267 units. The independent variable human development index (HDI) has
a coefficient of 0.054044, which means that if the independent variable human development index (HDI)
increases by 1 unit, regional economic growth (LNGRDP) increases by 0.009731 units. Based on this, H1 and
H2 are accepted, while H3 is rejected, which means that partially the degree of fiscal decentralization and the
human development index has a positive and significant effect on regional economic growth but capital
expenditure does not have a significant effect on regional economic growth.

In Addition, based on the simultaneous test or the f-statistic test, the f-test significance value is 0.0000 <0.005,
which means that the degree of fiscal decentralization, capital expenditure, and the human development index
simultaneously or collectively has a significant effect on regional economic growth. On the basis of these results,
H4 is accepted. Another result obtained is the coefficient of determination of 0.989670 or 98.96%, which means
that the independent variable which can explain the model is 98.96% while the remaining 1.04% can be
explained by other variables outside the independent variable.

2.1. The Effect of the Degree of Fiscal Decentralization on Regional Economic Growth

Based on the results of regression analysis and statistical testing, it can be concluded that partially or
individually the degree of fiscal decentralization has a positive and significant effect on regional economic
growth. The results of this test are supported by studies conducted using related variables.

Bodman and Ford (in Albehadili and Hai, 2018) find that the degree of decentralization has a positive and
significant effect on economic growth and human development. The same results were obtained by other
researchers using the same theme. Sumardjoko (2019) found that the degree of fiscal decentralization had a
positive and significant effect on economic growth in the archipelago in Indonesia. The high degree of fiscal
decentralization will increase the ability of the APBD (Regional Revenue and Expenditure Budget) in creating
better quality regional spending.

Sakata and Akai (in Albehadili and Hai, 2018) found that regional autonomy is the main key that contributes to
the positive impact of fiscal decentralization on economic growth. Regional autonomy is an indicator to
determine the degree of fiscal decentralization of a region. The degree of fiscal decentralization is the ratio of
total local revenue to total regional income. Besides that, Ganaie et al. (2018) also found that there is a positive
relationship between fiscal policy and economic growth if the expenditure component is the benchmark,
conversely there is a negative relationship between fiscal policy and economic growth if the income component
is the benchmark. The central government is considered to be more efficient in managing revenue while local
governments are more efficient in managing expenditure.

Meanwhile Pradana and Sumarsono (2018) in their research on areas in East Java found that the degree of fiscal
decentralization had an insignificant and positive effect on economic growth. This is because the degree of fiscal
decentralization is a factor that determines regional financial performance rather than economic growth. That
is why the degree of fiscal decentralization has no significant effect on economic growth.In line with the results
of research conducted by Pradana and Sumarsono, Pantas et al. (2019) in a study conducted on regions in North
Sulawesi also found that fiscal decentralization had a positive effect, but its effect on economic growth was not
significant in areas in North Sulawesi Province.

In the other side, research conducted by Carion and Silvestre (in Albehadili and Hai, 2018) found that in the
case of Spain a high degree of fiscal decentralization has a negative and significant effect on economic growth
and at the same time has a positive effect on people's welfare.Tarigan (in Ganaie et al., 2018) in his research on
34 countries including China, India, and Indonesia found that the degree of fiscal decentralization had a negative
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and insignificant effect on economic growth.In line with the existing hypothesis, it can be concluded that
partially or individually the degree of fiscal decentralization has a positive and significant effect on regional
economic growth. The existence of research results with similar themes but different results is a reason for
choosing different research locations with different patterns of government and political and economic
conditions will produce different research results.

2.2. The Effect of Capital Expenditure on Regional Economic Growth

Based on the results of regression analysis and statistical testing, it can be concluded that partially or
individually, capital expenditure has a positive and insignificant effect on regional economic growth. The results
of this test are supported by studies conducted using related variables.

Suryantini et al. (2018) in his research conducted in Bali Province found that capital expenditure had no
significant and positive effect on regional economic growth in Bali. According to him, the allocation in capital
expenditure determined by a region does not determine regional economic growth.

Meanwhile Wardhiah (2018) found that capital expenditure did not have a significant and negative effect on
regional economic growth in Aceh. This means that the level of capital expenditure allocation has no significant
effect on regional economic growth.

In addition, Pradana and Sumarsono (2018) in their research conducted in East Java found that capital spending
has a significant and positive effect on regional economic growth. According to him, the capital expenditure
issued by local governments is an important factor in increasing regional economic growth.

In line with Pradana and Sumarsono, Alfi and Nuraini (2018) find that capital spending has a positive and
significant effect on regional economic growth in districts and cities in South Kalimantan Province. This result
is also supported by research conducted by Pantas et al. (2019) in which research he conducted in North
Sulawesi found that capital spending had a positive and significant effect on regional economic growth.

The latest previous research supporting this study was conducted by Susetyo et al. (2018) where in his research
found that capital spending has a positive and significant effect on regional economic growth. They also
emphasized that the government should emphasize more on the allocation of capital expenditures, especially
for public facilities, both in terms of quality and quantity so as to stimulate regional economic growth in the
region.

The existence of research results with similar themes but different results is a reason for choosing different
research locations with different patterns of government and political and economic conditions will produce
different research results.

2.3. The Effect of Human Development Index on Regional Economic Growth

Based on the results of the regression analysis and statistical tests carried out, it can be concluded that partially
or individually the human development index has a positive and significant effect on regional economic growth.
The results of this test are supported by studies conducted using related variables.

Appiah et al. (2019) found in a study conducted in 5 (five) countries in Africa, it was found that the human
development index has a positive and significant effect on economic growth. From their research, they
suggested that the governments of the 5 countries in Africa should focus more on human development.

In line with research conducted by Appiah et al, Pradana and Sumarsono (2018) found that the human
development index has a significant and positive effect on economic growth. According to him, to manage
natural resources optimally so that increasing economic growth requires high human quality.

Similar results are also found in research conducted by Maqin and Sidharta (2017) which found that the human
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development index has an effect on economic growth. The growth of the human development index is in line
with the growth in people's purchasing power through the per capita income of the community, which
ultimately affects economic growth.

The last research that supports the results of this study is research conducted by Gustav (in Maqin and Sidharta,
2017) which found that there is a positive and significant two-way relationship. According to him, economic
growth has a positive and significant effect on the human development index by providing output which can
then be used for human development. On the other hand, the human development index also has a significant
and positive effect on economic growth. They argue that the sustainable development of human qualities is a
factor that supports economic growth.

Meanwhile, on a different side Kristina (2017) in research conducted in East Java found that the human
development index has a significant and negative effect on economic growth. This means that if there is an
increase in the human development index, economic growth will decline and vice versa.

In line with the existing hypothesis, it can be concluded that partially or individually the human development
index has a positive and significant effect on regional economic growth. The existence of research results with
similar themes but different results is a reason for choosing different research locations with different patterns
of government and political and economic conditions will produce different research results.

2.4. The Effect of the Degree of Fiscal Decentralization, Capital Expenditures, and Human
Development Index on Regional Economic Growth

Based on the results of the regression analysis and statistical tests carried out, it can be concluded that partially
or individually the human development index has a positive and significant effect on regional economic growth.
The results of this test are supported by studies conducted using related variables.

Appiah et al. (2019) found in a study conducted in 5 (five) countries in Africa, it was found that the human
development index has a positive and significant effect on economic growth. From their research, they
suggested that the governments of the 5 countries in Africa should focus more on human development.

In line with research conducted by Appiah et al, Pradana and Sumarsono (2018) found that the human
development index has a significant and positive effect on economic growth. According to him, to manage
natural resources optimally so that increasing economic growth requires high human quality. Similar results
are also found in research conducted by Maqin and Sidharta (2017) which found that the human development
index has an effect on economic growth. The growth of the human development index is in line with the growth
in people's purchasing power through the per capita income of the community, which ultimately affects
economic growth.

The last research that supports the results of this study is research conducted by Gustav (in Maqgin and Sidharta,
2017) which found that there is a positive and significant two-way relationship. According to him, economic
growth has a positive and significant effect on the human development index by providing output which can
then be used for human development. On the other hand, the human development index also has a significant
and positive effect on economic growth. They argue that the sustainable development of human qualities is a
factor that supports economic growth.

Meanwhile, on a different side Kristina (2017) in research conducted in East Java found that the human
development index has a significant and negative effect on economic growth. This means that if there is an
increase in the human development index, economic growth will decline and vice versa.

In line with the existing hypothesis, it can be concluded that partially or individually the human development
index has a positive and significant effect on regional economic growth. The existence of research results with
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similar themes but different results is a reason for choosing different research locations with different patterns
of government and political and economic conditions will produce different research results.

3.

Conclusions

Based on the results of the research and discussion carried out in the previous chapter regarding the effect of
the degree of fiscal decentralization, capital spending, and the human development index on the regional
economic growth of districts / cities in the former Surakarta residency in 2010-2018, the following conclusions
were drawn:

1.

Degree of Fiscal Decentralization affects both significantly and positively on regional economic growth in
Surakarta Ex-Residency in 2010-2018. (H1 approved)

Capital expenditure partially has no significant and positive effect on regional economic growth in districts
or cities in the former Surakarta residency in 2010-2018. (H2 is approved)

Human Development Index affects both significantly and positively on regional economic growth in
Surakarta Ex-Residency in 2010-2018. (H3 is rejected)

Degree of fiscal decentralization, capital expenditure, and human development index simultaneously have
a significant effect on regional economic growth in districts or cities in the former Surakarta residency in
2010-2018. (H4 is approved)

Based on the existing conclusions, the suggestions that can be recommended from this study are as follows:

1.

In terms of fiscal decentralization, local governments in districts / cities in Solo Raya should be able to
increase local revenue (PAD) through intensive fiscal policy through tax collection efficiency and so on so
that the contribution of local revenue to total regional revenue increases which can beneficial for regional
fiscal independence so that in terms of expenditure policies and regional revenue policies can be
independent and adapted to regional priorities in an effort to increase regional economic growth in the
region.

In terms of capital expenditure, local governments in districts / cities in Solo Raya are expected to increase
the allocation of capital expenditures, which in reality must be balanced with those budgeted in the
Regional Budget (APBD) so that government programs related to infrastructure and asset spending
regions undertaken in the context of increasing regional economic growth can run properly.

In terms of the human development index, it is hoped that local governments in districts / cities in Solo
Raya will take the right steps by implementing policies that have a significant impact on health, education
and economic aspects so that the human development index in the regions is at the right level for support
regional economic growth in their respective regions. It is advisable to increase the number of hospitals
and increase the quality and quantity of provision of medical devices in the regions to ensure health
facilities provided by the local government for the community. In addition, local governments are advised
to establish good relationships with Small Micro and Medium Enterprises (MSMEs) and various companies
so that they can create synergy between them and allow the creation of more jobs so that it will benefit
the community to earn income. Improving the quality of education through increasing the number of
schools, increasing the quality of teachers, and implementing an implemented learning system is also
recommended for local governments in the Solo Raya area so that education as a support for human
development can contribute more optimally.
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Abstract

Millennial generation started to play an important part in Indonesia’s economy. According to Indonesia Central
Bureau of Statistic, 33.75% of Indonesia’s population are part of millennial generation, and extraordinarily
among 67.02% of the Indonesia Workforce, 50.36% are millennial. Apart from having a great potential,
managing millennial generation is not an easy task. Several study pointed how millennial have several
differences compare to their predecessor, and even have a problem when it comes to dealing with
organizational commitment and loyalty. This paper aim to bring up the importance of millennial organizational
commitment and loyalty study, considering the impact that this generation could have in Indonesia. An in-depth
analysis and compilation form previous study are used to construct the theoretical framework between
organizational commitment and loyalty, and how understanding the millennial view of this issue is important.
This paper provide an understanding about this certain issue and help develop the millennial generation study,
along with study in organizational commitment and loyalty.

Keywords: Millennial Generation, Organizational Commitment, Loyalty

1. Introduction

Indonesia is one from several country that expecting a demographic bonus. It is shown in either the country
component or the size of its workforce. Around 66.02% of Indonesia’s population are becoming a part of the
country workforce, and 50.36% of that workforce are part of the millennial generation (Indonesia Central
Bureau of Statistic, 2018). This phenomenon are part of bigger event happened around the world, where the
millennial generation are preparing and entering the economic world, where several expert predicted that this
generation even able to outnumber baby boomer generation when the later started to enter the workforce after
the war (Frey, 2018). The difference is, that while the other part of the world started to define and understand
the millennial generation better, by conducting several research (Kim, 2018; Kurz et al.,, 2019; Pyoérid et al., 2017)
the same cannot be said in Indonesia.

Millennial in Indonesia are expected to play an important role. Indonesia 2045 golden generation is a scenario
when Indonesia’s demographic bonus started to take effect and bring the prosperity to the nation (Rokhman et
al,, 2014). Certainly it can only happen if the stakeholder of this country actually understand the nature of said
generation (Stewart et al,, 2017). The millennial had quite distinctive attributes compared to their predecessor,
this could happen firstly because their attachment to technology (Graybill, 2014; Kim, 2018) this make the
millennial as arguably the first generation that called the digital natives (Kurz et al., 2019; Fry, 2018). Secondly,
there is several value that believed by this generation, ranged from fashion until worldview that quite unique
and never seen before (Stewart et al., 2017). This uniqueness is what provide the business world with their
view for this generation, and somewhat business world still quite skeptic when it comes to millennial
commitment and loyalty (Holtschlag et al., 2020). This could be shown by this generation usually related by
attitude like job hopping (Pyorid et al.,, 2017) and even willingness to just left the job in the pursuit of their own
ideals (Stewart et al., 2017) and this including started their own business (Liu et al.,, 2019).
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Organizational commitment and loyalty is an important aspect for the business. Organizational commitment is
one of defining factor in organizational behavior (Robbins and Judge, 2013), but loyalty had a broader aspect.
Loyalty can related with the employee loyalty which driven from a human resource study (Yao et al., 2019), but
italso a prevalent aspect in marketing study as part of consumer behavior (Bandyopadhyay and Martell, 2007).
In this study, either of those concept are very important, but the employee loyalty become a dominant factor
because this study weighted more to human resource study side. But eventually, this study tried to depict both
loyalty study evenly, because how the millennial generation could also play important role as a consumer.

Both, especially organizational commitment and employee loyalty actually providing the basis of several
organizational citizenship behavior that could help the business to develop and even grow (Robbins and Judge,
2013). Several aspects including company safety practices and employee wellbeing could greatly improve with
the help of organizational commitment and employee loyalty (Liu et al., 2020; Yang and Chang, 2008). Even
millennial generation are no stranger for this effect, with different approach millennial could also develop their
organizational commitment and employee loyalty (Scales and Quincy Brown, 2020), but all in all, it is only
possible if only the understanding about the millennial itself is present.

Indonesia need to address this issue quickly. The millennial already played a part in Indonesia’s economy,
shown in how some of Indonesia’s very own unicorn startup actually started and owned by millennial, like
Gojek and Bukalapak. Moreover with recent global pandemic Covid-19 that changed mostly everything
including economics condition and even people attitude. The pandemic showed how to cope with the modern
technology just like what millennial did since they were born. Indonesia’s millennial probably become the
generation that could play a great role in the recovery process after the pandemic, and understanding them
becoming a paramount issue, because the stake when Indonesia’s economics stakeholder failed to manage this
generation is too high. Entire hope for a country prosperity in year 2045 could be in high risk.

2. Literature Review
2.1 The Millennial Generation Profile

Millennial generation defined in several way. What year this generation born are becoming one of the most
popular definition. Some experts defined millennial as a person that born between year 1981 to 1992, like U.S
Census Bureau and Pew Research Center (Stewart et al.,, 2017). Others defined millennial as a person that born
in between year 1980-1997 (Fry, 2018). With so many definition, Indonesia using the Central Bureau of Statistic
compiled and concluded their own version of millennial, stated that millennial are those that born between
year 1980 to 2000 (Indonesia Central Bureau of Statistic, 2018). This definition by year of birth basically gave
the millennial quite distinctive attribute, which contributed by what happened in the years they born.

The digital native is one of many names experts put to the millennial generation. This is simply coming from
facts that millennial born in the very moment there is a technology boom in human civilization (Pyo6ria et al.,
2017). Direct and never ending interaction with technology, including witnessing technology development
resulting quite intimate and dependent interaction between millennial and technology (Kim, 2018). There is
even a new attitude among CEOQ’s that coming from this background, which is quite acute use of smartphone
even i=at work, that reduce the employee trust to said boss or CEO (Roberts and David, 2020).

With the greater access of information using their capability in dealing with technology come with several good
effect though. Millennial tend to be more creative, are quite brave in sounding their ideas (Stewart et al., 2017).
In the other hand, when a company could utilize this ability, their adaptability in the ever-changing business
environment will positively affected (Holtschlag et al., 2020). In the other hand, millennial will also have less
dependency toward their workplace, simply because they have better information utilization. They simply
could just find other places that offer them a better working experiences and benefits, or just started their own
business (Holtschlag et al., 2020). Moreover, several companies are just cannot deal with millennial world-view
and attitude (Stewart et al., 2017). This is partly because the lack of information, lack of understanding with
millennial, though this generation started to take a greater part in world economy (Liu et al., 2019).
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2.2 Organizational Commitment and Loyalty Among Millennial

Organizational commitment and loyalty especially among employees are important factor that resulted in
company wellbeing. Both played an important role to ensure that employee could do more, and even having
and implementing in themselves the Organization Citizenship Behavior (Robbins and Judge, 2013). Several
studies also shown how this attitude even improve the safety practices within the company and among the
employee themselves (Liu et al., 2020). Furthermore, attitude like choosing their own company product than
others (Yao et al,, 2019) and several others like employee performance (Yang and Chang, 2008).

Loyalty itself had a broader meaning. Loyalty mainly directed towards the employee loyalty, which the likeliness
an employee remain on its workplace or organization (Robbins and Judge, 2013). Loyalty could also related to
consumer attitude, this mainly seen as a how a consumer did their purchasing decision (Bandyopadhyay and
Martell, 2007). Both played important role in economy, in the condition that employee could also become a
consumer himself (Yao et al., 2019). Even though this study weighted more toward the human resource study,
which make the employee loyalty become the main loyalty focus, but it is also important to acknowledge the
study of loyalty the broader aspect, hence it could better describe the importance of millennial loyalty study
either from the human resource or marketing perspectives.

With studies that pointed out how organizational commitment and employee loyalty affect the workplace, with
the new breed of labor called millennial, scientist started to pick interest in this particular generation. At the
very first, millennial usually related to unpleasant attitude like job hoping (Pyoria et al.,, 2017). Recently, it is
found that millennial could stay longer, have a great commitment toward organization and even loyal to the
employer. This could start with changing the method to approach millennial, started by offer them a clear
benefit and a long run attainable experience (Holtschlag et al., 2020). Even in the voluntary work, using different
approach like that could increase the millennial likeliness to remain in the organization, it also supported with
providing a better foundation and understanding for organization goal (Scales and Quincy Brown, 2020).
Tweaking and making the training more fun, and have clear directions also improved the millennial likeliness
to remain in organization(Tews and Noe, 2019).

It is concluded that organizational commitment and employee loyalty still played an important role in
organization. Forming a foundation for organizational citizenship behavior, to ensure a better business
practices in the organization all started from organizational commitment and employee loyalty. In millennial
case, itis found that millennial also have this traits, the only difference is there is different approach and method
to flourish the organizational commitment and employee loyalty among them.

2.3 Importance of Millennial Study

Dealing with millennial needed several steps and processes, but it started with understanding the millennial.
Millennial have quite distinct point of view about what is what, and what is important in their life, and the best
possible way to provide certain level of understanding is to embrace the generational differences (Stewart et
al,, 2017). Secondly, company and organization could started to utilize their competitive advantages, through
better management in technology use (Graybill, 2014; Kim, 2018). Results from this simple approach by provide
a better understanding and better utilization of millennial strength could result in even better organization
practices and most importantly, cultivate millennial organizational commitment and loyalty as an employee.
(Scales and Quincy Brown, 2020).

But throughout history of mankind, there is no ultimate generalization. Even though the millennial could define
simply by looking through their birth year, the differences in how technological advancement in between
country is quite apparent (Kurz et al., 2019; Liu et al., 2019). This result in there could be different breed of
millennial all over the world, with similar traits but quite different background (Liu et al., 2019). The result is
apparent in how millennial in different parts of the world shaped their own business or the business
environment in their own respective country (Liu et al., 2019). With this context, the millennial study and even
generational study could still have great potential for further development.
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This condition mean, that in Indonesia, there is several way to provide the world with better information about
millennial. Indonesia’s millennial showed several quality, including their view about their heritage, especially
in their consumption preferences (Fibri and Frgst, 2020). With a very strong religious background that even
included in the way millennial learn in Indonesia, a more inclusive, more open minded religious people could
appear among Indonesia’s millennial (Masuda and Yudhistira, 2020). With different cultural between Indonesia
and other nation, the millennial study still pretty much hold their own importance in Indonesia. Considering
how this country is still in the path for reaching it potential (Rokhman et al., 2014), and with the recent
pandemic that hit the world hard especially in developing country like Indonesia, studying and providing a
better understanding about millennial could be a great catalyst for Indonesia’s future.

3. Discussion

It is very clear that Indonesia should put further effort to understanding its own millennial generation. With
fantastic population and high percentage of millennial generation in Indonesia’s population the millennial
generation really become an important and integral part Indonesia’s development plan (Indonesia Central
Bureau of Statistic, 2018). It is also on the similar track globally, where it is visible to see a lot of young CEO’s
especially that coming from the millennial background, like Mark Zuckenberg from Facebook.Inc (Liu et al,,
2019). Indonesia had its own share of millennial CEO, and basically they thrive in digital business, which is still
become the millennial generation competitive advantage.

Understanding their attitude, their preferences could become an important step to ensure Indonesia could
reach its planned prosperity. Understanding the basis of millennial attitude could provide a better generational
differences in workplace. Managing and maximizing millennial potential in modern technology could provide a
huge benefit for company. All of this benefit could reach a greater potential if millennial generation
organizational commitment and loyalty could coming through.

The organizational commitment and employee loyalty could provide a basis for organizational citizenship
behavior, which bring greater benefit for company. On the other hand, understanding how millennial consumer
attitude toward purchasing decision, could provide a greater insight in how to promote product to this
generation (Rossiter, 2008). It also worthy noted, with several research conducted in consumer loyalty
(Dehghan and Shahin, 2011) exploring further in millennial attitude could expand the consumer behavior study
itself.

with the recent change both in the technological and economic sector, the business world could greatly shaped
by millennial. With the information technology, it is possible for any model of business to get their own market
niche, which is also expanding with the help of information technology (Anderson, 2007.). it is shown in several
occasion like how Blockbuster failing to compete against more modern and user friendly film streaming
services (Anderson, 2007.), and in Indonesia, invention of Gojek really disrupting how the transportation sector
should function, and it is happening because Indonesia are in the disruption age (Ohoitimur, 2018). Indonesia
is really geared toward how this country make the best out of its millennial generation.

Technological and business that complement each other finally pushed further because of the pandemic that
occurred in late 2019. It is possible that attitude of certain generation affected by the world event that happen
at that moment, this is exactly happened in the baby boomers (Kurz et al., 2019). The baby boomers are
generation that mainly comes from the feeling of its predecessor after the wartime, it fueled with a hope that
the world will finally get some peace and prosper, that is the reason why a lot of baby is being born that time,
hence it come the terms, baby boomers (Phillipson, 2008). Baby boomers also become a bridge generation, to
provide for more sophisticated, more technologically advance generation X and more (Leach et al., 2013). With
the recent pandemic, Covid-19 that shaken and even more disrupting countries economic structure all over the
world, it is apparent that millennial will take something out of this pandemic.

While the entire world are resort and forced to maximize the use of technology because of the pandemic, simply
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said, millennial are just thrive. They become the forefront of positivity with kind like starting up online business,
helping older generation to further utilize the technology and many more. It is possible, because simply put, the
technology is their domain (Matta, 2014). It is no different in Indonesia.

With the position of millennial in Indonesia’s economy, how important it is for company to utilize organizational
commitment, employee and consumer loyalty. Understanding the millennial become an important issue that
could provide a basis for better practice in managing this generation. With the massive change in economic
structure, the disruption that happening right now, the study of the main actor, the millennial becoming even
more important. And with the recent pandemic while millennial take a great portion of positivity, keep moving
with their technological adaptability it is no point for waiting another time for conducting study on the
Indonesia’s millennial generation. But everything is started with the basic understanding, and this why,
understanding the millennial perspective for organizational commitment and loyalty is most important.

4. Conclusion

The importance of millennial organizational commitment and loyalty study in Indonesia is clear. With the
country plan to reach it prosperity, global economic structure at this moment and most importantly the role
that millennial play in the near future, it is just impossible not to conduct any research in this issue. This study
aim to bring forth this issue and it certainly did what it supposed to do.

Millennial study could include the broader scope of study, but it could be better if it started with a
comprehensive exploratory study for this generation. It is needed to build a concrete knowledge foundation for
further research. It is also worth noting that because millennial are unique, a quantitative study to test the
relations between variables is worth conducting with the millennial as the main object. It is possible that
researcher will found interesting responses and further expanding the study itself.

The human resource study and marketing research could benefit much from the millennial, considering their
part in the economy. But contemporary issue like environmental and climate study, and green business
practices could also gain a great input with studying the millennial (Wang et al.,, 2018). Simply put, emphasizing
in generational perspective of the millennial there is a whole new information and knowledge researchers could
get.

Lastly, this study mainly aim for the researchers and experts in Indonesia. Standing from the uniqueness that
held by Indonesia and its millennial generation, it could provide a variation and even different insight in the
millennial study especially, and business study broadly, this study hope to ignite that great potential.
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Abstract

Globalization has carved out a path for easier access to exchanges of information, knowledge, culture, and every
aspect of human’s life. In business context, globalization creates opportunities for one and causes threats for
the other. Moreover, in the current pandemic-world, with economic damage felt by everyone, every step a
business takes is considered a risky move, one wrong step and it may end everything. Supply chain producing
international products is in a challenging phase. To survive currently, companies should diversify their
suppliers and find the nearest supply chain for production to be more competitive. Hence, this study aims to
investigate how local businesses, especially local sport shoe brands are able to sustain and compete with
international brands during this difficult period, and get ready for the post-pandemic market. As people in the
age of 15 - 29 are considered the biggest consumers of sport products in Indonesia, this study is focused on
their preference to choose local sport shoes products over international brands. To examine how emotional
value influences the decision making process, structural equation modelling is applied. The result exhibits that
emotional value has a positive relationship to purchase intention. This finding reveals the opportunity for local
businesses to create emotional relatedness with potential consumers, so as to captivate their purchase
intention. It also provides an alternative outlook for local businesses to compete with international brands and
get ready for the post-pandemic world.

Keywords: Emotional Value, Globalization, Local Products, Purchase Intention

1. Introduction

Globalization is a phenomenon marked by the world becoming one. This is an inevitable part of human
civilization where exchange of communications, knowledge, information and technology, goods and services,
between countries, communities, even individuals becomes quicker and easier (Rehman, Latif, & Rana, 2018).
Globalization creates opportunities and also threats for businesses. With the increasing trend to globalize
business, the threat from competitors will surely be high, coming from either local or even international
competitors (Sarmad, 2015). Businesses need resources, capabilities, and core competencies to compete, their
goal is nonetheless to maximize profit (Hitt & Ireland, 2018).

Minimization of trade barriers and maximization of interactions are two of the factors which push global
trading. New market will emerge and it will create a different kind of competition. Opportunities that business
may have is that every business now has the chance to enter new markets, has more choices of suppliers, and
wider range of consumers, which helps in the growth of the business. While having opportunities, businesses
will also face threats, such as: competitors’ competition, cultural differences when joining new markets, and
rapid changing of global political and economic conditions.

COVID-19 (coronavirus disease) is a disease caused by Severe Acute Respiratory Syndrome Coronavirus 2
(SARS-CoV-2). The World Health Organization (WHO) reported that COVID-19 originated from Wuhan City,
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Hubei Province, China. On 11t of January 2020, China reported their first death caused by COVID-19. On 30t of
January 2020, WHO declared the COVID-19 as a public health emergency of international concern (PHEIC),
which is WHO’s highest alarm. On 11t of March 2020, after assessment of the levels of spread and severity,
WHO made the COVID-19 status as a global pandemic, not only a public health emergency (World Health
Organization, 2020). The first 2 positive cases found in Indonesia were reported on 2nd of March 2020. Up till 3
September 2020, Indonesia has a total of 184,268 positive cases with 7,750 (4.2 percent) reported deaths
(Kementerian Kesehatan Republik Indonesia, 2020).
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Figure 1. Confirmed daily COVID-19 cases in Indonesia

This pandemic has caused great changes to the global economy. The World Economic Outlook (WEQO) provided
by the International Monetary Fund (IMF) predicted that the global economic growth will be - 4.9 percent (IME,
2020). The recovery path will be a slow process as greater social distancing measures hit the economic activities
recovery. Every country, whether those who have controlled the spread of the disease or those who are still
struggling to fight the disease, needs to make sure that they have enough medical and healthcare resources.
Countries will focus more on citizens’ health then followed by economic rebuilding. The Organization for
Economic Cooperation and Development (OECD) predicted that Indonesia’s Gross Domestic Product (GDP) in
2020 will decrease by 2.8 percent - 3.9 percent (OECD, 2020). This is also supported by the World Bank data
that shows Indonesia’s GDP growth in Q1 2020 is 3.0 percent, compared to 5.1 percent growth in Q1 2019 and
5.0 percent growth in Q4 2019 (The World Bank, 2020). Indonesia’s GDP in 2019 is worth 1,119.19 billion US
dollars (The World Bank, 2020). Trading Economics (2020) predicted that it will only reach 970.00 billion US
dollars for the year 2020.

In such challenging moments, there are even more challenges for the local businesses. Consumers tend to spend
less and save more. Indonesia’s Finance Minister, Sri Mulyani Indrawati, expressed that Indonesia may face
recession should the GDP in Q3 2020 shrinks again (followed by GDP shrinking in Q1 and Q2 of 2020) (Akhlas,
2020). The loop in which GDP and consumptions are in may force Indonesia into technical recession. The
Indonesia government provided stimulus to encourage spending so as to increase Indonesia’s GDP, but more
people tend to save money to prepare themselves before the recession that Indonesia might face rather than
spending it. Decrease in consumption is not only a problem faced by the government, by looking from the
microeconomic scope we can see that this is also a problem for local businesses. Firstly, businesses will earn
less, they may need to cut costs to cancel out their expenditures (or even loss). Second, local businesses will
also need to face competition from international brands, which have more resources to compete.
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Figure 2. Indonesia’s GDP 2010 - 2020

Emotional value is one of the factors that influences purchase intention as suggested by many previous
researches. Humans as a social being will be more attracted to things that have an emotional relation to us. In
branding context, businesses try to combine emotional branding which caters to consumers’ emotions together
with the utilitarian value a brand has so that it creates maximal impact to influence consumers’ purchase
intention (Singla & Gupta, 2019). Businesses focus on creating an image for the brand that ‘attacks’ their target
consumers’ emotional feelings. Thus concluded that local businesses may also make use of emotional value
factors to plan and deploy appropriate strategy that can attract consumers.

Many Indonesians are using counterfeit products of international brands rather than genuine products of local
brands. A report published by the International Trademark Association (INTA) targeting those 18 to 23 years
old, stated that “Indonesia ranks as having the fourth highest percentage of Gen Z-s who have purchased
counterfeit products in the year prior to the study—at 87 percent of respondents, compared with a global
average of 79 percent” (International Trademark Association (INTA), 2019). In the same report, INTA’s study
shows that 53 percent of the respondents uses counterfeit goods because “others will not know even if I use
fake products”, and 73 percent agrees that “counterfeit products are easier to find” (International Trademark
Association (INTA), 2019).

Consumers’ behavior in consumption can be divided into two types: utilitarian value and non-utilitarian value.
Utilitarian values are the value that comes from the functionality of the product (rational), while non-utilitarian
values are the value that comes from subjective and personal experiences (emotional) (Andarini & Kurnia,
2014). This study will discuss on dimension the consumers’ consumption behavior - the emotional value.

Availability, similarity, emotional value (influencing creation of brand image), symbolic meaning, and needs for
uniqueness, these factors encourage Indonesians to use counterfeit products of international brands. While
availability and similarity is the dimension of utilitarian value, the other factors belong to the non-utilitarian
value. International brands usually present an image of superior quality and unique design for their products.
These dimensions are the reasons why counterfeit products of international brands consumption in Indonesia
is high. Consumers value the ‘feeling when using the brands’ and the ‘representation of higher social status’
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more over the authenticity and quality provided by the original product (Fenitra & Haryanto, 2020). We can
conclude that emotional value plays a vital part in shaping consumers’ purchase intention for international
brands, and one point lacking from local brands is the emotional value that brands create.

The main purpose of this study is to investigate how local businesses, especially local sport shoe brands are
able to sustain and compete with international brands during this difficult period, and get ready for the post-
pandemic market. We will focus on the aspect of emotional value which influences purchase intention. This may
help local businesses understand better on how to capture consumers’ purchase intention through creating
emotional value to their brand, how can local businesses sustain and compete with foreign brands, and how
can local businesses prepare for the post-pandemic economy.

2. Theoretical Foundation and Hypotheses
2.1 Indonesia’s Market

In 2019, data released by Indonesia Central Bureau of Statistics (Badan Pusat Statistik - BPS) shows that
Indonesians aged 15 - 29 stands at 65.4 million (24.4 percent) from the total population (268 million) (BPS-
Statistics Indonesia, 2020). The subject of this study will mainly focus on Indonesians from this age group as
they belong to the productive age, are able make their own purchase decisions, and also are most likely to
purchase sport products - shoes in particular.

2.2 Emotional Value

In the theoretical aspect, there is no single definite theory and dimension that can explain emotional value.
Emotional value is the enjoyable and fun experience consumers feel when using certain products (Sarmad,
2015). It relates to emotional rewards like pleasure and happiness feeling, positive feelings relate to positive
experience, and vice versa (Asshidin, Abidin, & Borhan, 2016). Lee, Kim, Pelton, Knight, & Forney (2008) also
define emotional value as a benefit from feelings (such as enjoyment or pleasure) that a product generates.
Thus, it can be concluded that emotional value is the feeling generated when a certain product is used.

The dimensions of emotional value are wide, different theories are proposed to examine the dimensions of
emotional value. By reviewing previous studies, the author narrowed down these dimensions into: social status,
need for uniqueness, and symbolic meaning, as discussed as follows. Emotional value is related to the needs of
consumers to show their social status through their purchase, which in turn will create an enjoyable sensation
for them (Andarini & Kurnia, 2014; M.-Y. Lee et al., 2008; Soh, Rezaei, & Gu, 2017). Need for uniqueness as one
of the most mentioned dimension of emotional value is because that people try to be distinct and different (in
a positive way) from the crowd, the purpose of being different is to stand out which would enhance their social-
image (Andarini & Kurnia, 2014; Kumar, Lee, & Kim, 2009; Soh et al,, 2017). Another dimension discussed in
this study is the symbolic meaning in creating emotional value, a product may have certain symbolic meaning
attached to the consumers’ emotion. The symbolic meaning may be in a form that symbolizes certain experience,
as a display of wealth and status, and other meanings related to the consumers’ personal self (Asshidin et al.,
2016; Soh et al,, 2017).

2.3 Brand Image

Brand image can be defined as the thought that arises in people’s mind when they come across certain brands
(Saidani, Muztahid, & Haro, 2017). It is the impression shaped by information, and understanding of that brand
through previous experiences, which also provides self-expression (Fenitra & Haryanto, 2020). Brand image
can be concluded as a way how consumers perceive a brand, this particular view can be shaped by emotion felt
by consumers and also previous experiences related to the brand. Singla & Gupta (2019), explained that there
are different levels of strategies to create brand image, the first level is by reflecting brands’ functional benefits
(utilitarian value) and the second level is by reflecting brands’ emotional connections with consumers.
Emotional branding is used to evoke consumers’ emotions in creating a brand image by building a brand that
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communicates messages which matches consumers’ emotions.
2.4 Purchase Intention

The word ‘purchase intention’ itself is self-explanatory enough. Purchase intention is a planned behaviour that
stimulates and drives the consumer to purchase a particular brand based on their evaluation. It represents the
possibility that consumers will plan to purchase a certain product or service in the future (Andarini & Kurnia,
2014; Calvo-Porral & Lévy-Mangin, 2017). When consumers perceive something they gain from the previous
purchase, whether it is from the emotional value or the utility value, this will create purchase intention for them
to keep using the same brand in the future (Calvo-Porral & Lévy-Mangin, 2017).

2.5 Hypotheses and Conceptual Framework
2.5.1 Relationship between Emotional Value and Purchase Intention

Emotional value is usually associated with experience when using certain products, thus, information is a key
aspect in forming emotional value. Information (including past experiences) will create an emotional
relatedness towards a certain product, then emotional relatedness will in turn influence purchase intention.
Previous researchers also found out that the more consumers feel emotionally related to a product of a brand,
then the more likely they will purchase and use it (Khan, Memon, & Kumar, 2019). Besides emotional relation,
emotional benefits also influence consumers’ purchase intention (M.-Y. Lee et al, 2008). Some researcher
proposed that emotional value is more important than how consumers perceived the quality of a product
(Kumar et al.,, 2009). Consumers tend to seek the value and the meaning behind the product they purchased.
This is why some advertisements use techniques that evoke the emotion of consumers, rather than emphasizing
on its utilitarian value, to achieve the marketing purpose (Savic, Peri¢, & Somodi, 2019). Another thing is the
need for uniqueness, consumers try to stand out and be different from the crowd (Kumar et al., 2009; Soh et al.,
2017). Fashion affects ones’ personal image, and human beings have this certain needs to feel special, fashion
then becomes a platform for people to express their image in a special way, in a way that could impress many,
and in a way to feel the pleasure of being special. Once emotional value is built behind the brand, which is an
enjoyable feeling as an emotional reward, or even when consumers are emotionally related to the brand, this
will influence consumers’ purchase intention. Thus, the first hypothesis will be:

H1: Emotional Value significantly influences Purchase Intention.

2.5.2 Relationship between Emotional Value and Brand Image

The shaping of a brand image starts from obtaining information, creation of value, assessment, and eventually
image established. Emotional value related to a brand can shape up the brand image created (Singla & Gupta,
2019). Studies found that emotional value is associated with brand image, where the higher the emotional value,
the better the brand image is in the thought of the consumers. Brand image can be created by: reflecting brands’
utilitarian value, and reflecting brands’ emotional value (Savic et al., 2019). Recent studies have proposed that
businesses should go beyond creating only functional brand image, businesses can start creating emotional
connection with consumers. Branding now can’t only focus on introducing a product’s functions, branding must
be able to relate to consumers’ emotion to be successful. The second hypothesis is built on the fact that
emotional value will have an influence on brand image built by consumers. Thus,

H2: Emotional Value significantly influences Brand Image

2.5.3 Relationship between Brand Image and Purchase Intention

Brand image is one of the most discussed factors that influences purchase intention. It is a way the brand builds
itself around the consumers thought, a way the consumers perceive a certain brand (Fenitra & Haryanto, 2020).
Businesses spend a lot trying to build a brand with a good image. Positive image is associated with a higher
level of purchase intention (Fauziyyah, Dimyati, & Suryaningsih, 2018). Brand image revolves not only on
providing utilitarian value of the products, a business brand image also provides self-expression for their users
(Fenitra & Haryanto, 2020). Consumers would like to express themselves and build a positive self-image by
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using a brand with a good image. The way the public perceives a brand image is also an important factor
contributing to consumers’ purchase intention (Singla & Gupta, 2019). A good image is needed for a brand to
attract their consumers, accordingly the third hypothesis will be:

H3: Brand Image significantly influences Purchase Intention

2.5.4 Relationship between Emotional Value and Purchase Intention, mediated by Brand Image

The relationship between emotional value and purchase intention may be mediated by brand image. As
explained above, brand image may be created and influenced by emotional value, and brand image will
influence purchase intention. Based on their relationship, we will aim to find out the indirect relationship of
emotional value with purchase intention, which is mediated by brand image, and also compare it with the direct
relationship between emotional value and purchase intention. Based on that, the fourth theory for this research
is formed, which is:

H4: Brand Image mediates the relationship between Emotional Value and Purchase Intention

2.5.5 Conceptual Framework

Emotional Value -\' t'/ Purchase Intention )
< J/ N

Brand Image

Figure 3. Conceptual Framework

3. Research Methodology

The research design used will be the quantitative method. The quantitative method will collect numerical data
that can be measured by instruments and analysed using statistical procedure. The data for this research will
be obtained through distribution of questionnaires to the sample defined for this study. The items in the
questionnaire are adopted from previous research done by Calvo-Porral & Lévy-Mangin, (2017); Kumar et al,,
(2009); M.-Y. Lee et al., (2008); and Soh et al., (2017). The target sample for the research will be Indonesians
belonging to the 15 - 29 age group who understand the research subject. The minimum number of samples
needed are 150 respondents, based on the reference from Hair Jr, Hult, Ringle, & Sarstedt (2017) by using the
10 times rule. Sample will be obtained by using the convenient sampling method, as cost and time being one of
the limitations for this study. Data will then be analysed using Partial Least Squares (PLS) analysis with
Structural Equation Modelling (SEM) technique. Hair Jr, Black, Babin, & Anderson (2019) define PLS-SEM as “a
variance-based method to estimate structural equation models that uses total variance and focuses on
maximizing the explained variance of the endogenous latent variable(s)”. PLS-SEM seeks to explain the
relationships among multiple variables simultaneously. SPSS v. 26 and SmartPLS v. 3.2.8 are tools used to
analyse the data.
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4. Results
4.1 Respondents’ Demography Statistics

The respondents for the study are collected through distribution of online questionnaires, as much as 200 valid
responses are gathered and analysed. The respondents consist of 89 (44.5 percent) maleand 111 (55.5 percent)
female respondents. As the study tried to explain the purchase intention of the 15 - 29 years old, the responses
gathered were also from those of this age group, mostly by the 17 - 22 years old (184 respondents - 92 percent).
The professions answered by the respondents consist mainly of two groups: workers (98 respondents - 49
percent) and non-worker (98 respondents — 49 percent). The income from the data provided stands at 41.5
percent having income above IDR 3,500,000.00, and the others 58.5 percent has an income below IDR
3,500,000.00. As the respondents are mostly college students, they all have a high school degree as their latest
education background - standing at 91 percent. As much as 163 respondents stated that they have experience
using or at least they have the intention to use local sports products, standing at 81.5 percent. The other 37
respondents answered no to the question mentioned above. Table 1 shows the summary of the respondents’
characteristics.

Table I. Respondents’ Characteristics Summary

Characteristics Frequency | Percent

Gender Male 89 445
Female 111 55.5

Age <17 1 .5
17 - 22 184 92.0

23-28 15 7.5

Profession Others 4 2.0
Working College Students 89 445

Not Working College Students 98 49.0

Private Sector Worker 8 4.0

Entrepreneur 1 .5

Educational Background | Bachelor Degree 16 8.0
Doctor Degree 2 1.0

High School 182 91.0

Income <Rp 3,500,000 117 58.5
>Rp 5,000,001 23 11.5

Rp 3,500,001 - Rp 5,000,000 60 30.0
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4.2 Model Evaluation

According to Hair etal., (2019), the SEM-PLS technique analyses data in two parts: first the measurement model
(outer model), then the structural model (inner model). The data collected are processed with a bootstrapping
procedure of 5,000 samples.

4.2.1 Measurement Model (Outer Model)
Indicator Loadings

The outer loading of an item should have a value of > 0.708 to indicate that the item is reliable (Hair et al., 2019,
2017). The test result shows that all the items have an outer loading of at least 0.709 which proves that all the
items are reliable.

Construct Reliability (Internal Consistency Reliability)

The construct reliability is measured using Cronbach’s alpha and composite reliability, where both should show
a value of above 0.70 to indicate satisfactory reliability (Hair et al., 2019, 2017). Table 2 shows the test result
for both Cronbach’s alpha and composite reliability is satisfactory.

Table II. Construct Reliability Results

Cronbach’s Alpha Composite Reliability
Original Sample Sample Mean Original Sample Sample Mean
BI 0.829 0.828 0.886 0.885
EV 0.871 0.869 0.906 0.905
Pl 0.892 0.891 0.932 0.932
Convergent Validity

Next will be the test for convergent validity which uses the Average Variance Extracted (AVE) as a measure, the
AVE should show a value above 0.50 to indicate the validity of the test item (Hair et al,, 2019, 2017). Brand
image, emotional value, and purchase intention shows an AVE value of 0.661, 0.659, and 0.821, respectively.
This indicates all the test items are above 0.50 which means the items are valid.

Discriminant Validity

Discriminant validity implies that the construct is unique and it is not represented by other constructs in the
model, this is assessed using the heterotrait-monotrait ratio (HTMT) which should show a value below 0.90
(Hair et al,, 2019, 2017). The constructs in this study all stay below the value of 0.90 which indicates that the
constructs are all distinct from each other.

4.2.2 Structural Model (Inner Model)
Collinearity

Collinearity issues in SEM-PLS are measured using the Variance Inflation Factor (VIF) the suggested VIF value
is < 5 (Hair et al,, 2019, 2017). Such as the case in this study, the analysed data shows the highest VIF is 2.563
which indicates that critical collinearity issues are not present in this study.

Coefficient of Determination

R? is used to measure the predictive power of the model which ranges from 0 to 1, the higher the value of the
R? indicates better predictive power. RZ values of 0.75, 0.50, and 0.25 can be considered substantial, moderate,
and weak, respectively (Hair et al., 2019, 2017). Brand image has a value of 0.613, and purchase intention has
a value of 0.657, which indicates that they have moderate to high predictive power.
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Effect Size

As the name suggests, it measures the effect of exogenous construct toward the endogenous construct. The f2
values 0f 0.02, 0.15, and 0.35 indicate small, medium, or large effect, respectively (Hair et al,, 2019, 2017). Table
3 shows the effect size of exogenous construct toward the endogenous construct in this study.

Table III. Effect Size of the Constructs

Original Sample Sample Mean Effect Size
BI -> PI 0.347 0.359 Large
EV -> BI 1.563 1.663 Large
EV -> PI 0.100 0.107 Medium

Cross-validated Redundancy

The next criterion for assessing the structural model is the predictive relevance of exogenous construct towards
the endogenous construct. Q2 value should be higher than 0 to indicate that the predictive relevance is
acceptable (Hair et al,, 2019, 2017). The result in this test shows Q2 value of 0.369 for brand image and 0.498
for purchase intention.

Hypothesis Testing
Direct Effects

The test results show that emotional value influences brand image the greatest (0.782), followed by brand
image influencing purchase intention (0.553), and emotional value towards purchase intention has the least
influence (0.299). Table 4 shows the direct effects from the conceptual framework proposed.

Table IV. Path Coefficients

Original Sample Sample Mean Standard Deviation | T Statistics P Values
BI -> PI 0.554 0.553 0.079 7.047 0.000
EV -> BI 0.781 0.782 0.042 18.555 0.000
EV -> PI 0.298 0.299 0.081 3.690 0.000
Indirect Effects

Although the direct effect shows little influence from emotional value towards purchase intention, but when
they are mediated through brand image, the value of the influence increases to 0.432. Concluded, the total effect
of emotional value towards purchase intention is 0.731. All the results show significance effect with T-value >
1.96 and P-value < 0.05.

Table V. Indirect Effect

Original Sample | Sample Mean | Standard Deviation | T Statistics P Values

EV ->BI->PI 0.433 0.432 0.061 7.065 0.000
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Table VI. Total Effects

Original Sample Sample Mean Standard Deviation | T Statistics P Values
BI -> PI 0.554 0.553 0.079 7.047 0.000
EV -> BI 0.781 0.782 0.042 18.555 0.000
EV -> PI 0.731 0.731 0.042 17.333 0.000

< Emotional Value >7 0.299 4>< Purchase Intention )

0.782 0.553

\< Brand Image >/

Figure 4. Direct Effects

5. Discussion

The respondents are mostly 17 - 22 years old college students which are the most likely group to purchase local
products especially sport products, they also belong to the active age which is more likely to engage in sport
activities than other age groups.

The first discussion highlights the influence of emotional value towards purchase intention. From the result, we
can see that the first hypothesis is accepted as emotional value influences purchase intention in a positive
significant way. Emotional value can create emotional relatedness and pleasure of a consumer towards a
product. The same thing was also mentioned by M. Y. Lee et al., (2008) that once a consumer feels emotionally
pleasured by a product, purchase intention is likely to happen. The emotional value in this study is measured
by three dimensions: social status, need for uniqueness, and symbolic meaning.

Social status can create emotional value in consumers by giving them a feeling of happiness and enjoyment
when they are perceived as someone having a higher social status when using the product. People enjoy the
feeling of respect given by others, they enjoy the proud feeling when using an original local brand which may
raise their social status. This is in line with the study of Kumar et al., (2009) and Andarini & Kurnia, (2014)
which proves that emotional value is associated with status and esteem than may enhance emotional rewards.
Soh et al,, (2017) also suggested that a stronger feeling of presence among the social group is also an enjoyable
feeling which then relates to the next dimension - the need for uniqueness.

The need for uniqueness is another thing that may influence emotional value too. Humans are born the same,
but they don’t want to be the same with each other. People tend to try and create a self-image that leaves a good
impression and is not easily duplicated by others. Theory of Uniqueness as quoted by Soh et al., (2017) also
revolves around the desire of an individual to be distinct from others in the purpose of improving self-image.
Fashion then becomes an instrument on how to create that self-image as it is a thing that leaves an impression
for others. Standing out from the crowd can be created by using a distinct product, the feeling of standing out
is an enjoyable experience thus it creates an emotional value for the consumers (Soh et al.,, 2017).
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Symbolic meaning of certain products also influence the feeling of consumers, a certain product may have a
certain value attached to consumers thoughts, where it is shaped by previous usage experiences or by public
perception. A certain product of a brand may be used to symbolize something, such as the usage of local
products may be used to symbolize patriotic feelings for the country. Another example can be seen from the
usage of luxury goods to symbolize the status and wealth of the user. The symbolic meaning behind the product
may increase consumers’ intention to purchase the brand (Asshidin et al., 2016; Soh et al., 2017). All the
dimensions above are used to satisfy and create emotional benefits needed by the consumers, as M.-Y. Lee et al.
(2008) suggested that these kinds of emotional benefits generated will influence consumers’ purchase
intention. In conclusion, this hypothesis is accepted.

Next, we will discuss how emotional value significantly influences brand image. The second hypothesis is also
accepted with the highest influence compared to other relations. Emotional value related to a brand can shape
up the brand image created. The dimensions of emotional value discussed above may directly or even indirectly
create a brand image. Brand image can be defined as the image that arises in consumers mind when they
encounter products from a certain brand (Fenitra & Haryanto, 2020). The creation of brand image may come
from different factors with emotional value being one of them. Feeling of happiness and enjoyment when using
a product creates a happy and comfortable image in the consumers’ mind. So the next time consumers are faced
with the brand, they'd associate it with the positive feelings that they felt when they used it before. Some
advertisers create advertisements which try to engage directly towards the emotions of the target audience, the
reason behind this is to create a good impression by creating uniqueness and this is also used to guide the target
audience in creating a positive brand image (Savic et al., 2019). We can see that in this case, emotional values
do influence consumers’ creation and perception towards a brand. By looking over the fact that their
relationship has the highest influence over other relationships, we can conclude that businesses need to take
note of consumers’ emotional value when they are trying to build up their brand image.

Here we will be discussing how brand image significantly influences purchase intention. The way how a
business is perceived by the consumers is one important factor that influences their purchase intention. A
positive brand image is more likely to be purchased than a negative brand (Fauziyyah et al., 2018). Consumers
tend to prefer a brand over the other because of the image they have on that certain brand (Putra & Suprapti,
2019). Other than emotional value, there are many ways a business can create a positive brand image - quality,
services provided, social program, and others. As mentioned by Singla & Gupta (2019) the conventional method
of creating brand image is by reflecting functional benefits of the product (such as products’ quality), but as it
develops, brand image shall be created to satisfy both consumers’ needs for functional benefits and also their
emotional needs. Fenitra & Haryanto (2020) also suggested that brand image can create emotional benefits by
providing their users with a chance for self-expression. Brand image may also be created to attract nationalist,
who feel proud when using local products. Brand image may also be created to attract quality hunters, who
value quality more than other things. Brand image may also be created to attract value seekers, who think that
product’s value is important. There are many ways to create a brand image, and businesses need to understand
what kind of image they want to present, and whether the image created can be attached to their consumers.
Combining all the above, we can conclude that a brand image influences purchase intention. The third
hypothesis in this case is also accepted as brand image significantly influences consumers’ purchase intention.

Lastly, emotional value direct influence to purchase intention is not high, but when it is mediated through brand
image, the total effect is high. The mediation effect present in this study is complementary (partial mediation).
By reviewing the explanation of the second hypothesis, which has the highest direct effects, we can see that
emotional value has a great influence on the way consumers perceive a brand, the better emotional benefits
and emotional relation consumers have on a brand, the more likely the image build will be a positive image. The
same case can be seen from the explanation of the third hypothesis, which has the second highest direct effects,
the better the brand image a brand has, the more likely consumers will purchase products from that brand. In
this case, the influence of emotional value towards purchase intention when mediated through brand image is
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higher than the direct influence. This shows that to increase purchase intention, businesses can try to create
emotional value that can influence the brand image. Then the deeper and positive emotional value created will
create a more positive brand image, which in turn will create a higher chance of consumers’ purchase intention.
Judging by the outer weight of the emotional value’s indicator, the first indicator “I enjoy using the product” has
the highest effect, followed by “I feel comfortable using the product”, then “I feel proud using the local product”.
It can be validated that the enjoyable, happy, and comfortable feelings are the main factor influencing purchase
intention mediated through brand image. The fourth hypothesis is also accepted.

6. Conclusions and Limitations

This study, which has a sample of mostly Indonesians aged 17 - 22, concludes that emotional value can directly
influence purchase intention, and it has greater influence on purchase intention when mediated through brand
image. The dimensions of emotional value brought up in this study are: social status, need for uniqueness, and
symbolic meaning. Consumers want to express themselves to the public (self-expression) by leaving a positive
impression - a positive personal image, an image which is usually shaped through their appearance. It can be
argued that the appearance of a person and the choice of product they use will have an impact on their
impression left to others. People tend to feel more respected when they are treated as someone in the higher
social class, the feeling of respect is enjoyed and thus it becomes a pleasure and desire for consumers. Other
than pleasure from social status, it can also be obtained by the unique feeling, stronger presence in their social
circle, and as someone ‘more valued’. This leads us to the need for uniqueness, need for uniqueness can also
create pleasure for consumers. It makes them feel happy when they are different from the crowd, which is also
a pleasure that drives consumers to buy luxury goods. They feel proud to stand out by displaying that they are
different. They wanted to attract more attention, thus when they are admired by many, this creates a positive
mental image as their self-image created is pleasurable to others and more importantly to themselves. A
product may also have a symbolic meaning behind it. The symbolic meaning usually contains their own
emotional benefit related to the users. Symbolic meaning may be perceived differently between individuals.
Symbol towards a brand or a product is derived from the mental feeling related to previous experiences or
certain encounters. The symbol a product has will trigger the emotional side of the product rather than the
utilitarian side of it, thus it is associated with emotional value.

The emotional benefits coming from the pleasure, happiness, and enjoyment when a product is used creates
emotional value,

)] Directly, emotional value influences the purchase intention towards a product of a certain brand.
(ii) Indirectly, emotional value will influence brand image, which then brand image will influence
purchase intention towards a product of a certain brand.

As the result presents, the direct path of emotional value influencing purchase intention is lesser than when it
is mediated through brand image. Brand image itself already drives consumers’ purchase intention. As brand
image may be both the personal perception of someone towards a brand, it may also be a public perception
towards a brand. A brand with a positive image is likely to have a higher tendency of being purchased. Added
with the emotional value created towards a brand, this explains why brand image mediating emotional value
and purchase intention has a (higher) positive significant influence.

For local businesses, we can see that they have to engage with consumers’ emotional value in order to compete
in this global era. They need to engage both directly and indirectly to consumers’ emotional value. By directly
they have to create and trigger the emotional benefits that can be felt by consumers when using their product
to increase their purchase intention. By indirectly, they need to shape up a brand image, a positive one. Brand
image is one important factor contributing to purchase intention. As mentioned in the discussion above, local
businesses can also shape the brand image in consumers’ thoughts by triggering their emotional value.
Emotional value can create a brand image of a consumer towards a certain brand. Emotional value can both be
positive and also negative. Positive feelings relate to pleasure, enjoyment, happiness, and other positive
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emotions. Negative feelings relate to uncomfortable, awful, sadness, and other negative emotions. Local
businesses should try to avoid those negative feelings when they are creating consumers’ purchase intention
(whether directly or indirectly). Only positive emotional values are associated with positive brand image and
also purchase intention.

This study has some limitations which may be addressed by future researchers. The samples collected are
mostly college students aged between 17 - 22 may limit the generalization of the study. Future research could
find more sample to represents consumers from other groups (e.g. working group, millennials). This study
solely uses emotional value as the independent variable. There are other factors influencing purchase intention.
To provide better and broader understanding, future research could include other variables that influences
purchase intention. Finally, this study is conducted to investigate purchase intention of local products as a whole.
Thus, caution must be taken when applying the results to one specific brand.

Although local businesses are faced with such a challenging economic condition right now, the author expects
these findings will encourage local businesses to create opportunities out of this crisis and reconstruct their
products and even their brand. Furthermore, this study can be applied as a reference to help local businesses
(especially in the line of sport products) to understand better the driver of consumers’ purchase intention from
the aspect of emotional value, so that they are able to better strategize their future path when competing with
international brands and are able to prepare themselves for the markets after the pandemic.
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The Effect of COVID-19 on Stock Market: A Study at Indonesia Stock
Exchange (IDX). An Abstract
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The Corona Virus Disease (COVID-19) pandemic has raised costs for the health system, both public and private,
medical care for the infected and pandemic control, loss of work productivity, social distancing disrupts
economic activities, the impact of tourism, the impact on foreign direct investment. Furthermore, apart from
these impacts, COVID-19 will also affect the global economy, including the financial system and capital markets.
The purpose of this study was to analyze the impact of the Corona Virus Disease (COVID-19) pandemic, whether
it was positively affected or died on the capital market on the Indonesia Stock Exchange (IDX). The sample of
this research is all companies listed on the IDX for the period 2020 that trade shares on the IDX in the period
from March 2, 2020 to April 22, 2020. This research data is secondary data in the form of: (1) The number of
people who have been confirmed with COVID- 19 and the number of people who died due to COVID-19, which
were obtained through the website http://sinta.ristekbrin.go.id/covid/datasets, and (2) the Composite Stock
Price Index (IHSG) obtained from the official IDX website, namely www.idx.co.id. Data analysis to test data
normality used the Kolmogorov-Smirnov test. Hypothesis testing using simple regression analysis using SPSS.
The result is the number of people who have been confirmed with COVID-19 and the number of people who
have died due to COVID-19 have an effect on the Composite Stock Price Index (IHSG) at a significance level of
10%.

Keywords: Covid-19, Composite Stock Price Index (IHSG), Indonesia Stock Exchange (IDX)
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Abstract

This study is to determine the effect of organizational culture, compensation, and organizational commitment
on employee performance, through job satisfaction as an intervening variable. This type of research is research.
The study population was employees of PT. Austin Engineering Indonesia, with 154 employees. The number of
samples in this study were 154 employees. The sampling technique used a census. Data collection was carried
out by means of a questionnaire. The data analysis technique used multiple linear regression analysis. The
results of this study are: organizational culture has a significant effect on employee performance, compensation
has a significant effect on employee performance, organizational commitment has a significant effect on
employee performance, job satisfaction has a significant effect on employee performance, organizational
culture has a significant effect on employee performance through job satisfaction, compensation has a
significant effect. on employee performance through job satisfaction, and organizational commitment have a
significant effect on employee performance through job satisfaction.

Keywords: Employee Performance, Organizational Culture, Compensation, Organizational Commitment, Job
Satisfaction

1.Preliminary

Organizations are faced with intense competition and changes that take place very quickly. This can be realized
if employee performance is optimal, organizational culture is strong, the compensation provided by the
organization to competing employees is better than that provided by similar organizations, and the
participation of employees. Employee participation is reflected in the commitment given by employees to the
organization. Another thing that is indicated to affect employee performance is job satisfaction. In the initial
survey conducted, it was found that there had been a decline in employee performance during the last 3 years,
which was indicated by the lack of a strong organizational culture, as evident from the lack of concern for
company employees in the use of company facilities and infrastructure.

There are employee complaints related to compensation that are not in accordance with job risks. There are
symptoms of decreased organizational commitment, this can be seen from the increased turnover rate over the
last 3 years. Employee job satisfaction has not been optimal with the inclusion of several letters in the company
suggestion box.

According to Kasmir (2018), employee performance is an act, achievement, and skill for a person to do his job.

Organizational culture is a way of thinking, feeling and reacting based on certain patterns that exist in the
organization, Romli (2017).

Compensation is remuneration provided by the company to employees in return for donating energy and
thoughts for the progress of the company, Setiyoningsih (2011).

Page | 174
http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020
mailto:sarisucahyo@yahoo.com

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

Organizational commitment is a sense of identification, involvement, and loyalty expressed by a member to his
organization, Widiana (2015).

Job satisfaction according to Davis (2016) is a pleasant or unpleasant feeling that is felt by employees in seeing
their work.

Employee performance is influenced by several variables, including organizational culture, compensation,
organizational commitment, and job satisfaction. Based on real conditions and compared to theory, a study was
conducted with the title Employee Performance: Organizational Culture, Compensation, and Organizational
Commitment, with Job Satisfaction as an Intervening Variable.

2.Literature Review
Employee performance

According to Mangkunegara (2017), performance is the result of work in quality and quantity achieved by an
employee in carrying out tasks in accordance with the responsibilities assigned to him. Performance measuring
indicators are quality, quantity, time, cost reduction, supervision, and the relationship between employees.

Compensation

According to Luthans (2018), it is the awarding of direct and indirect, financial and non-financial rewards that
are fair and appropriate to employees for their contributions in achieving organizational goals.

Organizational Commitment

Organizational commitment is a state of individual psychological linkage in an organization, where the
individual takes sides, is loyal, is identified, and is involved in an organization, Robbins (2018).

Job satisfaction

According to Robbins (2018) job satisfaction is the feeling of employees about their work results.

3.Research Methods

This type of research is quantitative research using primary data sources. Data collection techniques using
questionnaires, and data analysis techniques using multiple linear regression.

Research Population

The population in this study were permanent employees of PT. Austin Engineering Indonesia, with 154
employees.

Research Samples

The research sample was 154 people using saturated sampling technique.
Data analysis technique

Analysis of research data in this study using multiple linear regression analysis.
Research Results and Analysis

Before the questionnaire was distributed to the respondents, the validity and reliability of the instrument were
tested with valid and reliable results. After the respondents' answers have been collected, data processing is
carried out using multiple linear regression with the SPSS tool. Based on the results of multiple linear regression
calculations, the following results were obtained:

The Influence of Organizational Culture on Job Satisfaction

The results of hypothesis testing of organizational culture variables resulted in a value of t_ (count) of 2,789
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greater when compared to t (table) of 0.677 and a significant value of 000 <0.05, then H_01 was rejected and
H_al was accepted, thus the partial test of organizational culture variables had a significant effect on job
satisfaction of employees of PT. Austin Engineering Indonesia. The results of this study are consistent with the
results of research by Herawan, Gunawan, and Nurtjahjono (2015), Tumbelaka, Alhabsji, and Nimran (2016),
and Primasheila, Hanafi, and Bakri (2017).

The Effect of Compensation on Job Satisfaction

Based on the results of hypothesis testing in this study, compensation has a significant effect on job satisfaction,
the t_ (count) value is 5,816, which is greater than the t_ (table) of 0.677 and a significant value of 000 <0.05,
then H_02 is rejected and H_a2 is accepted, thus partial test of compensation variable has a significant effect on
job satisfaction of employees of PT. Austin Engineering Indonesia. The results of this study support the research
results of Akmal and Tamini (2015), Retnoningsih, Sunuharjo, and Ruhana (2016), and Septerina and Irawati
(2018).

The Effect of Organizational Commitment on Job Satisfaction

The results of testing the organizational commitment hypothesis resulted in a value of t_ (count) of 3,581
greater when compared to t_ (table) of 0.677 and a significant value of 000 <0.05, then H_03 is rejected and
H_a3 is accepted, thus partially test, organizational commitment has a significant effect on satisfaction. work of
employees of PT. Austin Engineering Indonesia. The results of this study support the research results of
Parimita, Larasati, and Handaru (2014), Arifah and Romadhon (2015), Mus, Koesmono, and Wulani (2017).

The Effect of Job Satisfaction on Employee Performance

Based on the results of hypothesis testing in this study, Job Satisfaction has a significant effect on employee
performance, the t_ (count) value is 7,716, greater than the t_ (table) of 0.677 and a significant value of 0.000
<0.05, then H_04 is rejected and H_a4 is accepted, thus in partial test Job Satisfaction has a significant effect on
the performance of employees of PT. Austin Engineering Indonesia. The results of this study support the
research results of Kristianto (2011), Indrawati (2013), Damayanti, Hanafi, & Cahyadi (2018).

The Influence of Organizational Culture on Employee Performance Through Job Satisfaction

Based on the results of testing with Path Analysis, it can be explained that Organizational Culture has a
significant effect on the performance of PT. Austin Engineering Indonesia through Job Satisfaction. The results
of this study support the research results of Baskoro, Hidayat, and Djoko (2013), Mustika and Utomo (2013),
and Deccasari (2019).

The Effect of Compensation on Employee Performance Through Job Satisfaction

Based on the results of hypothesis testing in this study using Path Analysis it is stated that compensation has a
significant effect on the performance of the employees of PT. Austin Engineering Indonesia through Job
Satisfaction. The results of this study support the research results of Lusiana, Kirana, and Arina (2015), Hidayah
and Aisyah (2016), Alwan and Djastuti (2018).

The Effect of Organizational Commitment on Employee Performance through Job Satisfaction

The results of hypothesis testing with Path Analysis state that organizational commitment has a significant
effect on employee performance at PT. Austin Engineering Indonesia through Job Satisfaction. The research
results support the research results of Ruswanto, Samsir, and Marzolina (2014), Dadie and Nugraheni (2016),
and Pratama and Dihan (2017).

4.Conclusion
Based on the results of research and discussion, it can be concluded as follows: Organizational culture has a
significant effect on the performance of employees of PT. Austin Engineering Indonesia, compensation has a
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significant effect on the performance of employees of PT. Austin Engineering Indonesia, Organizational
Commitment has a significant effect on the employee performance of PT. Austin Engineering Indonesia,
Employee Job Satisfaction has a significant effect on Employee Performance at PT. Austin Engineering Indonesia,
Organizational Culture has a significant effect on Employee Performance of PT. Austin Engineering Indonesia
through Job Satisfaction, Compensation has a significant effect on Employee Performance through Employee
Job Satisfaction of PT. Austin Engineering Indonesia, Organizational Commitment has a significant effect on
Employee Performance through Employee Job Satisfaction of PT. Austin Engineering Indonesia.

5.Suggestion

Based on the conclusions and research results, it provides the following: PT. Austin Engineering Indonesia is
expected to strengthen the Organizational Culture in order to increase Employee Performance, PT. Austin
Engineering Indonesia is expected to increase the compensation both financial and non-financial given to
employees so that employee performance increases, PT. Austin Engineering Indonesia is expected to strengthen
Organizational Commitment so that Employee Performance increases and loyalty increases, PT. Austin
Engineering Indonesia is expected to pay attention to Job Satisfaction so that Employee Performance increases.
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Abstract

This study attempts to define the impact of brand trust (BT), brand image (BI), other customer perception (OCP)
on customer satisfaction (CS) on brand love (BL) for Gojek in Jakarta, Indonesia. Gojek is a Super App business
startup that provides a variety of services from transportation, food and goods delivery, payments and logistics
for users/commuters and providers. Purposive sampling served as the sampling method, and involved 405
participants who matched predetermined criteria. Smart PLS 3.0 software functioned as the tool to assess the
Structural Equation Modeling (SEM) in this study. The outcome proves that brand trust, brand image, and other
customer perception have a significant impact on brand love.

Keywords: brand trust, brand image, other customer perception, customer satisfaction, brand love

1.Introduction

The transportation sector continues to grow, accompanied by an abundance of public transport (cars, buses,
trucks and motorbikes), the percentages of which are increasing every year. The table below shows data
regarding the increase in vehicles in Jakarta in the three years from 2016 to 2018.

Table I. Number of Registered Motorized Vehicles

Types of Motorized Vehicle 2016 2017 2018
Passenger Cars 14,580,666 15,493,068 16,548,871
Buses 2,486,898 2,509,258 2,512,918
Trucks 7,063,433 7,523,550 7,808,030
Motorcycles 105,150,082 113,030,793 119,413,901

Source: Indonesia State Police

The emergence of cutting-edge technology is having a considerable impact on every aspect of life, especially
transportation. The development of a technology-focused business model has resulted in many innovative
companies (Munawar 2007 in Aziah et al. 2018). Moreover based on the Indonesian Internet Service
Companies Association (APJII, 2019), Indonesia has more than 150 million internet users, with the majority
they are in urban area (i.e. Jakarta) and majority they are in productive age (Briliana, 2019).

Gojek's services are not only limited to online transportation services in general, but various active efforts have
been made, starting with a partnership of 20 motorcycle taxi drivers, to become a mega company (Super App)
across Southeast Asia (Jakarta Post 2019).

The establishment of Gojek was based on a simple desire to increase the ease of interaction for ojek (motorcycle
taxi) drivers and passengers, which led to Nadiem Makarim founding Gojek in 2010. The company then
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launched its app in 2015 with additional services such as Go-Send (delivery service) and Go-Food (food delivery
service), besides the Go-Ride service.

In 2017, Gojek had 900,000 driver-partners, 125,000 merchant-partners, and 15 million active users
(Kompas.com 2017). Moreover, in 2019, the total number of downloaded Gojek apps was 142 million, coupled
with an increased availability of service-partners, starting from 2 million drivers, 400,000 available merchants,
and 60,000 service providers throughout Southeast Asia. Gojek’s valuation exceeded USD 9 billion of the gross
transaction value (GTV) and the volume of transactions reached USD 2 billion in 2018 (CNBC Indonesia, 2019).

According to Crunchbase, Gojek had 28 investors, including Visa and Mitsubishi Motors, in 2019. Twelve rounds
of funding enabled Gojek to reach USD 3.1 billion and generate a brilliant market valuation of USD 9.5 billion in
July 2019, which is projected to rise to USD 10 billion in the near future. The Gojek application has 22 types of
services, including transport, food, lifestyle, entertainment, and digital payments. This demonstrates the
prowess of Gojek’s technology as an application-based company that integrates customers, partners and
merchants all over Southeast Asia (Jakarta Post, 2019). Currently, Gojek is expanding across Vietnam, Thailand,
and Singapore.

Gojek has been honoured with several awards, such as ‘The World’s Most Influential Person’ in 2018, based on
Bloomberg 50, and in Japan the 24th Nikkei Asia Prize in 2019 for Economy and Business Innovation was
dedicated to Nadiem Makarim. According to Fortune, Gojek is also the only Southeast Asian company that is
included in the top 50 companies that are changing the world. In 2017, Bank Indonesia declared Gojek a
financial company that actively supports reducing the use of cash.

In 2019, Gojek held a Go-Food Festival and set a record with the Indonesian World Record Museum (MURI) for
the number of participants or restaurant providers in various locations in Indonesia. Furthermore, according
to BrandZ, the cash industry online publication [https://industri.kontan.co.id] Gojek is one of the business
start-ups, online service provider companies, that are in high demand. It is included in the category of The Most
Valuable Digital Brand and called a digital brand. This achievement is based on the assessment of the aspects
of purpose, innovation, communications, experience and love, so as to create a brand that is meaningful, unique
and memorable.

Nowadays, the use of online transportation services is increasingly integrated into the elements of life. Various
reasons are also important influences in creating love for a particular brand, such as trust, image, OCP, and
satisfaction. Before trying a service, customers tend to rely on the company's image and OCP, that drive the trial
process and the utilization of the service.

When the service received accords with the expectations of the general public, satisfaction is created. Satisfied
consumers tend to use one brand of service and develop emotional attachment and feelings of love for it, so
they encourage other consumers to use the same service.

As reported in the Jakarta Post (2020), Health Ministry Regulation No. 9/2020 on PSBB (Pembatasan sosial
berskala besar - large-scale social restrictions) guidelines and Gubernatorial Decree No. 33/2020 implemented
a 14-day PSBB, which limited all kinds of online transportation services to only the delivery of food and goods.
Muhammad Usman, a Gojek driver, stated that this limitation created problems for those who focus only on
transporting passengers. Moreover, getting orders to deliver either food or goods is not easy, especially when
roads are closed and drivers are required to find alternative routes, thereby increasing fuel consumption. The
closure of several outlets also adds to the difficulty for drivers to fulfill food orders. The head of the Presidium
Nasional Gabungan Aksi Roda Dua - Two-Wheel Transport Union (GARDA), Igun Wicaksono stated that this
regulation needs to be re-evaluated, considering the frequent use of online transportation for daily needs.
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Gojek, as an online transportation provider, still maintains its operations. Gojek's chief operations officer, Hans
Patuwo, said that COVID-19 creates challenges, especially for all Gojek drivers, to carry out their activities. In
order to deal with this problem, Gojek provides each driver with masks, hand sanitizer, vitamins and
disinfectants, as well as devices to check body temperature for various Gojek merchant-partners. A contactless
delivery system for Go-Food and Go-Send also plays an important role in convincing consumers to keep using
these services. Gojek's latest campaign, known as '#KasihLebihan' or '#GiveMore, provides the freedom for
each customer to tip drivers up to IDR100.000 in the Gojek application (PikiranRakyat.com, 2020).

The literature used does not discuss the transportation industry and its service providers in detail, especially
the indirect effect of brand trust (BT) and brand image (BI) on brand love (BL)(Sreejesh et al., 2017; Hosseini,
Sayed Hamid Khodadad & Leila Behboudi, 2017; Hsu et al.,, 2015). The available information does not cover
these areas, so further research will be useful, especially in determining the gaps in previous research.

The current studies lack information about available variables for ride-hailing applications in Jakarta (and
surrounding areas), Indonesia. Therefore, this research aims to identify the impact of BT, BI and OCP on
customer satisfaction (CS) toward BL for Gojek in Jakarta, Indonesia.

2.Literature review

Brand Trust

Morgan and Hunt (1994) in Berry (2000) state that trust arises if one party deems the other as proportionate
in terms of reliability and integrity. Schiffman and Kanuk (2010, 30) consider trust to be a core element or the
main foundation in building and maintaining customer relationships and loyalty, whereas Lien et al. (2015)
assert that trust is an essential ingredient concerning the relations between buyer and seller. Bauer and Leach
(2002) state that satisfaction has a direct effect on trust in the context of customer relationships over the
internet. A previous study by Briliana and Widayati (2018) discovered that BT has a strong relationship with
brand love (BL). In their study they found that the passengers of online taxi and motorbike services were
impressed with the services provided, if their travel needs and expectations were met. Furthermore, high BT
means there is a positive response and strong relationship from customers to BL. In the context of this research,
trust is the extent to which a party puts its belief in a specific viewpoint, which enhances the main foundation
in establishing long-term relationships and builds loyalty amongst consumers.

Brand Image

Schiffman and Wisenblit (2015, 133) define Bl as a desirable image that is able to provoke a distinctive shape,
so that it is embedded in the minds of consumers. Chih-Chung et al., (2012) reveal that a good BI can make
consumers believe in product quality, which enables them to make choices and be confident about buying
products. Lien et al. (2015) emphasize that BI is related to consumer thinking in that it affects subjective
perceptions, behavior and the consequences. Furthermore, Keller (2013, 72) explains that BI is a view that
comes from the thoughts of consumers, is associated with a person's long-term memory and tends to appear
spontaneously when there are stimulants. Li et al,, (2011) argue that Bl includes knowledge about products or
services that affect customer opinion, including the physical and psychological characteristics among products
that create a BI. In addition, BI helps consumers to shape their perceptions of other brands and assists them in
the purchase decision making process. The BI in this study is the consumer's view of a particular
product/service that shapes people's thoughts and behavior in their long-term memory.

Other-customer Perception

OCP is the customer response concerning other customers who are present in the service delivery processes
(Anderson et al., 2008; Brocato et al., 2012). Some research declares that other patrons' demeanor tends to
influence/attract attention in encouraging interaction (Wu, 2007). Breaking into queues, talking loudly, verbal
abuse and smoking can cause frustration among customers (Harris and Reynolds, 2003). The perceptions of
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these other customers, who are often strangers to each other, generally have the potential to increase or
decrease the factors that are evaluated by individuals and indirectly influence purchasing decisions. Thus, OCP
is a customer's response to other customers in the context of appearance, behavior and similarity, which affects
the level of satisfaction in service acceptance.

Customer Satisfaction

Satisfaction is a feeling when reacting to things based on past experiences, which are then compared to
expectations, including the determination of decisions, needs and desires in shaping decisions (Armstrong and
Kotler, 1996). According to Lovelock and Wirtz (2011: 74), CS is an attitude based on the previous encounter
between consumers and certain products/services. Satisfaction is a positive relationship between emotions
and determinations (Martin et al., 2008; Chitturi et al., 2008). Word-of-mouth significantly increases how good
and bad are determined (Westbrook, 1987). Satisfaction also has a meaningful impact on passion and pleasure
(Ladhari, 2007).

Briliana and Widayati (2018) state that online taxi passengers were very satisfied when they had experiences
that exceeded their expectations. BL occurs when satisfaction and happiness result from their experience using
the service. In this study, satisfaction refers to an emotion/feeling that positively or negatively affects the
repurchase decisions. It is based on experience and influences the dissemination of information by word-of-
mouth.

Brand Love

Brand love refers to the attitudes (thoughts, feelings and emotions) of consumers toward a particular brand
(Briliana & Widayati, 2018). Carroll and Ahuvia (2006) claim that satisfaction and BL are interrelated notions.
However, satisfaction is the initial factor in the process of forming BL, and acts as an essential constituent in
predicting the rise of loyalty that may stimulate benefits to marketers. Other opinions hold that BL depends on
the particular context and tends to generate short-term rather than long-term romantic feelings (Sarkar et al,,
2012). Following on from Heinrich etal., (2012), according to Fetcherin and Heinrich (2014), BL is an attractive
relationship and surpasses the usual feelings between consumers and brands. In this study, BL is a
feeling/attachment that involves one's emotions both for short- and long-term periods, and which exceeds the
feeling of satisfaction.

H1 HE

BrEl]]d Imﬂge . \

Customer
Satisfaction

Brand
Love

Other H3

Customer
Perception

H7

Figure 1. Conceptual Framework
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The above literature led to the development of following hypotheses:

H1: Brand trust influences customer satisfaction.
H2: Brand image influences customer satisfaction.
H3: Other-customer perception influences customer satisfaction.

H4: Customer satisfaction influences brand love.

H5 : Brand trust influences brand love.

H6 : Brand image influences brand love.

H7 : Other customer perception influences brand love.

H8: Customer satisfaction mediates brand trust and brand love.

H9: Customer satisfaction mediates brand image and brand love.

H10: Customer satisfaction mediates other-customer perception and brand love.

4.Sample and Data Collection

=
T INCREDIBLE !

www.conference.feb.uns.ac.id/2020

The process of data collection used Google Forms to conduct online surveys. From a total of 450 participants,
only 405 were suitable. The predetermined criteria to decide whether individual participants fulfilled the
requirements were: Their frequent use of Gojek apps; their utilization of both Go-Ride/Go-Car (at least once a
week) during the breakout of COVID-19; and their use of Go-Pay as the payment method.

The study used Smart PLS 3.0 software as a tool for analyzing the data. PLS facilitated the researchers’ ability
to initiate the synchronous calculation of intricate interrelationships in associating multiple numbers of
constructs and indicators that possess direct, indirect or mediating relationships. PLS measures correlations
among latent variables by outlining the parameters for the equations in the path model and merging prime
component analysis (Hair et al. 2018, 16, 32). The corresponding information below provides the outcomes of

the outer model, convergent validity and composite reliability.

5.Results
Table II. Presents the demographic profile of the respondents.
Characteristics Descriptions Frequency Percent
Region North Jakarta 48 119
South Jakarta 49 12.1
Central Jakarta 31 7.7
West Jakarta 231 57
East Jakarta 17 4.2
Bogor 4 1
Depok 2 0.5
Tangerang 15 3.7
Bekasi 8 2
Gender Male 162 40
Female 243 60
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Age 14-16 years old 3 0.7
17-19 years old 137 33.8
20-23 years old 222 54.8
24-27 years old 16 4
28-31 years old 1.2
32-35 years old 2 0.5
More than 35 years old 20 49
Education Elementary School 1 0.2
Junior High School 2 0.5
Senior High School 283 69.9
Diploma 10 2.5
Bachelor's degree 106 26.2
Master's degree 3 0.7
Occupation Student/College Student 286 68.4
Studying and Working 40 9.6
Employee 35 8.4
Entrepreneur 21 5
Housewife 8 1.9
Others 15 3.6
Table I11. Measurement model indicators
[Loading | cR [ AVE | «
Brand Trust - adapted from Hsu et al. (2015)
BT1 Gojek’s services are honest. 0.866 0.869 | 0.769 | 0.700
BT2 Gojek’s services are trustworthy. 0.887
Brand Image - adapted from Hsu et al. (2015)
BI1 I like to proclaim the benefit of Gojek’s 0.772 0.859 | 0.670 | 0.752
services.
BI2 [ am pleased to use Gojek’s services 0.872
BI3 I am glad to utilize Gojek’s services. 0.809
Other customer perception - adapted from Sreejesh et al., ( 2017)
OCP appearance
OCP1.1 | Ilike the appearances of other patrons in 0.806 0.932 | 0.513 | 0.920
using Gojek’s services.
OCP1.2 | The other patrons are dressed 0.847
appropriately.
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OCP1.3 | The other patrons are looking nice. 0.873
OCP1.4 | The other patrons look like they are my 0.824
type of people.
OCP behavior
OCP2.1 | The behaviours of the other customers 0.813
are appropriate for the setting
OCP2.2 | The other patrons seem to be friendly 0.836
towards me.
OCP2.3 | The other patrons are behaving well. 0.893
OCP2.4 | The other patrons’ behaviours are 0.846
pleasant.
OCP similarity
OCP3.1 |1 can identify with the other patrons 0.774
present in using Gojek’s services.
OCP3.2 |1 think that I am similar to the other 0.857
patrons present in using Gojek’s services.
OCP3.3 | The other patrons are like me. 0.803
OCP3.4 | The other patrons come from a similar 0.781
background.
OCP3.5 | Ifitrightin with the other patrons. 0.838
Satisfaction- adapted from Hsu et al. (2015)
CS1 I am satisfied with the content of Gojek’s 0.896 0.881 | 0.787 | 0.730
services.
CS2 I am satisfied with the management of 0.878
Gojek’s services.
Brand Love- adapted from Sreejesh et al., (2017)
BL1 These are fantastic services 0.759 0921 | 0.594 | 0.902
BL2 Gojek’s services make me feel good. 0.788
BL3 Gojek’s services are totally awesome. 0.829
BL4 Gojek’s services make me very happy. 0.755
BL5 [ love Gojek’s services. 0.721
BL6 Gojek’s services are pure delight. 0.765
BL7 [ am passionate about Gojek’s services. 0.744
BL8 [ am very attached to Gojek’s services. 0.800

Table III shows the loading factors, composite reliability (CR) and average variance extracted (AVE). In terms
of loading factors, all results are higher than 0.7. The lowest value for brand trust (BT) is 0.866, while the
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highest is 0.887. Brand image (BI) maintains the smallest amount of 0.772 and the highest of 0.872. As for other
customer perception (OCP), the value ranges from 0.774 to 0.893. Similarly with BT, the lowest value for
customer satisfaction (CS) is 0.878, and the highest is 0.896.The last variable, known as brand love (BL), has
the lowest loading factor of 0.721 and 0.829 as the highest. Furthermore, AVE's values are higher than 0.5,
which affirmed that both the loading factors and AVE fulfilled the convergent validity criteria. In terms of
composite reliability, all values are higher than 0.7, varying from BT, which contains a value of 0.869 (CR) and
0.700 (Cronbach's Alpha). BI has a value of 0.859 and 0.752 for CR and Cronbach's Alpha, respectively.
Meanwhile, the values of CR for OCP, CS and BL are 0.932, 0.881 and 0.921 respectively.
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Figure 2. SmartPLS 3.0 results
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Table IV. Hypotheses result

Brand Trust to Customer Satisfaction 2.082
Brand Image to Customer Satisfaction 5.151
Other-customer Perception to Customer Satisfaction 6.866
Brand Trust to Brand Love 0.941
Brand Image to Brand Love 3.126
Other-customer Perception to Brand Love 9.034
Customer Satisfaction to Brand Love 8.224

Based on T-table 1.96

H1: Brand Trust influences customer satisfaction. Accepted
H2: Brand Image influences customer satisfaction. Accepted
H3: Other-customer perception influences customer satisfaction. Accepted
H4: Customer satisfaction influences brand love. Not Accepted
H5: Customer satisfaction mediates the relationship between brand trust Accepted

and brand love.

H6: Customer satisfaction mediates the relationship between brand image Accepted
and brand love.

H7: Customer satisfaction mediates the relationship between other- Accepted
customer perception and brand love.

Table IV shows the results of the hypotheses from H1 to H7. Hypothesis 1(H1) has a t-value of 2.082 (more
than 1.96); hypothesis 2(H2) has a t-value of 5.151; hypothesis 3(H3) has a t-value of 6.866; hypothesis 4(H4)
has a t-value of 8.224; hypothesis 5(H5) has a t-value of 0.941; hypothesis 6(H6) has a t-value of 3.126; and
hypothesis 7(H7) has a t-value 0f 9.034. The findings on BT, BI, OCP show a significant effect (p 0.05 and t-value
more than 1,96) on CS. Furthermore, this study found that CS, Bl and OCP significantly influence BL.
Surprisingly, the results for BT indicate that it does not significantly affect BL.Table 3 shows the hypotheses
results from H1 to H7. Hypotheses 1(H1) has a t-value of 2.082 (more than 1.96), hypotheses 2(H2) has a t-
value of 5.151, hypotheses 3(H3) has a t-value of 6.866, hypotheses 4(H4) has a t-value of 8.224, hypotheses
5(H5) has a t-value of 0.941, hypotheses 6(H6) has a t-value of 3.126, hypotheses 7(H7) has a t-value of 9.034.
All hypotheses is accepted because posssessing a higher t-value more than 1.96, except for the fifth hypotheses.
The outcome reveals brand trust, brand image, other-customer perception influences customer satisfaction;
customer satisfaction influences brand love; brand image and other-customer perception influence brand love
through customer satisfaction, except for brand trust.
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Table V Mediation Analysis Results

Mediation Direct Indirect Total Significance of | T.Statistics of Status
Effect Effect Effect Mediation Mediation
BT->CS->BL 0.033 0.039 0.072 0.038 2.082 Approved
(Full)
BI->CS->BL 0.144 0.114 0.258 0.000 4.185 Approved
(Partial)
OCP->CS->BL 0.426 0.146 0.573 0.000 5.576 Approved
(Partial)

Table V displays the role of CS as the mediating variable between the independent variables (IV) (BT, BI and
OCP) and the dependent variable (DV) (BL). All IVs are significant, occupying a sig value of 0.038 (BT->BL),
0.000 (BI->BL and OCP->BL) at a level of 5% with the entire t-statistic value above 1.96, which signifies
adequacy. The mediating effect on CS of BT toward BL has the effect values of 0.033 (direct) and 0.039 (indirect),
whilst indicating full mediation because the direct effect is insignificant. In terms of mediating BI and BL, a
partial mediation comes into play with the effect values of 0.144 (direct) and 0.114 (indirect). Moreover, the
mediating effect on CS of OCP toward BL has the effect values of 0.426 (direct) and 0.146 (indirect), whilst
possessing a partial mediation because the direct effect is significant.

6.Discussion and Conclusion

This study takes a fresh look at examining the creation of brand love (BL) transportation apps in the context of
an emerging country, Indonesia, and in the face of the COVID-19 pandemic. The main goal of this research was
to determine the impact of brand trust (BT), brand image (BI) and other customer perception (OCP) on
customer satisfaction (CS) towards brand love (BL). The outcomes reveal that all of the aspects, except BT, play
a crucial role in BL, considering the insignificance of the direct effect on BL. The study found that although BT
influences satisfaction, it does not guarantee BL. However, the result may vary from one study to another,
especially if there is an increase in indicators or variables in the model.

Briliana and Widayati (2018) note that satisfaction and trust can influence consumers to develop an emotional
attachment to particular brands, therefore experiencing BL. It was found that trust has a positive and significant
relationship with CS (Ofori, 2018). This shows that with online transportation services, CS with online taxi
services can be influenced by passenger trust. For example, online transportation service providers apply
health and safety practices as top priorities. In line with the recommendations of the Ministry of Health, Gojek
(including Go-Car and Go-Ride) has taken a number of initiatives to continue to provide maximum protection
for all people in their environment. The company has implemented health protocols to stay healthy, hygienic
and protected, in an effort to provide services to passengers so that they experience a mode of travel that is safe
and convenient. The study also found that although BT influences satisfaction, it does not guarantee BL.

Bl is a consumer's view of a brand, positive or negative. In the case of selecting ride-hailing apps, BI will be a
determinant in decision making. Gojek possesses the appropriate image fundamentals among Indonesian
customers, not only in establishing online transportation services but also when consolidating all the features
in its wide range of a total of 22 services (transport, logistics, food and fast moving consumer goods (FMCG),
payments, daily needs, news and entertainment, and business).
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OCP scored the highest result from respondents who were concerned about the service procedures related to
health and high contact with another person during the COVID-19 pandemic. Gojek has also established
procedures that prioritize hygiene and health in Go-Ride and Go-Car services. The online transportation
provider requires driver-partners to use masks, gloves and hand sanitizers as part of the trip preconditions, in
compliance with government regulations. If either passengers or driver-partners are not wearing masks, the
other party has the right to cancel the order and is welcome to report the incident through the Gojek app.

The findings also revealed that CS affects BL. These findings suggest that the satisfaction of passengers can
encourage BL and this can increase loyalty with a strong quality service base.

7.Theoretical and managerial implications

This study has important theoretical implications, integrating and examining the relationships between
variables in a way that has never been done before. This broadens our understanding of the nature of
influencing the relationships among the key factors in the transport service industry, namely brand trust (BT),
brand image (BI), other customer perception (OCP), customer satisfaction (CS) and brand love (BL).

During the preparation for this research, the world fell victim to the COVID-19 pandemic. Throughout early to
mid-2020, a dilemma occurred about whether Go-Ride should prioritize only food and goods delivery services,
especially since the Government regulation in March to halt online transportation services for carrying
passengers in Jakarta. However, this move could have serious financial consequences for the driver-partners
and reduce long-term productivity. So, allowing Gojek to carry passengers is critical provided that appropriate
health protocols are observed, such as wearing masks, using hand sanitizer, and checking body temperatures
regularly.

8.Limitation and recommendation

The research is not without its limitations, with the researcher encountering some obstacles and hindrances in
the process. They included: [1] Only 405 people were involved in the survey. [2] The scope of the survey was
limited to Jakarta and its surrounding. [3] The COVID-19 pandemic spread rapidly all around the world during
2020, which hindered the process of data collection.

This study is available for any parties wishing to engage in similar research. However, some research guidelines
would be worth considering: [1] Any future research on a related topic would need to be based on distinct
objects that reflect their country of origin, for example Gojek is an online transportation mode that operates
solely in Southeast Asian countries. [2] If, or rather when COVID-19 no longer represents such a threat to the
world, the collection of more comprehensive data is recommended so that more detailed results are obtained.
[3] Additional variables outside the confines of the current study might reveal new opportunities, ideas and
discoveries that would be appropriate for the community. [4] Further research might discard the role of
customer satisfaction (CS) as the mediating variable considering the partial mediation of brand image (BI) and
other customer perception (OCP) toward brand love (BL).
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Abstract

This research aims to get information about leadership, organization behavior, compensation, and work discipline
also these four factors to employee performance. This research used a questionnaire for 94 respondents and used
SPSS version 20. This research is categorized as quantitative research, statistics analysis use the Multiple Linear
Regression method with quantitative analysis. Based on SPSS data analysis, the researcher got the measurement
Multiple Linear Regression analysis to leadership variable (X1) is 2.071 with a significant number 0.041,
organization behavior variable (X2) is 0.817 with a significant number 0.416, compensation variable (X3) is -0.726
with significant 0.470 and work discipline variable (X4) is 2.985 with significant number 0.004. The result of the
simultaneous test (F test) researcher got value 8.083 with a trusted degree 95%. Conclusion for this research are
first hypothesis leadership has the partial determination to employee performance, second hypothesis
organization behavior has the partial determination to employee performance but not significant, third
hypothesis compensation has the partial determination to employee performance but not significant, fourth
hypothesis work discipline has the partial determination to employee performance and the last hypothesis
received that these four variables (leadership, organization behavior, compensation, and work discipline) have
the simultaneous determination to employee performance.

Keywords: Employee Performance, Leadership, Organization Behavior;, Compensation, Work Discipline

1. Introduction

Performance measurement in a company or organization is an act of measuring various activities that the
company has carried out which can be used as feedback to provide information about the success of planning
and to find out whether improvements are needed for the future. Performance measurement is carried out to
achieve organizational goals, both for the short term and the long term. The goals and benefits of performance
can be used as motivation for employees to achieve the vision, mission, and goals that the company has set in
the predetermined standards of behavior to produce the desired results the company wants.

To achieve performance, the human resource factor is very dominant and influential. Quality human resources
can be seen from the work. The framework of good performance professionalism is how individuals are able to
show work behavior that leads to organizational strategic goals.

Performance is the work that can be achieved by a person or group of people in an organization, in accordance
with their respective authorities and responsibilities, in the framework of achieving the goals of the
organization concerned legally, does not violate the law and is in accordance with morals or ethics.

Leadership is the ability of a leader to influence his subordinates to cooperate to achieve the organizational
goals that have been set.

Organizational culture is described as (1) symbols, language, ideology, and myths, (2) organizational records
driven from personal records or dominating leaders, (3) a product, history, basic symbols, and abstraction of
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behavior and product behavior. Organizational culture is what the employees perceive and how this perception
creates a pattern of beliefs, values, and expectations.

Compensation has a broad definition that relates to financial and non-financial rewards that employees receive
through their employment relationships in an organization.

Discipline is more appropriate if it is defined as an attitude, behavior, and actions in accordance with the rules
of the organization, both written and unwritten.

This research will explain the influence of leadership, organization behavior, compensation, and work discipline
on the employee performance.

2. Literature review
2.1 Performance

Performance is the quality and quantity of work achieved by an employee in carrying out his duties in
accordance with the responsibilities assigned to him (Mangkunegara, 2013).

2.2 Leadership

Leadership is a series of structuring activities in the form of the ability to influence the behavior of others in
certain situations so that they are willing to work together to achieve predetermined goals (Sutarto, 2016).

2.3 Organization behavior

The meaning of culture as a complex combination of assumptions, behaviors, stories, myths, metaphors, and
various other ideas that come together to determine what it means to be a member of a particular society
(Koentjaraningrat, 2015).

2.4 Compensation

Compensation is any form of wages or rewards given to employees and arising from the employee's work
(Dessler, 2015).

2.5 Work Discipline

Discipline as the awareness and willingness of a person to comply with all company or organizational
regulations and applicable social norms, where employees always come and go on time, and do all work well
(Hasibuan, 2013).
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Figure 1 Conceptual Framework

2.6 Research Hypothesis

1. There is an influence of leadership on employee performance.

2. There is an influence of organizational behavior on employee performance.
3. There is an influence of compensation on employee performance.

4. There is an influence of work discipline on employee performance.

5. There are influences of leadership, organization behavior, compensation, and work discipline simultaneously
on employee performance.

3. Methodology

This research is quantitative research, which is designed to find and explain causal relationships between
variables through hypothesis testing (explanatory research).

This type of research used in this research is quantitative research with a descriptive approach. The quantitative
research method is one type of research whose specifications are systematic, well-planned, and clearly
structured from the start to the making of the research design (Sugiyono, 2013)

Hypothesis testing is research that aims to test hypotheses in general is a study that describes the phenomenon
in the form of relationships between variables obtained based on data and facts that exist related to variables
of Leadership, Organization Behavior, Compensation, Work Discipline also their effects on Employee
Performance at PT. Team Metal Indonesia, with initial collection techniques namely initial observation, library
research, and field research by distributing research instruments in the forms of questionnaires with Likert
scale to a sample of 94 employees using SPSS Ver 20 software.
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4. Results
Table I: t-test results
Model Unstandardized Standardized | t Sig. Collinearity
Coefficients Coefficients Statistics
B Std. Error Beta Toleranc | VIF
e
(Constant | 14.849 7.907 1.878 .064
)
X1 204 .098 230 2.071 .041 671 1.491
X2 150 .184 .090 .817 416 676 1.480
X3 -077 .105 -.076 -726 470 .758 1.320
X4 .654 219 .340 2.985 .004 .635 1.575
Table II: F-test results
ANOVA?
Model Sum of Squares Df Mean Square F Sig.
1 Regression 756.254 4 189.063 8.083 .000°
Residual 2081.799 89 23.391
Total 2838.053 93
Table III: R Square results
[Model |R R Square]Adjusted R|Std. Error oﬂChange Statistics
Square he Estimate | S uarelF Changeldf! df2 Sig. A
Change Change
1 5162  |.266 234 4.836 .266 8.083 4 89 .000
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5. Discussion

Results of this research that all independent variables (leadership, organization behavior, compensation, and
work discipline) had an influence on employee performance.

The following is a description of the analysis of research based on variables.
1. From the calculation, the significance value for the Leadership is 0.041 and the t value of 2.071 > t-table
1.99. Thus the conclusion of the Leadership variable has influential to Employee Performance variable.

2. From the calculation, the significance value for the variable Organization behavior is 0.416 and t-count
0.817 <t-table 1.99. Thus the conclusions of the Organization behavior variables are influential but not
significant to the Employee Performance variable.

3. From the calculation, the significance value for the Compensation variable is 0.470 and t-count -0.726 < t-
table 1.99 then Ho is accepted or Ha is rejected. Thus the conclusion of the Compensation variable is
influential but not significant to the Employee Performance variable.

4. From the calculation, the significance value for the Work Discipline variable is 0.004 and t-count 2.985> t-
table 1.99 then Ho is rejected or Ha is accepted. Thus the conclusion of Work Discipline is influential on
Employee Performance variables.

5. From the ANOVA test or F-test, the F count is 8.083 and with a probability of 0,000. Probability is much
smaller (<) than 0.05, so regression models can be used to predict performance. The SPSS output also shows
p-value 0,000 <0,05 and F-count of 8083 > F-table 2.48, which means it is significant . Thus it concluded that
the variables of Leadership, Organizational behavior, Compensation and Work Discipline simultaneous
influence the Employee Performance.

6. Conclusion

1. Partially leadership influence on employee performance at PT. Team Metal Indonesia. This finding is in line
with the findings of Huang et al (2011), Luthans(2016), Raf et al. (2014), Ratnasari, Sutjahjo, and Adam
(2018).

2. Organization behavior has no effect on employee performance at PT. Team Metal Indonesia. This result is
in line with Allard (2010) and Aripin et al. (2013).

3. Compensation has no effect on employee performance at PT. Team Metal Indonesia. This finding not in line
with the findings Musriha (2009), Condlyat al (2008).

4. Partially work discipline has an influence on employee performance at PT. Team Metal Indonesia. This
finding is in line with the finding of Dunggio (2013).

5. Simultaneously the influence is given by the four independent variables are positive. This finding is in line
with the finding on Dunggio (2013), Aulia, R. (2014).

References

Allard, I.N. (2010), Examining Relationship between Organizational Culture and Performance: Moderators of
Culture Gap, Northcentral University, Prescott Valley, Arizona.

Aripin, Salim, U., Setiawan, M. and Djumahir (2013),“Implications of organizational culture and leadership
styles: the effects on job satisfaction and organizational performance of police sector in Bandung, Cimabhi,
Garut-west java”, IOSR Journal of Business and Management, Vol. 7 No. 5, pp. 44-49

Page | 197
http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

Aulia, R. (2014). Pengaruh Pendidikan dan Pelatihan, Kepuasan Kerja, Kepemimpinan terhadap Kinerja Perawat
Rawat Inap RSUD Kabupaten Siak (The impact of education and training, satisfaction and leadership on
employees’ performance of RSUD Kabupaten Siak). Jurnal Tepak Manajemen Bisnis, 6(2), 63-72

Condly, C., & Stolovitch. (2008). The Effects of Incentives on Workplace Performance: A Meta-Analytic Review
of Research Studies1. Performance Improvement Quarterly, 16(3), 46-63

Davis dan Mangkunegara. 2013. Manajemen Sumber Daya Manusia Perusahaan, Bandung, PT. Remaja Rosda

Karya.

Dessler, Gary. 2015. Manajemen Sumber Daya Manusia, Jakarta, Salemba Empat

Dunggio, M. (2013). Semangat dan disiplin kerja terhadap produktivitas kerja karyawan pada PT. Jasa Raharja
(Persero) Cabang Sulawesi Utara [Spirit and work discipline on employees’ productivity in the Jasa Raharja
Sulawesi Utara Branch]. Jurnal EMBA, 1(4), 523-533.

Hasibuan, Malayu. 2013. Manajemen Sumber Daya Manusia, Jakarta: PT Bumi Aksara.

Huang, C.-M., Hsu, P-Y. and Chiau, W.-L. (2011), “Perceptions of the impact of chief executive leadership style on
organizational performance through successful enterprise resource planning”, Social Behavior and
Personality: An International Journal, Vol. 39 No. 7, pp. 865-878.

Koentjaraningrat. 2015. Pengantar Ilmu Antropologi, Jakarta, PT.Rineka Cipta.

Luthans, F. (2016). Organizational Behavior (VivinAndhikaYuwono (trans.), ShekarPurwanti, Th. Arie P, and
WinongRosari). Yogyakarta: Andi.

Musriha. (2009). Effect of motivation, training and compensation to employee performance in the service
industry and trade Probolinggo district. Dialectics Journal, 6(1)

Ratnasari, Sri Langgeng., Gandhi Sutjahjo, and Adam. (2018). Lecturer’s Performance: Leadership,
Organizational Culture, Work Motivation, and Work Behavior. International Conference of Organizational
Innovation (ICOI 2018). KnE Social Sciences.

Sugiyono. 2013. Metode Penelitian Kuantitatif, Kualitatif dan R&D. Bandung:CV. Alfabeta.

Sutarto. 2016. Dasar-DasarKepemimpinanAdministrasi, Yogyakarta, Gadjah Mada University Press.

Page | 198
http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

Determination of Priorities Location for
Affordable Housing Development With TOAHD Concept

In Bregasmalang Agglomeration Area

Okto Risdianto Manullang (Corresponding author), Asnawi, Ragil Haryanto,

Muhammad Indra, Rezki Desrena, Thariq Ghiyats Elnino
Urban and Regional Planning Engineering, Diponegoro University
JI. Prof. Soedarto, Tembalang, Kec. Tembalang, Kota Semarang
E-mail: oktomanullang@lecturer.undip.ac.id

Abstract

The proportion of housing and transportation expenses is the highest expense in Central Java and the
Bregasmalang Agglomeration Area, with a percentage of 70.73% and 67.63%. This situation can affect the level
of welfare and purchasing power of low-income residents (MBR) because they only have a remaining income
allocation of 29.27 to 32.37% to meet the other needs. In line with the establishment of Bregasmalang
Agglomeration Area as one of the quick-win priority region through the Brebes Industrial Area, the provision
of affordable housing with Transit-Oriented Affordable Housing Development (TOAHD) approach is deemed
vital to support the development of Brebes Industrial Area by cutting housing and transportation costs, so that
it can improve community welfare. Based on this, this study aims to determine priority locations for affordable
housing using the TOAHD approach to accommodate community activities in Bregasmalang, especially Brebes
Industrial Area and low-income workers. The method used is a quantitative approach with descriptive analysis,
GIS-based spatial analysis, and AHP. The results told that the Bregasmalang Agglomeration Area has 22 priority
locations for affordable housing emerging from the elimination process of 71 potential affordable housing
locations. These priority locations spread across three Local Activity Centers (PKL) with details, namely 15
locations for Slawi - Adiwerna local activity centers, 4 locations for Ketanggungan - Kersana local activity
centers, and 3 locations for East Tegal local activity centers. The priority locations in Bregasmalang
Agglomeration Area tend to be centered on Slawi - Adiwerna local activity center, which is located in
Dukuhsalam Village, Slawi District. The results of this study are expected to be adopted as a reference for the
Government in determining priority locations for affordable housing in the Bregasmalang Agglomeration Area.

Keywords: affordable housing, transit-oriented development, priority locations

1. Introduction

Indonesia’s Presidential Regulation (Peraturan Presiden Republik Indonesia Nomor 79 Tahun 2019) views
Bregasmalang Agglomeration Area (Brebes, Tegal, Slawi, Pemalang) as one of the quick-win priority region
within the development of Brebes Industrial Area to increase regional economic growth in Central Java. To be
able to accommodate this development, it is necessary to develop integrated infrastructure between regions to
achieve optimal results, especially in terms of transportation and housing which has the largest proportion of
public expense. The lack of integrated public transportation services will force residents to travel further
distances so that the duration and cost of travel will be higher (Loo, Chen, & Chan, 2010). Residents also have
the potential to exchange costs between transportation and housing and to get affordable housing, people will
travel long distances which in fact will also burden transportation costs (Hamidi, Ewing, & Renne, 2016). This
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condition is in line with the expense of Bregasmalang residents which is considered to have a very large
proportion.

The expense of transportation and housing costs for Bregasmalang residents is considered to have a very large
percentage with values reaching 25.32% and 41.31% each (BPS, 2018). Compared to the Housing and
Transportation Affordability Index, these costs are considered to have passed the fair value, particularly 45%
which includes 30% allocation of housing costs and 15% of the allocation of transportation costs (Center for
Transit-Oriented Development & Center for Neighborhood Technology, 2006). This can affect the low welfare
of the community due to limited fulfillment of other consumption that must be reached from 32.37% of the
remaining income. Moreover, the imbalance in the proportion of expenses can indirectly have an impact on the
poverty level of the district/city.

Therefore, the development of Brebes Industrial Area needs to pay attention to the provision of affordable
housing which is integrated with movement nodes to improve community welfare, while at the same time
supports Brebes Industrial Area in maximizing regional economic growth. Transit-Oriented Affordable Housing
Development (TOAHD) approach as a transit-oriented housing area is expected to address these problems. The
provision of road-based mass public transportation that is integrated through movement nodes close to
affordable housing locations, is considered to be effective in reducing transportation and housing costs (Renne,
Tolford, Hamidi, & Ewing, 2016). Thus, this study aims to determine priority locations for affordable housing
with the TOAHD approach, which later can be used by the Government as a base consideration of providing
grants to reduce housing and transportation costs for residents in Bregasmalang Agglomeration Area.

2. Research Limitations

The research locations were conducted in the Bregasmalang Agglomeration Area which includes Brebes
Regency, Tegal Regency, Pemalang Regency, and Tegal City with an area of 498,232 km?. Specifically, this study
reviewed five Local Activity Centers (PKL) in Bregasmalang Agglomeration Area which considered to have
accommodated the concentration of community activities based on the related Regency/Urban Land-use Plan.
The five Local Activity Centers include Brebes, Ketanggungan - Kersana, East Tegal, Slawi - Adiwerna, Pemalang,
and Comal with a total area of 526.97 km?Z.

Based on the limitations, this study uses five TOAHD variables (population density, accessibility, facilities, land
prices, and floor area ratio) which are broken down into 12 sub-variables: population density, accessibility to
transit nodes, accessibility to the main road, accessibility of crossroads, educational facilities (elementary,
middle, and high school) markets and health centers, land prices, land price additions, and floor area ratio
(FAR). This study has the following limitations:

Determination of potential locations for affordable housing does not consider property aspects such as land
ownership and the property market, because the research relies on the TOAHD approach.

Research has focused on producing priority locations for affordable housing that have just been planned.

The study uses existing variables and ignores housing and economic financing factors due to limited data.
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Figure 1. Bregasmalang Agglomeration Area Map
3.

Renne et al, (2016) argued that the TOD approach followed by “AH” (Affordable Housing) can minimize
transportation costs. Housing that is located close to transit points can improve transit quality and accessibility
(Carlton, 2007). This condition will later encourage people to use public transportation, thereby reducing
transportation costs. This is considered to be very beneficial for low-income residents, considering their income
limitations. Furthermore, this allows them to optimize the allocation of income for other consumptions (Belzer
& Autler, 2002).

The determination of potential locations in this study uses the TOAHD approach so that the variables are not
much different from the criteria for transit-based area development (TOD). The Center for Transit-Oriented
Development & Center for Neighborhood Technology (2006) and Litman (2017) explain that the requirement
of affordable housing needs to consider location efficiencies such as density, pedestrian accessibility, availability
and quality of transit, also accessibility to public services. Meanwhile, the efficiency of the location has a concept
that is almost similar to the development of a transit-oriented area which is based on the range of
transportation and services.

Literature

In line with this, Isalou, Litman, & Shahmoradi (2014), also stated that efforts to minimize housing and
transportation costs require compact land-use factors, mixed land-use, and public transportation services, thus
encouraging people to travel non-motorized and subdue motorized travel. ITDP (2017) also explains the
criteria for determining the TOD area which is deemed quite in line with the TOAHD concept by examining
several variables, such as density, walkable and cycling, connectivity, provision of public transportation
(transit), mixing, compacting, and mode switching.

In order to minimize transportation and housing costs, affordable housing locations need to be nearby to the
transit points on mixed land with high density. High-density cities will accommodate activities in urban areas
in a limited area and encourage concentration of movement demand and rely on public transportation (ITDP,
2017). This needs to be accompanied by good accessibility and connectivity, so that it can support the high
movement of the community. Reconsidering the accessibility of transit in the placement of affordable housing
will open up opportunities for mode selection of public transport services and reduce the distance traveled by
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private vehicles, especially if the meeting needs can be reached by walking (Hamidi et al., 2016 and Center for
Transit Oriented Development & Center for Neighborhood Technology , 2006). On the other hand, the
completeness of facilities and infrastructure at housing development locations also needs to be considered as
an effort to realize efficient urban infrastructure and facilities services. The availability of facilities and
infrastructure is one form of diversity that can have a positive impact on increasing walking and cycling
distances in planning transit and housing areas (Howell, Currans, Norton, & Clifton, 2018). Thus, this is one of
the keys to reduce transportation costs. Furthermore, to reduce housing costs in planning affordable housing
locations, other considerations are needed which directly have implications for the cost of housing.

We can't deny that the implementation of TOAHD which provides a new lifestyle has increased the demand for
residential developers. The application of TOAHD can trigger a rise in land prices which is influenced by the
transitinfrastructure provided (Higgins & Kanaroglou, 2016). Therefore, land prices also need to be considered
in actualizing affordable housing development. Concerning affordability, Gao, Asami, & Katsumata, (2006)
explain that floor area ratio (FAR) can also affect the affordability of housing through land prices and the
potential for the provision of floors and housing. The higher the allowed floor area ratio, the more floors that
can be built so that it can affect the rental price or the selling price of the dwelling.

Apart from considering spatial quality, land use factors also need to be considered in planning priority locations
for affordable housing. Peraturan Menteri PUPR No. 05/PRT/M/ 2007 dan No. 01/PRT/M/2018 states there
are several fundamental factors in residential development (flats), one of which is the suitability of land use
that must be fulfilled. As for this, it regulates the requirements for the suitability of location, the suitability of
existing conditions, land development area, and land rights. If it is related to the construction of affordable
housing, it is important to pay attention to it because it has an impact on the development financing process
and the alignment of development plans.

4, Methods

This study practices a quantitative approach that involves data collection techniques through primary data and
secondary data. Primary data is obtained from collecting questionnaires to respondents via e-mail or other
contacts, while secondary data is obtained from journals, mapping data, and BPS. Meanwhile, respondents who
participated in collecting the AHP questionnaire were 10 experts in the field of transportation and residential
housing from both government and private parties. The analysis technique used in this research includes
descriptive analysis techniques, spatial analysis techniques in the form of scoring based on Geographical
Information Systems (GIS), and AHP.

Specifically, the GIS scoring method will use a fishnet analysis tool that converts the analysis location into a cell
that has its own spatial value to facilitate the scoring process and map overlay. Meanwhile, AHP is used to
generate variable weights that will be used in the weighting process at the analysis stage of determining the
potential locations for affordable housing. This research will produce priority locations for affordable housing
through four sequential analysis stages, i.e the analysis of determining the potential location of the movement
nodes, the analysis of determining the potential location of affordable housing, the analysis of land-use
suitability, and the analysis of determining the priority locations for affordable housing.

5. Results and Discussion
5.1. Determination Analysis of Potential Movement Nodes

Potential movement nodes (passenger terminals) will support the determination of priority locations for
affordable housing with the TOAHD approach as a transit location taking into account the accessibility and
potential demand for movement. Potential movement nodes were analyzed based on two variables;
transportation infrastructure (passenger terminals, passenger terminal types, road network), and land use.
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Figure 2. Movement Node Distribution Map in Bregasmalang

Results of the analysis in five potential movement nodes which were detailed into 1 type B terminal at Brebes
Local Activity Centre, 1 type B terminal at Ketanggungan - Kersana Local Activity Centre, 2 type B terminals at
Slawi - Adiwerna Local Activity Centre, and 1 type A terminal at Pemalang Local Activity Centre. All terminals
are considered to have high accessibility because they have direct access to national and provincial roads.
Meanwhile, based on land use, all passenger terminals are located in areas with fairly dense housing land use.
This indicates a high potential for movement so that it can become a potential movement node to accommodate
community movements in Bregasmalang.

5.2. Determination Analysis of Potential Affordable Housing Locations

Determination of potential locations for affordable housing was carried out using 5 variables and 12 sub-
variables. All of these variables were then analyzed through a GIS-based spatial scoring analysis in the form of
a fishnet which would produce an initial spatial score for each cell in the location. The resulting score will be
multiplied by the AHP variable weight to get the final spatial score, which will be classified as potential
affordable housing locations.

Based on Table I, it is known that the variables of accessibility and land price have the largest weight, 38.8%
and 27.1% which indicate a significant role in determining the location of potential affordable housing. This is
considered in line with Litman's (2017) statement, that accessibility plays a major role in providing the choice
of alternative transportation modes through road network connectivity and affordability to the closest facility
that allows direct travel and decreased use of private vehicles, thereby reducing transportation costs. Hamidi
et al,, (2016) also affirmed that placing housing close to transit accessibility will also reduce transportation
costs through the availability of mode selection for cheaper transportation services. Furthermore, in terms of
achieving the affordability of housing costs, it is found that there is a potential increase in land prices around
transit locations due to the transportation services provided. Hence, land prices are also important to consider
(Higgins & Kanaroglou, 2016). Judging from the probability analysis, the weight of this AHP analysis has a
Consistency Ratio value of 0.05 (CR <0.1) which states that a consensus has reached the expert's judgment and
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is available to use. Moreover, the weighting process is carried out between the initial spatial score and the AHP
weight so that potential locations for affordable housing can be generated.

5,60%
27,10% 10,20%
| = FAR
Density
Accessibility
Facility
18,20% 38,80% = Land Prices

Source: Researcher’s Analysis, 2020
Figure 3. AHP Variable Weight Value and Consistency Ratio

The analysis resulted in 71 very potential locations spread across four street vendors. Based on the analysis, it
was found that Slawi - Adiwerna Local Activity Centre had the highest number of potential locations, namely 29
grids, followed by East Tegal with 25 grids, Ketanggungan - Kersana 15 grids, and Brebes 2 grids. Meanwhile,
Pemalang and Comal do not have very potential locations for affordable housing developments. This is
speculated because Pemalang and Comal Local Activity Centre have low spatial values for the TOAHD variable
such as low population density, unavailability of movement nodes (Comal), and low completeness of facilities
and infrastructure around the movement nodes.

Table I. Grid of Potential Affordable Housing Areas in Bregasmalang

Regencies/Cities Local Activity Centres Number of AH Potential Location Grids

Very Potential Quite Potential Not Potential Total Grid
Brebes Brebes 2 108 2,472 2,582
Ketanggungan Kersana 15 677 4,113 4,805
Kota Tegal Tegal Timur 25 176 11 213
Tegal Slawi 29 910 137 1,076
Pemalang Pemalang - 598 2,107 2,705
Comal - 6 795 801
Bregasmalang Total 71 2,472 9,635 12,182

Source: Researcher’s Analysis, 2020
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Figure 4. Distribution Map of Potential Affordable Housing Locations
5.3. Land Use Suitability Analysis

Land-use suitability analysis is a process of comparing existing conditions between potential affordable
Housing locations with land-use suitability variables. This analysis serves to screen 71 potential locations which
have been generated to produce verified potential locations and then ranked to produce affordable housing
priority locations.

Land-use variable considers the spatial pattern plan in which housing areas are areas suitable for affordable
housing development locations. On the other hand, non-residential areas were deemed inappropriate because
they were not in line with the development objectives to be carried out. Land use variables are used to consider
the potential land-use change that will be carried out. Potential locations that have open land or dry land have
the best suitability compared to other land uses. The variable of land availability uses the parameter > 5,000
m? as a suitable location for affordable housing development, which is the minimum requirement for vertical
housing development.

According to the analysis, there are four functions of the area in the variable of land use; housing and settlement
areas, local protection areas (river boundaries and green open spaces), wetland agricultural areas, and trade
and service areas. Meanwhile, in the existing land use variables, existing land uses have been identified which
include housing and residential land uses, open or dry land, riverbanks, industry, green open space, and
plantation agriculture. Furthermore, in the variable of land availability, it has been identified that a sufficiently
variable value varies between 950 m? - 36.636 m2.

This analysis resulted in 22 verified potential locations spread across 3 Local Activity Centres; Slawi - Adiwerna
with 15 verified potential locations, Ketanggungan - Kersana with 4 locations, also East Tegal with 4 and 3
locations. In the process of elimination, it is known that the variable land area availability is the main deciding
variable that eliminates 26 out of 49 potential eliminated locations. The large number of locations eliminated
in this analysis states that the aspect of land use is important to be considered under the criteria for the Permen
PUPR No 01/PRT/M/2018, so that the selection of locations is more implementable. Based on the land use, it
is also found that there is a potential for land use change in the eliminated location, especially in wetland
agricultural areas to be converted into non-agricultural cultivation areas in the form of affordable housing for
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low income residents with lease status. This can be done by taking into account the relevant laws and
regulations, such as Ketentuan Umum Peraturan Zonasi (KUPZ) RTRW, ITBX Peraturan Zonasi, and Undang-
Undang No. 2 Tahun 2012 tentang Tentang Pengadaan Tanah Bagi Pembangunan Untuk Kepentingan Umum.

12,00%
Land Use and Land
Area
35,00%

availability of land
area

Land Use and Non
Residential Land
53,00% Use

Source: Researcher’s Analysis, 2020

Figure 5. Elimination Factors for Potential Affordable Housing Locations
5.2 Determination Analysis of Affordable Housing Priority Locations

Determining priority locations for affordable occupancy is carried out after verified potential locations are
generated and then ranked, resulting in affordable housing priority locations. The ranking process for priority
locations for affordable housing is carried out in two stages, the first stage using the quantification score of land
use suitability analysis and the second stage using the TOAHD spatial score. Quantification score of land use
suitability analysis as the first factor is based on the importance of land use aspects in meeting the technical
criteria for development. Furthermore, in realizing affordability of housing costs, land use needs to be
considered to achieve low land prices through minimizing the potential for land consolidation and acquisition,
to minimize development planning costs.

Based on the analysis, 22 priority locations for affordable housing development in Bregasmalang are spread
across 3 Local Activity Centres; Slawi-Adiwerna, East Tegal, and Ketanggungan-Kersana . The analysis states
that Slawi - Adiwerna Local Activity Centre has the highest number of priority locations, with 15 priority
locations scattered in Dukuhsalam, Procot, Kagok, and Slawi Wetan villages, one of which is the priority location
located in Dukuhsalam Village, Slawi. Furthermore, Ketanggungan - Kersana has 4 priority locations in the order
of 7,14,15 and 17 which are located in Ketanggunan, Cigedog, and Kersana Kelurahan. Meanwhile, Tegal Timur
only has 3 priority affordable housing locations with the 2nd, 3rd, and 6th priority, which are located in
Panggang and Kejambon Villages.
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Figure 6. Distribution Map of Affordable Housing Priority Locations
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Figure 7. Details of the Distribution of Affordable Housing Priority Locations
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6. Conclusion

Study on Priority Locations for Affordable Housing Development in Bregasmalang Agglomeration Area resulted
in 22 priority locations spread over 3 Local Activity Centres, detailed into 15 locations in Slawi - Adiwerna, 4
locations in Ketangungan - Kersana, and 3 locations in East Tegal. Based on the number, it is known that there
is a tendency to focus on priority locations for affordable housing in Slawi - Adiwerna, one of which is the
priority location located in Dukuhsalam Village, Slawi District. East Tegal which is in Tegal Regional Activity
Centre has the least number of priority locations due to limited land area, although functionally, it is predicted
to have the more complete infrastructure than other Local Activity Centres.

According to the analysis, it is also concluded that the determination of priority locations for affordable housing
is significantly influenced by the accessibility factor (38.8%) and land price (27.1%) with the magnitude of the
influence reaching 65.9% in the stage of determining the potential location for affordable housing. This is
considered relevant to the TOAHD approach which results in affordable housing through the development of
high-quality transit locations and affordability of housing costs. Meanwhile, it can also be assumed that
determining priority location for affordable housing is important to pay attention to land use factors in meeting
the requirements for technical development criterias. This is indicated by the fact that 69% of the locations
were eliminated in the land-use suitability analysis because they were deemed not under the spatial pattern
plan or other land-use factors.

References

Belzer, D., & Autler; G. (2002). Transit Oriented Development: Moving from Rhetoric to Reality. The Brookings
Institution Center on Urband and Metropolitan Policy and The Great American Station Foundation. The
Brookings Institution.

Carlton, I. (2007). Histories of Transit-Oriented Development: Perspectives on the Development of the TOD
Concept. Institute of Urban and Regional Development. Berkeley. https://doi.org/10.1002/jclp.1044

Center for Transit Oriented Development, & Center for Neighborhood Technology. (2006). The Affordability
Index: A New Tool for Measuring the True Affordability of a Housing Choice. Metropolitan Policy Program.
Washington DC: The Brookings Institution. Retrieved from
http://www.brookings.edu/~/media/research/files/reports/2006/1/01 affordability
index/20060127_affindex

Gao, X., Asami, Y., & Katsumata, W. (2006). Evaluating Land-Use Restrictions Concerning the Floor Area Ratio of
Lots. Environment and Planning C: Government and Policy, 24(4), 515-532.
https://doi.org/10.1068/c0531

Hamidi, S., Ewing, R.,, & Renne, ]. (2016). How Affordable Is HUD Affordable Housing? Housing Policy Debate,
26(3), 437-455. https://doi.org/10.1080/10511482.2015.1123753

Higgins, C. D., & Kanaroglou, P. S. (2016). Forty Years of Modelling Rapid Transit’s Land Value Uplift in North
America: Moving Beyond the Tip of The Iceberg. Transport Reviews, 36(5), 610-634.
https://doi.org/10.1080/01441647.2016.1174748

Howell, A, Currans, K. M., Norton, G., & Clifton, K. ]J. (2018). Transportation Impacts of Affordable Housing:
Informing Development Review with Travel Behavior Analysis. Journal of Transport and Land Use, 11(1),
103-118. https://doi.org/10.5198/jtlu.2018.1129

Isalou, A. A, Litman, T,, & Shahmoradi, B. (2014). Testing the Housing and Transportation Affordability Index in

Page | 208
http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

A Developing World Context: A Sustainability Comparison of Central and Suburban Districts in Qom, Iran.
Transport Policy, 33, 33-39. https://doi.org/10.1016/j.tranpol.2014.02.006

ITDP. (2017). TOD Standard. Institute for Transportation and Development Policy. ITDP. Retrieved from
www.ITDP.org

Litman, T. (2017). Transportation Affordability. Evaluation Transportation Affordability (Vol. 250). Victoria
Transport Policy Institute. Retrieved from www.vtpi.org/affordability.pdf

Loo, B.P. Y, Chen, C,, & Chan, E. T. H. (2010). Rail-Based Transit Oriented Development: Lessons from New York
City and Hong Kong. Landscape and Urban Planning, 97(3), 202-212.
https://doi.org/10.1016/j.landurbplan.2010.06.002

Peraturan Presiden Republik Indonesia Nomor 79 Tahun 2019 tentang Percepatan Pembangunan Ekonomi
Kawasan Kendal - Semarang - Salatiga - Demak - Grobogan, Kawasan Purworejo - Wonosobo - Magelang -
Temangung, dan Kawasan Brebes - Tegal - Pemalang. Lembaran Negara Republik Indonesia Thun 2019
Nomor 224. Sekretariat Kabinet RI. Jakarta

Peraturan Menteri PUPR No. 01/PRT/M/2018 Tahun 2018 tentang Bantuan Pembangunan dan Pengelolaan
Rumah Susun.

Renne, |. L, Tolford, T.,, Hamidj, S., & Ewing, R. (2016). The Cost and Affordability Paradox of Transit-Oriented
Development: A Comparison of Housing and Transportation Costs Across Transit-Oriented Development,
Hybrid and Transit-Adjacent Development Station Typologies. Housing Policy Debate, 26(4-5), 819-834.
https://doi.org/10.1080/10511482.2016.1193038

Undang-Undang Republik Indonesia Nomor 2 Tahun 2012 tentang Pengadaan Tanah Bagi Pembangunan Untuk
Kepentingan Umum. Lembaran Negara Republik Indonesia Tahun 2012 Nomor 22. Sekretariat Negara RI.

Jakarta

Page | 209
http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

The Impact of Social Influence on
Online Purchase Behavior of Organic Food

Farah Fadzilah Aziis*, Minar Ferichani, Nuning Setyowati
Department of Agribusiness, Faculty of Agriculture, Sebelas Maret University
JI. Ir. Sutami 36 A, Surakarta
Email: fadzilahaziis@gmail.com

Abstract

Online shopping of organic food is something new and currently developing in Indonesia. So, many factors were
considered by potential consumers before doing their purchase decision. Therefore, online marketers of
organic food need to understand consumer purchase behavior to survive in this industry. Based on UTAUT
theory, this study aims to examine the impact of social influence variable on online purchase behavior of organic
food in Indonesia. The concept of social influence was broadened into reference group and e-WOM dimension.
As many as 11 hypotheses were formulated. Then, online survey was conducted toward 200 respondent using
purposive sampling technique. The collected data were analyzed with Structural Equation Modeling (SEM)
using LISREL software. The results indicate that social influence has indirect positive impact on online purchase
behavior through the mediation of perceived value, perceived trust, attitude, and online purchase intention. On
the other hand, perceived risk has no significant effect on online purchase behavior. Several recommendations
from social influence perspective are presented to help online marketers of organic food develop their business.

Keywords: Online Purchase, Organic Food, SEM, Social Influence, UTAUT

1. Introduction

The internet has growth rapidly in the last two decades in Indonesia. Asosiasi Penyelenggara Jasa Internet
Indonesia (APJII) stated that 64,80% of Indonesian population has used internet in 2018. With the high level of
internet penetration, online trading ecosystem began to develop through various online purchase and selling
platform. That's reinforced by the results of a survey from Google and Temasek which states that Indonesia’s e-
commerce transaction is the highest in Southeast Asia. Currently, Indonesian consumers are very dependent on
purchasing products online (Anandan et al.,, 2018).

Organic food is one of the products that are starting to be traded online. Based on Regulation of the Ministry of
Agriculture No. 64/Permentan/0t.140/5/2013 article 1 paragraph 3 explains that organic food is food from an
organic agricultural land which implements management practices aimed at maintaining the ecosystem in
achieving sustainable productivity, controlling weeds, pests, and diseases, through several means such as
recycling of crop and livestock waste, crop selection and rotation, water management, land management, and
planting and use of biological materials. Mayrowani (2012) described that the advantages of organic food
include three dimension, namely environmental, economic, and social. From the environmental dimension,
organic food production is not limited to eliminating the use of synthetic inputs, but also utilizing natural
resources in a sustainable manner, producing healthy food, and saving energy. Then, the economic dimension
will be felt if organic food production is able to provide sufficient income for farmers. Meanwhile, the social
dimension occurs when food safety awareness is created at both the consumer and producer levels.

Page | 210
http:/ /conference.feb.uns.ac.id /2020



http://conference.feb.uns.ac.id/2020
http://www.conference.feb.uns.ac.id/2020
mailto:fadzilahaziis@gmail.com

The 1st International Congress on Regional Economic Development, Iy 1 INCREDIBLE
Information Technology, and Sustainable Business |

ISSN 2774-7395 www.conference.feb.uns.ac.id/2020

For developing country, especially Indonesia, organic food is something new and becomes popular around 2007
(Mayrowani, 2012). The condition of Indonesia’s organic food market is in line with the increasing trend of
global organic food market, although the growth is slower, only 5% per year (Sari and Setiaboedhi, 2017). It is
supported by the increase of organic agricultural land as well as organic producers, the expansion of product
marketing (IFOAM, 2019), and the changes of society lifestyle which more concern about health quality
(Chrysanthini et al, 2017). However, there are challenges in developing organic food market such as the
relatively high price of product and intangible benefit (Sari dan Setiaboedhi, 2017). Online trading is a strategy
to overcome these challenges, where products can be reached by a wider market with a lower marketing cost,
so the selling price will be more affordable (Sari dan Setiaboedhi, 2017). Then, it can also increase consumer
trust when making online purchase decision with better information quality (Jung and Jaenam, 2015).

Organic Trade Association (2019) stated that online shopping system of organic food in Indonesia is still on
primary stage because it is relatively new and still developing. It is restricted by multiple factors, such as lack
of logistics and security issues, resulting to an uncertainty and wait-and-see attitude among many consumers.
Many online marketers of organic food are still unable to fully grasp the factors that influence online purchase
behavior (OPB) of organic food, leading to absence of appropriate and effective marketing tools and marketing
method (Zhao et al, 2017). Therefore, there is an urgent need to investigate OPB of organic food. One of many
theories to analyze behavior is UTAUT (Unified Theory of Acceptance and Use of Technology). UTAUT is a
combined model, from the previous eight theories, formulated by Venkatesh (2003) to explain user intention
in using information systems which then it affects user behavior. UTAUT model consists of four main variables,
namely 1) Performance Expectancy, 2) Effort Expectancy, 3) Social Influence, and 4) Facilitating Condition. This
study aims to examine the impact of social influence (SI) on OPB of organic food in Indonesia. This is based on
the fact that there are still few researches that focus on studying SI perspective towards OPB of organic food.
Therefore, this study is expected to provide an overview about that matter, especially for online marketers of
organic food in Indonesia.

2. Literature Review and Hypotheses Development

Venkatesh et al. (2003) defined SI as the degree to which an individual perceives that important others believe
he or she should use the new system. So, the greater influence from people around individual whose opinion is
considered important, namely reference group (RG), leading to the greater individual intention to use a similar
system. Venkatesh and Davis (2000) stated that SI can affect individual behavior through three mechanisms i.e.
compliance, internalization, and identification. First, compliance mechanism refers to individual behavior
caused by the influence of social pressure to gain reward or avoid punishment. The influence of this mechanism
is normative in a mandatory context, which means that individual behave because of the rules or orders from
the authorities. Second, internalization mechanism refers to individual behavior due to recommendation from
RG to perform the behavior, then the individual find the suitability of the behavior with the values he or she
believes. Third, identification mechanism refers to individual behavior that is based on the desire to maintain
or improve social status in the referred social system. The influence of the last two mechanisms can occur in
mandatory or voluntary context.

If we focused in the context of consumer behavior, Argo (2019) divided SI into three influence types i.e.
utilitarian, informational, and value-expressive. First, utilitarian influence occurs through compliance
mechanism when consumers try to adjust against RG to gain reward and avoid punishment. A reward can satisfy
feelings of being accepted by RG, due to a fundamental need to belong. Then, the punishment can be avoided
with a willingness to comply with salient social norms. Second, informational influence occurs through
internalization mechanism when consumers accept information from RGs to serve as evidence about reality.
The information can enhance consumer knowledge and ability to understand a certain aspect. Third, value-
expressive influence occurs through identification mechanism when consumers adopt behaviors or beliefs that
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enhance or support their self-concept. Generally, consumers have a pervasive desire to hold a positive self-view.
Thus, they seek to enhance, protect, and repair their self-concept as needed.

This study broadens the concept of SI, which was originally limited to RG, by adding a virtual dimension called
electronic word of mouth (e-WOM) (Zhao et al., 2017). This is based on the fact that information is easier to
access today, so that consumers in making purchase decisions rarely only involve their personal judgment.
Consumers decision usually very influenced by the behavior pattern of their RGs (family member, friends,
colleagues, celebrities/influencers) and/or e-WOM (product review, online recommendation, etc.).
Recommendations from these two play an important role in determining consumers purchase decisions, mainly
when purchasing an expensive or newly marketed product or service (Hsu et al., 2013), like organic food. The
following will describe the two SI dimensions in this study.

First, RG is defined as a person or group who influences the decisions of others (Gupta and Ogden, 2009). The
influence can be positive or negative. RG consist of two types i.e. direct RG and indirect RG. Direct RG is people
around consumers who interact directly with consumers such as family, friend, and colleague. Meanwhile,
indirect RG is people who do not interact directly with consumers such as celebrity or influencer (Schiffman
and Kanuk, 2007). Second, e-WOM is defines as a positive or negative statement from potential consumers,
actual consumers, or existing consumers about a product or company that is accessible to various society or
institution through internet (Jalilvand et al., 2011). The differences between RG and e-WOM lies in the
information sources. RG’s information comes from familiar people such as family members or friends, whereas
e-WOM'’s information comes from unknown former purchaser (Ratchford et al., 2001). This study is limited to
explain positive influence of KR and e-WOM toward OPB of organic food. Zhao et al. (2017) stated that SI
positive influence can build trust and change consumers attitude when purchasing online.

Besides broadening the SI concept, this study also broadened the main model of UTAUT where several variables
were added to research model based on previous study, by paying attention to their suitability with the object
under study i.e. OPB of organic food. The main variables of UTAUT model in this study are SI, online purchase
intention (OPI), and OPB. UTAUT model proves that SI has a positive impact to OPI, then OPI has positive impact
to OPB. The broadened model aims to obtain better analysis results as shown by William et al. (2015) and
Dwivedi et al. (2019). The explanation of additional variables and its relationship to UTAUT variables will be
discussed below.

1.1 The relationship between SI and PV, PR, PT

The first additional variable is perceived value (PV). PV is defined as a consumer’s perception of the benefit that
will be obtained for a given sacrifice. There are three dimensions of value i.e. emotional value, money value, and
performance value (Fernandez and Bonillo, 2007). PV was added with consideration that before making a
purchase decision, consumers will emphasize that the benefit received from the product are the most important
component in determining the value of the product (Kusdyah, 2012). Moreover, Kim et al. (2007) initiated Value
Adoption Model (VAM) theory that shows PV as important determinant of technology adoption where users (at
once as consumers) of technology managing to maximize the value obtained. Thus, consumers will purchase
organic food online if the value obtained is perceived as beneficial.

The influence of SI, especially informational and value-expressive influence, can impact consumers PV (Zhao et
al, 2017). Consumers usually receive information and recommendation from RG and e-WOM purchasing
experience. It can determine consumer’s evaluation of value. Research conducted by Zhao et al. (2017) pointed
out that positive review from RG and e-WOM have positive impact on PV. That means, the more positive reviews
from RG and e-WOM to purchase organic food online, the higher the PV consumer will be. Thus, the following
hypotheses are proposed.

Hla : RG’s positive evaluation has a significant positive impact on consumer’s PV of purchasing organic food online

HZ2a : e-WOM’s positive evaluation has a significant positive impact on consumer’s PV of purchasing organic food
online
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Purchasing organic food online is associated with risk. Jing and Zhou (2005) pointed out that when purchasing
online, consumers will assess not only PV but also perceived risk (PR) and losses. Although online purchase is
much more convenient than the conventional purchase, but at the same time online purchase cannot
immediately provide consumers relevant product or service experiences, which creates various risk that hinder
consumer purchasing decisions. Besides that, organic food has characteristics such as perishable, short shelf
life, bulky, and non-uniform, leading to the greater product risk (Zhao et al., 2017). So, it is important to consider
consumer’s PR in determining OPB of organic food. Kim et al. (2008) defined PR as a consumer’s belief about
the potential uncertain negative outcomes from the online transaction. Three types of PR are said to be
predominant on online purchase i.e. product risk, financial risk, information and security risk. Usually in
overcoming risk, consumer will seek information from trusted source or product expert to reduce potential
risk. Research conducted by Bearden et al. (1989) and Zhao et al. (2017) pointed out that positive influence
from RG and e-WOM have negative impact on PR. That means, the more positive reviews from KR and e-WOM
to purchase organic food online will reduce consumer’s PR. Thus, the following hypotheses are proposed.

H1b : RG’s positive evaluation has a significant negative impact on consumer’s PR of purchasing organic food
online

H2b : e-WOM’s positive evaluation has a significant negative impact on consumer’s PR of purchasing organic food
online

Consumer’s PR reduction generally in line with the increase of consumer’s perceived trust (PT). Kim et al
(2008) defined PT as a consumer’s subjective belief that the selling party or entity will fulfill its transactional
obligations as the consumer understand them. Consumer’s PT play an essential role in online purchase. This is
because of some characteristics of online purchase such as they are blind, borderless, can occur at any time, and
are non-instantaneous (payment may occur before the product is received), can cause consumer to be
concerned that the seller won't adhere to its transactional obligations. PT can be divided into four dimensions
i.e. trust of information, pledge and commitment, product, and delivery (Kim et al., 2008; Sari dan Setiaboedhi,
2017). Research conducted by Pandey and Khare (2017) pointed out that positive influence from KR and e-
WOM have positive impact to PT. Thus, the following hypotheses are proposed.

Hlc :RG’s positive evaluation has a significant positive impact on consumer’s PT of purchasing organic food online

HZc :e-WOM’s positive evaluation has a significant positive impact on consumer’s PT of purchasing organic food
online

1.2 The relationship between PV, PR, PT and ATT

This study also includes attitude (ATT) as additional variable. ATT is assumed to precede OPI and OPB as
indicated by Theory of Research Action (TRA), Theory of Planned Behavior (TPB), and Technology Acceptance
Model (TAM). Besides that, Dwivedi et al. (2019) conducted research about UTAUT model extension by adding
ATT variable. The results show that there is positive impact between SI to ATT, ATT to OPI, and OPI to OPB. That
means, ATT has a role to explain OPB of organic food. Ajzen (2005) defined ATT as an evaluative trait to respond
pro or contrary against something. ATT responses can consist of three categories i.e. cognitive (belief), affective
(emotion), and conative (tendency to behave). Kotler et al. (2013) stated that ATT usually develops for a long
time so it is difficult to change (consistent). Therefore, the higher consumer’s ATT towards organic food and
online purchase, will lead to a higher potential of OPB.

The research conducted by Khoi et al. (2018) stated that PV has a positive impact on ATT. That means that the
higher consumer’s PV, the higher consumer’s ATT is formed. Consumer evaluation that online purchase of
organic food is fun, financially profitable, and improves performance in shopping will certainly lead to a positive
ATT towards this behavior. Moreover, ATT is also influenced by PR. Rahmawati et al. (2018) stated that PR has
a negative impact on consumer’s ATT. Consumer evaluation that online purchase of organic food carries a high
product risk, financial risk, and information and security risk will certainly reduce consumer’s positive ATT.
Consumer will dislike or avoid purchasing organic food online. Therefore, trust is needed to reduce consumer
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hesitant toward this uncertainty (Kim et al., 2008). Hsu et al. (2013) in their study pointed out that PT has a
positive impact to ATT, which means the higher PT leads to the higher consumer’s ATT. Consumer generally
trust a seller with good reputation because they can provide valid and reliable information. Thus, the following
hypotheses are proposed.

H3 : PV has a significant positive impact on consumer’s ATT of purchasing organic food online
H4 : PR has a significant negative impact on consumer’s ATT of purchasing organic food online

H5 : PT has a significant negative impact on consumer’s ATT of purchasing organic food online
1.3 The relationship between ATT, OPI, and OPB

As previously discussed, ATT influences consumer behavior through its impact on OPIL. OPI is defined as an
evaluation of consumer’s desire to perform behavior (Ajzen, 2005). Research by Hsu et al. (2013) pointed out
that positive ATT is the most important variable to determine consumer’s OPI. Moreover, Kim et al. (2008)
stated that OPI is the strongest predictor related to a person’s actual behavior. Thus, the higher ATT leads to the
higher OPI. Then, the higher OPI can increase possibility of OPB will be performed. Based on this, the following
hypotheses are proposed.

H6 :ATT has a significant positive impact on consumer’s OPI of organic food

H7 : OPI has a significant positive impact on consumer’s OPB of organic food
Based on hypotheses development above, Figure 1 illustrates the overall research model and the associated
hypotheses.

Perceived
 Social Influence Value
:r )
i Reference .
i Group Perceived He Online Online
: . | He () N attitude  |%SC), | Purchase |H7G),| Purchase
i Risk Intention Behavior
! Electronic 3
i Word of )
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Figure 1. Research Model and Hypotheses

3. Methodology

The main methodology used in this study is descriptive with descriptive and analytical survey technique
(Morissan, 2012). This study generated its data from online questionnaire survey, using google form, conducted
in February - May 2020 in Indonesia. The location was chosen purposively with consideration about the needed
of understanding online purchase behavior of organic food in Indonesia, particularly from social influence
perspective. The online questionnaire distributed through social media (i.e. WhatsApp, Instagram, and
Facebook) and marketplace Shopee.id using “chat” features. Respondent was chosen by purposive sampling,
with the following criteria: a person >17 years old, residing in Indonesia, and has experience of purchasing
organic food online in the last one month. Organic food purchased can be in the form of fresh ingredients (e.g.
vegetables, fruits, meat), grains (e.g. rice, soybeans), processed ingredients and spices (e.g. tempeh, tofu, salt,
oil, ketchup), and ready-to-consume food (e.g. salad, herbal medicines) with organic marketing label. The
products can be purchased from e-commerce (e.g. clubsehat.com, purefoods.co.id), social media (e.g.
WhatsApp, Instagram), marketplace (e.g. lemonilo.com, shopee.id, Tokopedia.com), and agricultural product
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marketing application (e.g. TaniHub, Sayurbox, Kecipir). Respondent who meet the criteria should fill out the
online questionnaire. The questionnaire mainly containing several open questions related to consumer profile
and opinion about their purchase, and closed questions related to consumer response to several item
statements about research latent variables (RG, e-WOM, PV, PR, PT, ATT, OPI, OPB). The closed questions are
measured by 5 categories Likert Scale, which shows a very disagree to strongly agree responses.

After that, the data analysis was conducted by Structural Equation Modeling (SEM) with Maximum Likelihood
(ML) estimation. The analysis, which was carried out with the help of LISREL 8.80 and SPSS 21 software. Hair
etal. (2014) stated that the recommended sample size for SEM analysis with ML estimation between 100 - 400
samples. From this online survey, a total of 200 questionnaire were received. After performed data
transformation and outlier test, it was known that 8 questionnaires were multivariate outlier, so they were
excluded from analysis. Then, the remaining 192 questionnaires performed data normality test. Covariance-
based SEM analysis with ML estimation requires data to be multivariate normally distributed, so the analysis
results are not biased (Hair et al., 2014). The data is said to be normally distributed if it has p-value of skewness
and kurtosis >0,50 (Ghozali and Fuad, 2014). However, the result of normality test in this study showed that
the data were not normally distributed as indicated by p-value of skewness and kurtosis <0,50. Ghozali and
Fuad (2014) stated that non-normality data in SEM method are often found and there are several ways to
overcome them. One of them is by including Asymptotic Covariance Matrix (ACM) estimation into analysis. ML
estimation with ACM can correct biases arising from non-normality, especially in standard error and chi-square
values. This estimation is called Robust Maximum Likelihood (RML). After that, the measurement model test
was conducted. In this test, all items used in this study had to be valid and reliable. Subsequently, the structural
model test was performed by comparing the goodness of fit index value of the research model with the
reference value. After the model is considered as fit, the hypotheses can be tested.

4., Results and Discussion

Responses of open questions from online questionnaire survey provide information about respondent’s
demographic characteristics. Based on data, it is known that majority of respondents are women (90,5%). Most
respondents are in the age range between 26-35 years old (58,5%) then followed by 17-25 years old (25,5%),
which indicates that the respondents are dominated by millennial generation. Moreover, the majority of
respondents reside in Java island (85%) such as DKI Jakarta, West Java, East Java, Banten, Central Java, and
Yogyakarta. While the rest (15%) reside outside Java island, with the most respondent coming from North
Sumatra. The latest education level is dominated by undergraduates (64,5%). Then, the occupations that mostly
done by respondents were housewives (34%) and private employees (27,5%). Most of respondent are married
(69,5%) with family member as many as 3-5 people (64%). Then, related to family income it is known that most
of respondents is in the middle to upper level economic condition, i.e. IDR2.000.000-IDR4.999.999 (40%),
IDR5.000.000-IDR9.999.999 (30,5%), and above IDR10.000.000 (28%).

Besides that, we also collect information about respondent decision making process when purchase organic
food online. The results show that the majority of respondents consume organic food because they have
knowledge about the benefits of organic food, such us for health. Then, most of respondents chose to buy
organic food online because it is easier and faster. The frequency of purchases is <4 times per month with
spending around IDR100.000-IDR250.000 per purchase. Most of respondents have 1-2 years online purchasing
experience of organic food. Moreover, the types of organic food that are often to purchased are grains, processed
ingredients, and fresh ingredients, with marketplace as online marketing media that often used. Priorities that
respondents consider when purchasing online are product quality, product price, seller location, and
promotion, respectively. Moreover, consumer also consider about brand trust, testimonials, seller credibility,
and so on. Subsequently, several tests were performed as follows.
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4.1 Measurement Model Test

Measurement model test was performed through validity and reliability test of all item in research model. First,
validity test aims to determine the accuracy of items in measuring latent variables. Item validity can be
determined through Confirmatory Factor Analysis (CFA). Item was considered as valid if the value of
Standardized Loading Factor value (SLF) and Average Variance Extracted reached =0,50. Meanwhile, reliability
test aims to determine the consistency of items in measuring latent variables. [tem reliability can be determined
through Cronbach Alpha test. Item was considered as reliable if the value of CA reached 20,70 (Ghozali and
Fuad, 2014). The value of SLF, AVE, and CA are presented in Table I.

Table I. Item Validity and Reliability Test

Variable Indicator Item SLF AVE CA
Reference Group (RG) Family RG1 0,70 0,57 0,86
Friend RG3 0,87
Colleague RG5 0,86
Celebrity/Influencer | RG7 0,53
Electronic Word of Online Review EWOM1 0,57 0,62 0,85
Mouth (B'WOM) EWOM2 0,87
EWOM3 0,84
EWOM4 0,83
Perceived Value (PV) Performance Value PV4 0,54 0,51 0,78
PV5 0,50
Emotional Value PV8 0,88
PV9 0,86
Perceived Risk (PR) Product Risk PR1 0,54 0,52 0,87
PR2 0,56
Financial Risk PR7 0,61
Information and PR8 0,91
Security Risk
PR9 0,89
PR10 0,72
Perceived Trust (PT) Information PT1 0,63 0,52 0,88
PT2 0,71
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PT3 0,77
Pledge and PT5 0,79
Commitment
PT7 0,81
PT8 0,70
Delivery PT10 0,60
Attitude (ATT) Cognitive ATT1 0,66 0,55 0,79
Affective ATT4 0,76
ATT5 0,80
Online Purchase Intention to behave OPI1 0,83 0,50 0,75
Intention (OPI) OPI2 0.50
OPI3 0,73
Online Purchase Purchase Decision OPB1 0,88 0,72 0,89
Behavior (OPB) OPB2 0,78
OPB3 0,89

Validity test in this study was conducted through several iterations which invalid items were excluded from the
analysis for each iteration. Iteration is terminated when all items are considered as valid, that is in third
iteration. Based on Table 1, it is known that all items have met the standard values of SLF, AVE, and CA, therefore
the items are declared as valid and reliable. SLF value ranged between 0,50 - 0,91; AVE ranged between 0,50 -
0,72; and CA ranged between 0,75 - 0,89.

4.2. Structural Model Test

Structural model test aims to assess the feasibility of research model. This test was carried out by comparing
the value of goodness of fit (GOFI) index of the specified model with standard value. There are three types of
GOFTi.e. absolute fit indices, incremental fit indices, and parsimony fit indices. Each GOFI type has many indexes
to measure model feasibility. However, Hair et al. (2014) suggest that the use of 4-5 GOFI indexes is sufficient,
but the three GOFI types should be represented. This study will use GOFI index such as Satorra-Bentler (SB)
Chi-Square, RMSEA, GFI, AGFI, NFI, CFI, IF], RFI, AIC, CAIC, ECV], and PGFI (Ghozali and Fuad, 2014). The values
of GOFI indexes from specified model are presented in Table 2.
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Table II. Goodness of Fit (GOFI) Test

Types Index Standard Value Results Evaluation
Absolute Fit SB Chi-Square Expected small 847,13 (df=513)
Probability >0,05 0,00 Poor fit
RMSEA <0,08 0,058 Good fit
P RMSEA <0,05 0,026 Good fit
GFI >0,90 0,78 Marginal fit
Incremental Fit AGFI >0,90 0,74 Marginal fit
NFI 0,96 Good fit
CFI 0,96 Good fit
IFI 0,96 Good fit
RFI 0,91 Good fit
Parsimony Fit AIC Model < Saturated | 1011,13<1190,00<10098,78 Good fit
CAIC <Independence | 1360,24<3723,21<10243,53 Good fit
ECVI 5,29<6,23<52,87 Good fit
PGFI >0,60 0,67 Good fit

Based on Table I], it is known that only SB Chi-Square has poor fit criteria. This is because the probability of chi-
square is not reached the standard. Ghozali and Fuad (2014) stated that getting chi-square and its probability
value that meets the standard will be very difficult, especially if the assumption of normality is not met and the

sample size is small. Therefore, it is suggested to use other GOFI indexes as a consideration of model feasibility.
The value of RMSEA, p RMSEA, NF], CFI, IFI, RFI, AIC, CAIC, ECVI, and PGFI is 0,058; 0,026;0,96;0,96;0,96;0,91;
1011,13;1360,24;5,29; and 0,67, respectively, which its value was reached its standard so categorized as good
fit. Thus, this research model can be categorized as feasible (fit) because there are more than 5 indexes with
good fit criteria and they represent the three types of GOFI. After that, the fit model can be performed
hypotheses testing.

4.3. Hypotheses Test

Ghozali and Fuad (2014) stated that there are three things that must be considered when testing the
hypotheses: 1) the line of relationship and its regression coefficient value, 2) the significance of estimated
parameters, and 3) the coefficient of determination value (R?%). This study tested 11 hypotheses to show impact
of the observed variables on OPB of organic food. Hypotheses is accepted if estimated parameter has t-values
greater than t-table, which is t-table value is adjusted to satisfactory level of significance. The 1% significance
level has a t-table of 2,576, while the 5% significance level has a t-table of 1,960. This research hypotheses test
and its discussion is presented as follows.
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Table III. Hypotheses Test

Hypotheses Relationship Coefficient t-Values R2 Evaluation
Regression
Hla PV « RG 0,21 2,42% 0,24 Supported
H2a PV « e-WOM 0,42 3,71** Supported
H1b PR « RG 0,08 0,80ns 0,0062 Not Supported
H2b PR < e-WOM -0,03 -0,36ns Not Supported
Hilc PT « RG 0,07 0,73ns 0,16 Not Supported
H2c PT « e-WOM 0,39 4,00%* Supported
H3 ATT « PV 0,55 5,57** 0,58 Supported
H4 ATT « PR -0,11 -1,61ns Not Supported
H5 ATT « PT 0,84 4,72%* Supported
H6 OPI « ATT 0,88 8,03** 0,77 Supported
H7 OPB « OPI 0,90 11,26** 0,80 Supported
Note:
**  :significant at the 1% level of significance ns :notsignificant
*  :significant at the 5% level of significance

First, RG and e-WOM significantly has a positive impact on PV, thus, supported Hla and H2a. These results are in
accordance with previous studies by Zhao et al. (2017) and Lim (2015) who show the positive impact of KR and
e-WOM on PV. This means that the more positive reviews from KR and e-WOM in online purchase of organic
food, the higher PV respondent will be. Compared to RG, e-WOM has a greater coefficient regression value,
which indicates that e-WOM has a greater contribution on respondent’s PV. Meanwhile, the R? value shows that
RG and e-WOM influenced PV simultaneously by 24%, while the rest is influenced by other variables outside
research model.

PV in this study includes the dimensions of performance values and emotional values. From performance value
dimension, positive reviews of RG and e-WOM have positive impact on respondent’s assessment about shopping
productivity obtained when choosing to purchase organic food online. The convenient (e.g. ease, useful, saving
time) can certainly increase consumer’s shopping productivity, especially in today’s digital era. Meanwhile,
from emotional value dimension, it means that positive review of RG and e-WOM have a positive impact in
respondent’s assessment related to a pleasant shopping experience when purchase organic food online.
Recommendations from KR and e-WOM become consumer’s references and can gain respondent’s confidence
in purchasing organic food online.

Second, RG and e-WOM have no impact on PR, so H1b and H2b are not supported. This is indicated by not
significant t-values at the 1% and 5% significance levels. The R? value of 0,0062% indicates that KR and e-WOM
can explain PR only for 0,62%, while the rest is explained by other variables outside the research model. The
results of H1b and H2b contradict previous studies by Bearden et al. (1989) which showed the negative impact
of RG to PR, also studies by Zhao et al. (2017), Lin and Wang (2015), and Indiani et al. (2015) which showed the
negative impact of e-WOM to PR. However, these results are consistent with study by Zhao et al. (2017) who
showed that RG did not impact PR, and Hsu et al. (2018) who showed that e-WOM did not impact PR. This
means, positive reviews from RG and e-WOM cannot reduce consumer PR. This can be due to characteristics of
respondents in this study who experienced on online purchase of organic food, so recommendation or review
from RG and e-WOM do not affect PR. This is consistent with study by Venkatesh and Davis (2000) where the
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influence of SI, especially utilitarian and informational type, will decrease (until do not affect) with the
increasing of experience. This is because respondent becomes familiar with the behavior being carried out.

PR in this study includes the dimensions of product risk, financial risk, and information and security risks. From
product risk and financial risk dimensions, positive reviews from KR and e-WOM don’t impact respondent’s
assessment toward product and financial risk they will experience when choosing to purchase organic food
online. Based on the respondent answer on open survey question, it is known that respondents are aware that
purchasing organic food online has greater product and financial risk than conventional ones. Yet, respondent
decided to keep making purchases because they felt familiar and trust with product and financial guarantee
provided by online marketers. Furthermore, from information and security dimension, it shows that positive
review from RG and e-WOM do not impact respondent’s assessment toward risk that information and security
of personal data can be misused if they choose to purchase organic food online. This is also supported with low
society awareness towards cyber threats and personal data security in Indonesia (Kominfo, 2017).

Third, RG has no impact on PT, so H1c is not supported. However, e-WOM has a positive impact on PT, so H2c is
supported. Then, the R? value of 0,16 indicated that RG and e-WOM simultaneously affect PT by 16%, while the
rest is influenced by other variables outside the research model. The results of Hlc contradict with previous
study by Pandey and Khare (2017) where RG has a positive impact on PT. However, H1c is consistent with
previous study by Chaouali et al. (2016) which showed that RG has no effect on PT. Then, H2c is consistent with
previous studies by Lee et al. (2011) who stated that e-WOM has a positive impact on PT. This means that the
greater positive review from e-WOM, the greater respondent’s PT will be. The rejection of Hlc can be caused
by positive review from RG will lead to increase on respondent’s PV, but not PR or PT. Respondent PT in this
study was built based on the influence of e-WOM. Various product reviews and recommendations create
consumer-created-information. Lee et al. (2011) explain that information from e-WOM through PT has a greater
impact on consumer purchasing decision than information provided by seller in the form of advertisements.
These results are also consistent with respondent’s answer toward open survey question that information from
internet is the most frequently encountered and most influences respondent’s purchasing decisions.

PT in this study includes the dimensions of information, pledge and commitment, product, and delivery. From
information and product dimensions, that means positive review from e-WOM can impact respondent’s PT
related to credibility of information provided by seller, especially information about product. The existence of
product review and product rating features on several online marketing media of organic food can shape
respondent’s trust with the truth of product information provided by seller from former product purchaser.
Then, from pledge and commitment dimension, the influence of e-WOM can assist potential consumer in
building PT based on information related to implementation of various policies offered by online marketers.
Such as policies regarding to discount, delivery time, product warranty, and so on. Then, from delivery
dimension, positive review from e-WOM has an impact on increasing respondent’s trust that the delivery of
product is safe. This is because the condition of logistic (shipping) in Indonesia recently developed rapidly.
Logistic options are more diverse with shipping insurance that ensures that the products shipped remain safe
until they are received.

Fourth, PV and PT have a positive impact on ATT, thus supported H3 and H5. While, PR has no impact on ATT, so
rejected H4. This means, the greater PV and PT will lead the greater respondent’s ATT. Yet, PR has no influence
in the formation of ATT. The RZ? value of 0,58 indicates that PV, PR, and PT can explain ATT by 58%, while the
rest is explained by other variables outside the research model. The result of H3 is consistent with previous
studies by Chen et al. (2012) which stated that PV has a positive impact on ATT. Then, H5 is in accordance with
previous studies by Hsu et al. (2013) which stated that PT has a positive impact on ATT. However, H4 is in
contrast to previous study by Rahmawati et al. (2018), but consistent with previous study by Ventre and Kolbe
(2020) which states that PR has no impact in ATT. The rejection of H4 is in accordance with previous
explanation about respondent characteristic and the development of online shopping condition in Indonesia
that more reliable in dealing various risk when purchasing online.
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ATT in this study includes the dimensions of belief (cognitive) and emotion (affective). From cognitive
dimension, that means respondent perceived that online buying of organic food can increase shopping
productivity, fun, provide credible information, all pledges and commitments are well implemented, and safe
delivery guarantee will certainly lead to positive attitude toward OPB of organic food. Meanwhile, from
emotional dimension, that means PV and PT can influence respondent feelings of liking or positive emotion.
This is indicated by the long experience and the frequent spending of organic food online, which indicates that
respondents have a preference for doing the same thing for a long time.

Fifth, ATT has a positive impact on OPI, thus supported H6. This is in accordance with previous research by Hsu
et al. (2013). Then, OPI has a positive impact on OPB, which supported H7. This is consistent with previous
studies by Kim et al. (2008), Jung and Jaenam (2015), and Lim et al. (2016). The R% values of OPI and OPB are
0,77 and 0,80, respectively. This indicates that ATT can explain OPI by 70% and OPI can explain OPB by 80%,
while the rest is explained by other variables outside the model. A positive consciousness and emotional ATT
towards purchasing organic food online can lead to intention to do the same. Based on respondent’s answer
towards open survey question, it is known that the majority of respondents have a positive ATT toward OPB of
organic food. This is because there is a sense of interest when purchasing online such as practicality,
convenience, ease of access information, various product choices, being able to compare various product
attributes (e.g. quality, price, seller location, promotion, seller credibility, etc.), fast and safe delivery, and so on.
This means, the higher positive ATT toward OPB of organic food formed, the higher respondent’s OPI will be.
People with the higher OPIs are more likely to make actual purchases than those with no intention.

4.4. Implications and Limitations

Based on information from the fifth points discussed above, it can be seen that influence of SI, through KR or e-
WOM, indirectly has an impact on the formation of OPB of organic food. The impact is mediated by the influence
of PV, PR, PT, ATT, and OPI. The results of this study provide several contributions both from theoretical and
practical perspective.

From theoretical perspective, this study provides more detailed explanation related to the impact of SI on OPB
of organic food, where SI concept was broadened then several variables with consideration of their suitability
with OPB were added to the research model. There are several interesting findings in this research. First, SI has
no effect on PR and the ATT. Second, PT is not influenced by KR, but e-WOM. These two things are contrary with
previous studies. Thus, we can show that differences in environmental and society conditions are important to
understand when studying online consumer behavior (Zhao et al.,, 2017).

Then, from practical perspective, this study can provide an overview for online marketers of organic food that
SI is one of the important factors impact consumer’s OPB. Based on research results, here are some
recommendations that online marketers of organic food can consider when using SI to influence consumer
online purchase decision.

First, online marketers should pay attention to the role of RG. Positive review from RG played an important role
in the development of OPB of organic food, especially through increasing PV. Some of the ways that online
marketers should do are: 1) retain existing consumers and encourage them to recommend organic food to
people around them like family, friends, or colleagues. For example, online marketers providing a referral code
that can be used to recommend products or seller. If other people use the referral code, consumers will get
rewards from online marketers, 2) use the role of celebrity/influencer to spread information related to the
benefits, convenience, or pleasure that will be obtained when purchasing organic food online.

Second, online marketers should pay attention to the role of e-WOM. Positive review from e-WOM are the most
influential dimension in the development of OPB of organic food. This is in accordance with current condition
of science and technology where consumers will evaluate e-WOM first before deciding to buy. Therefore, there
are several ways tat online marketers of organic food should do: 1) use various online news portal, websites, or
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social media with high popularity and credibility to release information related to product or online marketing
media, 2) use product review and rating features in online marketing media. Online marketers can encourage
former consumer to give review and rating from their shopping experience. Positive reviews and high ratings
can certainly attract potential consumer attention to make purchases.

Third, online marketers should increase consumer’s PV and PT. The purchase decision-making process is
basically a process for evaluating the value of products and online marketers. Therefore, it is important to
understand the different meaning of “value” to each consumer. Consumer survey can be conducted to find out
consumer opinions related to things that must be improved for better shopping performance. Moreover, online
marketers can also increase interaction with existing and potential consumer through various platform. This
can improve shopping experience where shopping can be interesting and enjoyable for consumer. Then, it is
also important for online marketers to build and maintain consumer trust. This is because the characteristics
of online purchasing that full of uncertainty. Online marketers need to ensure that all product-related
information is true, as well as all pledge and commitment can be accountable. Make sure that consumers are
not disappointed with the products or services provided.

Fourth, online marketers should pay attention to the role of ATT and OPI. ATT tends to be stable over a long
time. Therefore, positive ATT for organic food should to be developed first. Online marketers can use the role
of RG or e-WOM to campaign about the advantages of organic food compared to non-organic. Then, in the
process of establishing ATT, online marketers can include promotional messages to direct consumers doing
purchase behavior of organic food. If consumers already have a positive ATT, and intend to buy, then make sure
that existing OPI is actualized by ensuring that the product information presented is completed, the products
offered are available, providing various payment method, ensuring the given discount is appropriate,
minimizing negative reviews, and so on.

Although this study can provide several contributions in understanding consumer OPB of organic food, there
are still limitations that can be considered for further research. First, this study only examiner the impact of
positive reviews of SI on OPB. Future studies may examine the impact of SI's negative reviews on OPB. Second,
this study did not include moderator variables like in the main UTAUT model i.e. gender, age, experiences, and
voluntariness. Future studies are expected to include these moderating variables to determine the differences
impact of SI on OPB based on gender, age, experience, and voluntariness. Third, this study has not been able to
identify the type of Sl influence that has a significant impact on OPB. As previously stated, there are three types
of SI influences i.e. utilitarian, informational, and value-expressive. Future research may consider to detailing
these types effect. Finally, this study is a cross-sectional study so it is a little difficult to explain some of the
result. Future research should apply longitudinal study to get better overview of the condition of online
shopping of organic food in Indonesia.

5. Conclusion

Based on the results of the analysis and discussion section above, the conclusion of this study is that the positive
influence of social influence (SI), both reference group (RG) and electronic word-of-mouth (e-WOM), indirectly
impacts on online purchase behavior (OPB) of organic food in Indonesia. The impact is mediated by the
influence of perceived value (PV), perceived trust (PT), attitude (ATT), and online purchase intention (OPI).
Some contributions and recommendation are presented both from theoretical and practical perspective in
explaining OPB of organic food in Indonesia.
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Abstract

In recent years, increasingly difficult for organizations to achieve, maintain, and improve business
competitiveness. The implementation of corporate governance in company performance is the key to success
for companies to gain long-term benefits. The application of the concept of corporate governance is an effort to
restore the confidence of investors and institutions in the capital market. Corporate governance maybe isn't a
one size fits all solution, but keep these best practices will make better equipped to execute the business plan.
Variable corporate governance in this study is proxy with the Corporate Governance Perception Index (CGPI)
issued by the Indonesian Institute for Corporate Governance (1ICG). The sample is a company registered in CGPI
during the period 2013 to 2017. The results show that corporate governance variable has a negative and
significant affect on firm performance.

Keywords: Corporate Governance, Firm Performance

1.Introduction

Increasingly tighter company competition causes company management to strive to increase the company's
financial performance. Financial performance is an indicator of a company's financial condition that describes
the company's achievements in a certain period (Fahmi, 2011). Therefore, it cannot be denied that the good
and bad of the company's performance will have an impact on the interest of investors to invest or withdraw
their investment from the company. Corporate governance is a supervisory system that influences the
determination and achievement of company goals. Good corporate governance structures encourage
companies to create value through operations, research and innovation development (Detthamrong et al,
2017).

In a company where an effective corporate governance system is practiced, so it could be expected that the
interest between managers and shareholders are more aligned. The likelihood that managers will have the need
to hide negative information from shareholders is low (Sihombing and Diyanti, 2019). Corporate governance is
based on the structure and processes established by the entity that aims to minimize the level of agency
problems as a result of the separation between ownership and control (Ofoeda, 2017). Corporate governance can
help companies to set their objectives and provide means to achieve the objectives and monitoring function to ensure
that managers are working towards achieving the objectives (OECD, 2015).

Corporate governance is based on the structure and processes established by the entity that aims to minimize
the level of agency problems as a result of the separation between ownership and control (Ofoeda, 2017). The
company's financial performance is influenced by several factors, one of which is corporate governance. Since
the crisis that occurred in Indonesia in 1998, the issue of corporate governance has become one of the most
interesting topics of interest (Anggitarani & Suhardjanto, 2010). The good corporate governance mechanism
has several indicators in the form of an audit committee, the size of the board of commissioners, the proportion
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ofindependent commissioners, and the educational background of the commissioners. Many studies have been
conducted to examine the relationship between corporate governance mechanisms and corporate financial
performance (Syafiqurrahman et al, 2014).

2.Literature Review and Hypothesis Development
2.1 Agency Theory

Agency theory is based on the fact that company managers are not the owners of the company, but rather as
owner agents who are contracted to manage the company on behalf of the company owners (Ujunwa et al.,
2012). Jensen and Meckling (1976) explain that agency theory is a collection of contracts between owners
(principal) and managers (agents) that take care of the use and management of company resources. The owner
expects that the manager can act in the interests of the owner of the company, but in fact each party will act
according to their own interests. Therefore, it is necessary to have good corporate governance in the company
to minimize the differences in interests.

Corporate governance is a basic concept of agency theory that gives investors confidence in the management of
the company. Good corporate governance mechanisms can reduce agency conflicts and help align interests
between managers and shareholders (Goranova et al., 2017). Effective implementation of corporate governance
will reduce agency costs as an indicator of these problems. Minimizing agency problems in the company is
necessary in order to achieve company goals by improving company performance.

2.2 Corporate Governance Perception Index

The Corporate Governance Perception Index (CGPI) is a research and ranking program on the implementation
of corporate governance in Indonesia carried out by an organization called The Indonesian Institute for
Corporate Governance (IICG) and has been going on since 2001. In the CGPI ranking, at the end of each year it
will be held The CGPI Award is a form of appreciation for the company's initiatives in realizing a business that
is in accordance with corporate governance which will be published in the SWA magazine. As an independent
and non-profit organization, IICG is committed to encouraging and assisting companies in implementing
effective corporate governance in Indonesia (Wahyudin & Solikhah, 2017).

This study uses the Corporate Governance Perception Index (CGPI) as a proxy for corporate governance because
in ranking CGPI, 1ICG considers various dimensions, including commitment, transparency, accountability,
independence, responsibility, competence and ethics. [ICG uses four phases which include company appraisal,
document evaluation, review papers and company visits. The CGPI program consists of three scopes of
assessment of the implementation of corporate governance including (www.iicg.org):

a. The compliance aspect includes the fulfillment of various lawsuits and regulations that have been set by
the regulator. This aspect aims to ensure that all business operations are in accordance with applicable
regulations.

b. The conformity aspect of implementation contains the appropriateness of the company's policies and
operations based on the norms, ethics and values that are believed to be.

c. The performance aspect of implementing corporate governance is the achievement of the company
regarding the demands of ethical and dignified business operations.

2.3 Hypothesis Development

Research shows that effective corporate governance practices are proven to be able to minimize capital, reduce
risk, and positively affect the value of company performance. The implementation of corporate governance can
create a system to direct, control and increase all resources efficiently and effectively. The implementation of
corporate governance in company performance is the key to success for companies to gain profits in the long
term so that they can compete well in global business (Sheikh et al., 2013).

The increasing need to establish good corporate governance is based on the many financial scandals that have
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led to the collapse of the world's giant financial institutions. An efficient corporate governance system in the
banking sector shows the integrity of bank management regarding the quality of banking service delivery and
affects the overall performance of the sector (Okoye et al., 2016). The application of corporate governance is
expected to prevent errors in decision making so that it will automatically improve company value that is
reflected in profitability (Anjani and Yadnya, 2017). Based on the description above, the hypothesis
development in research is as follows:

Hi: Corporate governance has a positive and significant effect on firm performance

3.Research Method

3.1 Sample and Data
Data collection was carried out by collecting data and literature related to the problems studied, which
included annual reports obtained from the Indonesia Stock Exchange website, Bloomberg and CGPI
reports for the period 2013-2017. The determination of the companies to be sampled in this study was
carried out using a purposive sampling method using criteria for public companies participating in the
CGPI program in 2013-2017.

3.2 Research Model

To test the hypotheses of this research, the following regression model is used:
ROE= a + f; CGPI+ B,DER + ¢

ROE = Return on Equity

a = Constanta

S 1,02 =Regression Coefficient

CGPI = Corporate Governance Perception Index
DER = Debt to Equity Ratio

& =Error

3.3 Variable Operationalization
3.3.1 Dependent Variable
The dependent variable in this study is firm's performance as a proxy for return on equity (ROE). The
reason company performance is proxied by ROE because ROE is able to show management in utilizing
equity in operational activities to generate profits (Brockman et al,, 2013; Su & Fung, 2013; Ding et al,,
2014)

Return on equity = Net Income x 100 %
Equity

3.3.2 Independent Variable
Corporate governance in this study is proxied using the Corporate Governance Perception Index (CGPI)
issued by The Indonesian Institute for Corporate Governance with the CGPI score scale used is 0-100
(Wahyudin & Solikhah, 2017). The use of the CGPI score as a proxy for corporate governance is because
in ranking CGPI, IICG considers various dimensions including commitment, transparency, accountability,
independence, responsibility, competence and ethics (www.iicg.org).
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3.3.3 Control Variable
Leverage is a very important external financing mechanism for companies. Financial leverage indicates
that a business incurs costs to purchase new assets or to increase its production or operations. In this
study, leverage is used as a control variable which is proxied by using a debt to equity ratio to make it
easier to identify the company's financial position.

Debt to Equity Ratio = Total Debt x 100 %
Equity

4.Regression Result
The results of data processing using the SPSS 21 program are as follows:

Table I
Regression Analysis Results

Variable Coefficient T Sig. Result
Constant 33,680 1,672 ,099

CGPI -1,312 -3,831 ,000 Significant
DER -1,641 -3,672 ,000 Significant

The hypothesis states that corporate governance has a positive and significant effect on profitability. Based on
the test results, the value of t = -3,831and the coefficient of -1,312with a significance value of 0,000 is less than
0.05 and the direction of the coefficient is negative, it can be concluded that corporate governance has a negative
and significant effect on profitability, so that H1 is not accepted.

The effectiveness of corporate governance practices varies widely. However, the existence of corporate
governance is an obstacle that must be obeyed. Corporate governance is not considered a maximum regulation
for preventing risks and disasters, but only as a formality. This assumption arises because to implement good
governance in a company requires a lot of money. The process is quite long and the implementation may not fit
the company culture. In fact, corporate governance that is carried out according to procedures is a parameter
for assessing organizational performance.

5.Conclusion

The objective of this research is to find out the effect of corporate governance on firm performance. Based on
the analysis of the results of the tests and discussions that have been carried out, it can be concluded that the
variable corporate governance perception index has a negative and significant effect on firm performance.
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Abstract

The objectives of this study are: (1) to determine whether the company's CSR activities directed at dealing with
Covid-19 have an effect on company value seen from the company's stock price, and (2) whether there is a
difference in company value before and after the company carries out CSR Covid-19 activities. The population
of this study is all companies listed on the Indonesia Stock Exchange (IDX) in 2020. The sample is companies
that carry out CSR that are directed to handle CSR Covid-19 for period March until June 2020, namely a total of
124 companies. The research data is secondary data, namely the company's CSR activities from online media
and the company's official website, and stock price data from the official IDX website. Data analysis to test data
normality used the Kolmogorov-Smirnov test and the Shapiro-Wilk test. Hypothesis testing uses run test and
the Wilcoxon test, because the data is not normal. The results of this study are: (1) the first hypothesis is
accepted, CSR activities to handle covid-19 affect the company's stock price, and (2) the second hypothesis is
accepted, that is, there are differences in stock prices before and after the company carries out CSR activities to
handle covid-19.

Keywords: Corporate Social Responsibility (CSR), Covid-19, Firm Value
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Abstract

Household waste is the largest waste being produce by humankind. Approximately 60 tons of household waste
per second is produced in the world. In 2019, Indonesia had 7,300 tons of or 175 thousand tons' household
waste per day (Prayoga, 2019). It will increase as incomes rise and, in cities, the amount of garbage expands
more than twice as the rate of population growth (Dethier, 2017). Most of the waste goes to the landfill or is
burned. Burning garbage is the world's most significant dioxin source and one of the most toxic chemicals.
Furthermore, waste burning contributes to the air pollution issue. So this will still become a serious problem,
and if we do not change, waste generation will outpace population growth by more than double
(theworldcounts.com). In 2015, an android mobile-app waste management called Smash.id was launched.
This step then followed by some companies and even local governments to build the same mobile app-based
waste management, and it is spread to other big cities in Indonesia. This study is intended to evaluate the mobile
app-based waste management implementation using a questionnaire survey to six mobile app-based waste
management developer to determine its advantages. They are Scavenger Indonesia, Rapel, Octopus, Smash.id,
Dompet Sampah, angkuts, KOMPIS, Mountrash, and Juru Sampah. The Result shows that mobile app-based

waste management provides many advantages and is a potential solution towards a zero waste to landfill.

Keywords: household waste, mobile app, sustainability, waste management

1. Introduction

The Sustainable Development Goals (SDGs) cannot be met unless waste management is prioritized (Lenkiewicz,
2016). Waste from domestic sources is considered a significant obstacle to achieving environmental
sustainability in the 21st century (Barr, Gilg, & Ford, 2001). Sound management of chemicals and waste
underpins the effective implementation and achievement of every aspect of the SDGs at the country level (IOMC,
2018). SDGs are the foundation of all countries’ governments in carrying out sustainable development,
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including Indonesia (Ihsannudin & Ping, 2020). The Indonesian Ministry of National Development Planning or
Bappenas has scheduled from Millenial Development Goals or MDGs (2000-2015) to SDGs (2016-2030), which
have 17 goals to be reached and with holistic priority areas, namely economic, social and environmental.
Seventeen goals are 5 goals on the social pillar, 5 goals on the economic pillar, 6 goals on the environmental
pillar, one goal on the law, and governance pillar (Ministry of National Development Planning, Republic of
Indonesia, 2020). Some of the agendas address the waste problems, such as the target number 11.6 and 12.5
(Ong, Fearnley, & Chia, 2019). As household waste is the most massive stream of municipal solid waste in
Indonesia (Aye & Widjaya, 2006), the SDG waste target is a relevant basis for solving such a problem.

The general objective of minimizing environmental impacts associated with waste management systems is
generally aligned with the waste sequence process: firstly, to reduce waste flows by reducing waste at source
as well as reusing products; secondly, to increase recycling rates by avoiding landfill sites; (Elia, Gnoni, &
Tornese, 2015).  Itis essential to use innovative technologies to direct the user's behavior towards the desired
recycling behavior. In this context, recent advances in mobile technology and the introduction of smartphones
and mobile apps tend to be one of the most promising methods or tools for providing behavioral change
interventions amongst various socio-economic classes. (Mavropoulos, Tsakona, & Anthouli, 2015).

Everyone commonly does the utilization of mobile application technology. The development of mobile
applications began with the Symbian OS operating system in 1998, Blackberry in 2004, I10S starting in 2007,
Android since 2009, and Windows Phone in 2010 (online-pajak.com, 2020). At first, the web browser was the
most commonly used mobile application on all mobile devices. Still, over time, mobile applications in the form
of social media began to appear, such as Blackberry Messenger, Facebook mobile, Twitter Mobile, WhatsApp,
etc. In subsequent developments, the mobile application business began to vary. It was measured through
several application stores such as App World (Blackberry), App Store (Apple), Play Store (Android), and
Windows Store (Windows). This development encourages mobile application developers to aggressively create
mobile applications tailored to the needs of society, including games, social networks, video editing, video calls,
digital marketing, and many more (tirto.id, 2020). This phenomenon was welcomed by the people who actively
download and install applications that are already available. Each person installs 78 applications on their
smartphone, and about 40 applications are used each month. The average application used every day is ten
applications (appannie.com, 2020). Various mobile applications have unique characteristics that link spatial
data to time and information about thoughts, moods, activities, and status. Mobile applications can act as
devices that connect various stakeholders. Mobile applications provide opportunities to network, get
information, provide low-cost infrastructure, organize jobs, attract customers by becoming a marketing tool,
serve professional relationships, eliminate distance problems between partners, facilitate projects that require
broader audience participation, save money, earn money, providing a shared and understandable platform for
cooperation and sharing between various stakeholders that have varied communication codes (Mavropoulos
etal, 2015)

Over time, mobile applications were also developed for waste management. This waste management mobile
app has been developed by several mobile applications in various countries in Europe, including iScrap App,
LanVol, MBT Mass Balone, and My Waste (Mavropoulos et al., 2015). The development of this technology has
also been followed in Indonesia, enhancing the emergence of various waste management mobile apps including
Scavenger Indonesia, Rapel, octopus, smash.id, dompet sampah, and angkuts. This shows that the role of
technology through mobile applications for waste management is increasingly familiar with the Indonesian
lifestyle.

Indonesia is an urbanized country with trash accumulation as one of the consequences causing significant
environmental quality declined (Dethier, 2017). Moreover, municipal solid waste (MSW) disposal systems in
Indonesia are not integrated. In big cities, such as Jakarta, even though sanitary landfills were built, in practice,
open dumping is still the case because operational measures such as daily cover and capping full cells are not
implemented, resulting in negative impacts on the environment and are also socially unacceptable (Aye &
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Widjaya, 2006). Waste or garbage as an output of people's consumptive behavior that fails to be managed then
goes to the ocean, making Indonesia the second contributor (After China) of waste entering the sea (Jambeck
et al,, 2015). Unfortunately, given Indonesia’s geography, scale, and population, this country arguably faces all
challenges (Mann, 2019).

Further, it will become a potential problem as an input source for the waste goes to the ocean. The rate of plastic
recycled was identified as 24%, leaving 76% of plastic waste in landfills or the environment (Putri, Fujimori, &
Takaoka, 2018). Dumps are central to Indonesia’s waste management system because they end up storing most
of its household waste (Kahfi, Putra, & Dipa, 2019). In Indonesia’s case, given that base infrastructure is not
keeping up with the rapid rate of urbanization, Indonesia could reach such a dubious milestone ahead of most
countries (Mann, 2019). Some regulations have been issued by the Government of Indonesia and supported by
all local Governments to manage waste. However, the waste problem still exists. In fact, people's awareness and
behavior in disposing, sorting and managing waste is still low (Maulana, 2019). This requires synergy and
concrete and sustainable efforts, both from the Government, business people and the community. On the other
hand, the effort to manage waste by mobile application usage, especially household and municipal waste shows
an increasing trend. Therefore, this study is intended to analyze whether the waste management through such
application can bring effective solution for waste problem in Indonesia.

2. Waste Management

Nature can adapt, but only to the extent that an ecosystem's threshold, or carrying capacity, is not exceeded.
Meanwhile, the transformation process (dilution, dispersion, synergy, and chain reaction) means that not every
environmental intervention causes the same environmental impact. Every environmental intervention causes
an environmental impact (Schaltegger and Burritt, 2000).

The problem of waste in Indonesia is caused by several factors: knowledge, access or facilities, and
infrastructure. The knowledge factor, meaning that there is a lack of public knowledge regarding the impact of
littered waste. This makes Indonesia the second largest contributor to plastic waste to the oceans in the world
after China. The access factor or facilities and infrastructure, meaning the unavailability of waste disposal
facilities and easy access, makes people throw their garbage carelessly (BPKP, 2019). That is why education
and awareness of waste and waste management are increasingly important from a resource management global
perspective (Demirbas, 2011).

Plastic waste in the Indonesia sea is number one compared to lower-middle-income countries with 187.2
million tons. The waste originates from the mainland as a result of the consumptive behavior of the people.
Approximately 99.5 million MT of plastic waste was generated in coastal regions in 2010. Of this, 31.9 million
MT were classified as mismanaged, and an estimated 4.8 to 12.7 million MT entered the ocean in 2010,
equivalent to 1.7 to 4.6% of the total plastic waste generated in those 192 countries (Jambeck et al., 2015).

Increases in waste generation in the absence of adequate waste management systems can compromise the very
quality of life and public health gains that economic growth and urbanization seek to achieve (Farrelly,
Schneider, & Stupples, 2016). In Indonesia, the Government has shown efforts in dealing with waste
management by issuing some regulations. Peraturan Pemerintah number 27 of 2020 concerning Specific Waste
Management and Article 23 paragraph (2) of Law 18 of 2008 concerning Waste Management. Specific Waste
Management is a systematic, comprehensive, and continuous activity that includes reduction and handling. In
Peraturan Pemerintah number 27 of 2020 concerning Specific Waste Management mentions a Waste Processing
Site with 3R Principles, which are Reduce, Reuse, Recycle, or 3R.

Specific waste is different from household waste and household-like waste. The management of such waste has
been regulated in Government Regulation Number 81 of 2012 concerning Management of Household Waste
and Household-like Waste, in PP 27 of 2020 concerning Specific Waste Management, Specific Waste
Management much more complex diverse.
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Waste management consists of six processes: prevention, sorting (separation of biodegradable, metal, plastic,
and paper waste), disposal, recycling, reuse, and safe disposal of toxic and hazardous waste (Bigirimana, 2018).
Waste management is intended to provide safe living conditions to minimize the amount of material entering
or leaving society and promoting the reuse of materials in the community (Demirbas, 2011).

Six factors influence sustainable waste management: public health, environmental protection, resource value
of waste, closing the loop, institutional and responsibility issues, and public awareness (Wilson, 2007). However,
waste management policy focus only on source reduction in the production stage failed to consider household
behavior such as waste reduction effort such as reuse and recycling, also household disposal decisions as well
(Choe & Fraser, 1999). As recycling campaigns are inefficient, we need to implement or improve systems that
can enhance behavioral change (Mavropoulos et al.,, 2015). Only if the recycling system can address users’
attitudes, daily habits, routines, and lifestyles can provide more appropriate services to people (Salah, Lepri,
Pianesi, & Pentland, 2011). In this sense, disruptive technologies offer proper changes in human behavior
toward pro-environmental behavior (Esmaeiliana et al., 2018).

Numbers of previous researches had proposed such technology in doing waste management. Shyam etal. (2017)
suggest the use of the Internet of Things (IoT) as smart waste management by obtaining the data through
sensors and then transmitted over the Internet to a server for storage and processing mechanisms (Kirshna
Shyam, Manvi, & Bharti, 2017). Saha et al. (2017) recommend using IoT in every step of waste management
strategies such as recycling, composting, fermentation, landfills, burning, and land application. Additionally, the
use of the Internet of Things (IoT) in waste management has three main reasons. First, all of the devices are
connected, and data is collected every day. Second, computer systems can learn to perform specific tasks, such
as classification, clustering, predictions, and pattern recognition. Lastly, the information obtained is then used
to identify patterns or make decisions based on new data (Anh Khoa et al., 2020).

3. Mobile app-based Waste Management

Waste management using a mobile app is now emerging in Indonesia. There is a number of the mobile app
offered in google play store. This app can be utilized by users to sell inorganic waste that still has a sale value
or recyclable waste. The first step of selling the trash is the users have to sort the waste according to its type.
Secondly, the users click the mobile app, and an agent of the app will pick the recyclable waste with the agreed
price. There is a unique method of selling recyclable waste using a mobile app. The app developers cooperate
with recyclable waste collector agents (they are pemulung®, pengepulé , or Bank Sampah”) as their agents. So,
when users click the app to sell their recyclable waste, they call the agents to buy the waste. Then the agents
sell the garbage to the app developers. The benefits gained by users is varied. They can get cash or points as
their recorded accounts receivable that they can claim in the future, valuable things, etc.

4, Methods

This research uses a questionnaire sent to 16 mobile app-based waste management developers. We use several
steps to do so. Firstly, we enter some keyword in the google search engine such as aplikasi sampah, sampah
dengan smartphone, aplikasi sampah dengan smartphone, and sampah mobile app. We also go through google
play store and type sampah in the search link. From that step, we can found the developer websites, email
addresses, or phone numbers. We found 30 mobile application developers. Only 16 of them are active, while 14
mobile apps are no longer operate actively even they still available in the play store. Secondly, we develop a

5 Pemulung is a scavenger, a person whose main job is to collect recyclable waste. He or she works independently. Usually he or
she works in a landfill by picking up valuable waste like paper, plastic bottle, etc., and sell it to pengepul. He or she might also
operate around housing areas or estates.

6 Pengepul or collector is a person who collect valuable waste from pemulung. She or he usually has several workers. She or he
can have his own factory to recycle the waste or send it to the recycling factory.

7 Bank Sampah is an organization which operate like a bank but rather than using money as a business base, it utilizes recyclable
waste.
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questionnaire that contains some questions, including the average amount of waste they collected periodically.
Thirdly, we send the questionnaire to the 16 developers through email and WhatsApp. After one week, we only
get five responses. Then we tried to give them a call and a private message. Although they showed good replies,
they still do not answer the questionnaire, and there are only four additions. From the nine responses, we
then make a qualitative descriptive analysis of the advantages of mobile app usage to manage household waste.

Image 1. Some of the waste management mobile app
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5. Result and Discussion

Nine developers answered the questionnaire sent (table I). The first waste management mobile app is Smash.id,
launched in 2015, followed by angkuts in 2016, dompet sampah in 2017, Scavenger and Octopus in 2018, and
Rapel Indonesia in 2019. The coverage area for that mobile app is varying. Four of them serve in
Kabupaten/Kota or regency/city. Four of them operate for all regions of Indonesia and one of them in a province
area. Most of them collect waste or garbage daily, consisting of recyclable waste from households, restaurants,
and small industries. While Kompis, which have users from an institution like hospitals and garbage bank,
collects waste monthly.

Table I. Respondent list

Developer Mobile app’s name Coverage Area

Octopus Waste Management PTE LTD Octopus Regency/city in Makassar

PT Wahana Anugerah Energi Rapel Indonesia Jogjakarta Province

PT Solusi Hijau Indonesia Smash.id All over Indonesia

PT Hijau Solusi Utama Dompet Sampah Depok Regency West Java

CV Dua Ikan Group angkuts South East Pontianak Regency

Yayasan Insan Hijau Berinovasi Scavenger Indonesia | A district in Kebayoran Baru
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(scavenger.id) Jakarta
Solusi Kreatif Kompis KOMPIS All over Indonesia
PT. Mountrash Avatar Indonesia Mountrash All over Indonesia

PT. Juru Supervisi Indonesia

Juru Sampah

All over Indonesia

The number of people using the mobile app to manage waste is increasing from time to time except for dompet
sampah and angkuts (table II). We then trace the problem of those two apps through the play store and found
that they seem to have trouble operating the app. In that regard, Dompet sampah replies in our questionnaire
that it has a problem concerning difficulties in time management to picking up trash. Some of its users don't
understand how to use the Internet. At the same time, angkuts is facing issues regarding human resources and
funding. From table II, we can see that the number of people using the mobile app to manage their waste is
enormous. It can be implied that this app is a promising tool to gain more people to change their behavior
towards waste and be aware of waste management.

Table II. Number of Mobile App Users

App’s name 2018 2019 2020

Octopus 1,189 8,322 16,559

Rapel Indonesia Not yet operate 7,000 70,000

Smash.id 5,100 6,500 7,661

Dompet Sampah 400 661 142

angkuts 50 100 50

scavenger.id 500 >1,000 >1,000

KOMPIS Not yet operate Not yet operate 2 hospitals and 3 Garbage Bank
Mountrash Not yet operate 300 13,000

Juru Sampah Not yet operate Not yet operate 200

These mobile apps are also beneficial in empowering scavenger. In replying our question about partners which
they work with, most developer answer they cooperate with scavenger or pemulung/tukang rosok is amount
33,3% and several partners such as the waste bank, volunteers, the developer has employees to pick up
collected trash and community representatives appointed to collect waste each by 11%. This shows that the
role of mobile applications in waste management can help improve and drive the economy of the community,
especially scavengers. So economically, if the management of mobile applications is increasingly being
developed in many regions in Indonesia, it will be more useful to improve people's welfare and reduce waste.
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Chart 3. Partner in waste collection

@ a. Pemulung
@ b. Sukarelawan

Tukang rongsok keliling, bank sampah,
dan TPS3R

@ Bank Sampah

@ Menmiliki karyawan untuk pick up
sampah

@® 10 mitra

@ Masyarakat tiap individu akan
disosialisasikan untuk mengumpulkan...

In 2017, based on the data from Kementrian Lingkungan Hidup dan Kehutanan (industry.co.id), there are
approximately 5 million scavengers in Indonesia. Even though this number is considered many, unfortunately,
they have often been marginalized (Nuraedah, 2013). In this regard, as we give an open answer choice, the reply
from Rapel is fascinating.

Rapel wrote:

“Cooperate with scavengers as our partners can make their work continues. Socially, they come from
marginalized groups who, on average, live below the poverty line and do not have clear plans. Previously, they
spend the money they got from collecting collected waste directly they spend on tertiary needs. This causes
them to run out of the capital to buy the next trash. Finally, they borrow from collectors with a guarantee that
the waste collected is paid to the collectors. This phenomenon causes collectors to buy material that is not
sorted according to the application at a much lower price or even material (recyclable waste) that should be of
high value is considered of no value, especially if the scavengers do not understand the type of the material. The
collectors want to get as much as possible, but they are not honest in doing so. For Rapel, this is an obstacle
because Rapel needs to educate the collectors and it requires long time and hard work intensively”.

Household waste is the largest waste being produce by humankind. Approximately 60 tons of household waste
per second is produced in the world. In 2019, Indonesia had 7,300 tons of or 175 thousand tons' household
waste per day (Prayoga, 2019). Based on the results of the questionnaire that we have collected, the existing
data shows that the largest amount of waste comes from individual or household waste. The number of mobile
app users are varying from individual user (44.4%), household, social organization, schools, and religious
organization is amount (11,1%). This shows that waste management through mobile applications is very
effective in collecting household waste which has been considered one-sided, even though it can have an
extraordinary impact on the environment. Most of the waste goes to the landfill or is burned. Burning garbage
is the world's most significant dioxin source and one of the most toxic chemicals. Furthermore, waste burning
contributes to air pollution issue. So this will still become a serious problem, and if we do not change, waste
generation will outpace population growth by more than double (theworldcounts.com).
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Chart 4 . The number of mobile app users
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Chart 5. The most users of mobile app

Table III. Type of Waste and Amount of waste collected

@ a. Perseorangan (individu)
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@ e. Tidak ada

@ rumah tangga

App Type of waste Amount of waste | Amount of waste Amount of waste
collected yearly collected yearly collected yearly
(2018) (2019) (2020)
Octopus Recyclables 24 tons 93 tons 166 tons
Rapel Indonesia | Recyclables and used oil Not yet operate 70,000 kgs 30,000 kgs (Jan-Aug)
Smash.id Recyclables 280,000 kgs 380,000 kgs 431,076 kgs
Dompet Sampah | Recyclables Not yet operate 4.3 tons (Dec 2019-Juli 2020)
angkuts Domestic waste from | 180-270 tons 180-270 tons 180 tons (Jan-Aug)
household, restaurant &
school
Scavenger Recyclables >150kgs > 350kgs -
Indonesia
KOMPIS Recyclables and organic Not yet operate Not yet operate Still in early stage of
development
Mountrash All type to sell Not yet operate 50 tons 300 tons
Juru Sampah Recyclables Not yet operate Not yet operate -
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Table IV. Cooperation with local government Chart 6. Cooperation with local goverment
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Scavenger Indonesia No

KOMPIS No

Mountrash No

Juru Sampah No

Amount of waste collected by the developer is depicted in table 3. We can see that from time to time the amount
of waste they collected is increasing. For scavenger.id, in the year of 2020 it can provide amount of waste
collected data because it is still counting. The same situation is experienced by Juru sampah. However,
comparing the data from table 3 with the amount of trash entering landfill, it seems that the effort to develop
the mobile app-based waste management still needs to be need a develop. In December 2019, approximately
18,851 tons of waste enter a landfill in Bantul district Jogjakarta province (www.antaranews.com). While in the
same year, Rapel which operate in Jogjakarta can collect 70,000 kgs of waste. Even for angkuts that work in
regency or city area in South East Pontianak Kalimantan, which can collect 180-270 tons yearly, it seems
disappointing when we compare the collected waste amount with the waste entering landfill in Pontianak.
Pontianak produces 400 tons of waste daily (www.antaranews.com). As Pontianak has 6 regencies, we divide
400 tons by 6 is equal to 66,7 tons. So, one regency produces approximately 66,7 tons waste a day. If we see the
data in table 4, only angkuts work with the local Government. It can be implied that the local government
support for the mobile app utilization to manage waste is insufficient. In this regards, Octopus, Juru sampah
and Kompis stated that the insufficient support from the local Government is their obstacle.

6. Conclusion

The phenomenon of the waste management mobile app is emerging and we consider it as promising. This is
still in the early stage of mobile app utilization to manage waste. The oldest data we found is Smash which
launched in 2015. Others is also still very young. So, there is a hope as the data shows a rising trend. Both the
number of people utilize the app and the amount of waste collected indicate an increasing direction, we can
conclude that mobile app-based waste management is a potential solution to manage waste.
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Abstract

Quality of marketing is very influential from several things such as company location, company promotions,
products that will be issued by a company and prices issued by the company. To test that customer satisfaction
is really the result of the influence of location, the effect of promotion, the effect of the product and also the last
is the effect of price on customer satisfaction. In this case, it is necessary to carry out accurate research where
this research was conducted with 92 samples of respondents. This research uses the SPSS software application.
The data was obtained by distributing questionnaire data and the results of the questionnaire were
recapitulated and then tested into several tests. The results of this study indicate that location has a significant
effect on customer satisfaction, promotion also has a significant effect on customer satisfaction, products also
have a significant effect on customer satisfaction, and finally, price also has a significant effect on customer
satisfaction.

Keywords: Location , Promotion, Product, Price, Customer Satisfaction.

1. Introduction
1.1 Preliminary

Background, The current phenomenon experienced by consumers is how to analyze the location of the company,
the company's promotional model, products that are a mainstay and price. This phenomenon is very frequent
to consumers so it is necessary to study. Consumers are the life of every business that is built. Businesses will
not be able to grow big without the support and encouragement from consumers who entrust their needs to
the business. Consumers are part of the marketing cycle. All activities carried out by a company will ultimately
boil down to the value that consumers will provide regarding perceived satisfaction. In this globalization era,
companies will always be aware of the importance of the consumer factor. Therefore, measuring the level of
satisfaction of consumers is very necessary. Every industrial company such as a retail business in marketing
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products must have a goal, namely how consumers feel satisfied with the service received. But sometimes every
consumer has a different feeling of satisfaction with each service that has been provided by the supplier. For
example, consumers hope that the service will provide a good price, but this expectation is inversely
proportional to the fact that consumers feel disappointed and feel dissatisfied. Lupiyoadi (2013) defines
satisfaction as the level of feeling where a person states the results of the comparison of the performance of the
service product received and the expected.

1.1.1 Identification of problems

In identifying the problem of this study, the author only focuses research on consumers who use Silver
Indonesia Batan services in the city of Batam and its surroundings, especially for products and services from
Silver Indonesia Batam. While the supporting variables consist of Location, Promotion, Product Quality and
Price as Independent Variables, and Customer Satisfaction as Dependent Variable.

1.1.2 Restricting the problem

Limiting a problem is used to avoid deviations or widening of the subject matter so that the research is more
focused and makes it easier to discuss so that the research objectives will be achieved. Some of the limitations
of the problem in this study are as follows:

1. Broad scope only includes information on customer satisfaction.

2. The information presented is how consumers feel fulfilled in terms of satisfaction in terms of location,
customer satisfaction in terms of promotion, customer satisfaction in terms of products and prices. Limiting
this issue will focus location, promotion, product, and price on consumer satisfaction.

1.1.3 Research Hypothesis

Based on the theoretical basis and framework as described above, the following hypotheses can be made:
H1.Itis suspected that there is an influence between location (X1) and customer satisfaction (Y).

H2. It is suspected that there is an influence between promotion (X2) and customer satisfaction (Y).

H3. It is suspected that there is an influence between product (X3) and customer satisfaction (Y).

H4. It is suspected that there is an influence between price (X4) and customer satisfaction (Y).

H5. It is suspected that there is an influence between location (X1), promotion (X2), product (X3) and

price (X4) together on customer satisfaction (Y).

X1 = Variable of Location

X2 = Variable of Promotion

X3 = Variable of Product

X4 = Variable of Price

Y = Variable of Customer Saticfaction

1.1.3 Types and Research Design

In the Research Methodology section, the type and research design are research variables, namely something
thatis at the core of the research problem. While objects, things or people, places, data for the research variables
attached and in question are objects. While the research location is Silver Indonesia, including customers,
distributors, resellers and users of Silver Indonesia goods and services. This research uses quantitative research.
According to Sugiono (2017) quantitative research, which is a research method of a human group, a system of
thought or a class of events in the present that aims to form a systematic, factual, and accurate description,
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description or painting of facts, characteristics , as well as the relationship between the phenomena under
investigation. Whereas quantitative research can be defined as a research method based on the philosophy of
positivism, used to examine populations or samples generally carried out randomly, data collection using

research instruments, quantitative or statistical data analysis with the aim of testing predetermined hypotheses.

1.1.4 Population and Research Sample

Population is a generalization area consisting of objects or subjects that have certain qualities and
characteristics that are determined by the researcher to be studied and then draw the conclusions. The

population is CV Silver Indonesia Batam consumers. .

Table 1. Validity Test Results of Location Variables (X1)

=
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www.conference.feb.uns.ac.id/2020

No Question T Count I'Tabel Remark
1 Q1 0.923 0.202 Valid
2 Q2 0.783 0.202 Valid
3 Q3 0.877 0.202 Valid
4 Q4 0.923 0.202 Valid
5 Q5 0.917 0.202 Valid
6 Q6 0.704 0202 Valid
7 Q7 0.917 0202 Valid
8 Q8 0.923 0202 Valid
9 Q9 0.927 0.202 Valid
10 Q10 0.700 0202 Valid

Table 2. Validity Test Results of Promotion Variables (X2)

No Question r Count I'Table Remark
1 Q1 0.859 0.202 Valid
2 Q2 0.708 0.202 Valid
3 Q3 0.878 0.202 Valid
4 Q4 0.888 0.202 Valid
5 Q5 0.898 0.202 Valid
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6 Q6 0.712 0202 Valid
7 Q7 0916 0.202 Valid
8 Q8 0.857 0202 Valid
9 Q9 0.708 0.202 Valid
10 Q10 0.730 0202 Valid

From the above test and the table (Variable X2), it is found that the value of R count is greater than R Table, then
the data is declared valid, namely r count > 0.202. Including with Variable X3, X4 and Y also namely r count >
0.202 and data is declared valid.

References

According to Sugiyono (2012), descriptive statistics are statistics that are used to analyze data by describing or
describing the collected data as is without the intention of making generalized conclusions or generalizations.
Inferential statistics are statistics that are used to analyze sample data, the results will be generalized
(referenced) for the population.

Notes
Note 1. Respondent Profile

Furthermore, to obtain data in this test, the questionnaire was distributed to 92 respondents of Silver Indonesia
Batam. The number of sample questionnaires was generated from the calculation of the sample size and the
questionnaire was distributed to Silver Indonesia Batam customers. The grouping of respondents was divided
based on gender, age and position in a customer company from Silver Indonesia Batam.

Note 2. This is an example for note 2

Table 3. Distribution of Respondents by Gender

Valid Cumulative
Frequency Percent Percent Percent
Male 68 74.0 74.0 74.0
Valid Female 24 26.0 26.0 25.0
Total 92 100.0 100.0

Based on the table above, the age between 21 years and 30 years has a total of 35 respondents. Then for the age
31 years to 40 years have 23 respondents and the last is the age from 41 years to 50 years has 34 respondents.
It can be concluded that the most respondents are respondents aged from 21 years to 30 years as many as 35
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respondents from Silver Indonesia Batam customers

Note 3. Descriptive Analysis

Descriptive analysis is an analysis based on data obtained from respondents and expressed in tabulated data.

Tabel 4. Result of Description Analysis

Locatio Promot Produc Price Customer
n (X1) ion t (X3) (X4) Satifaction
(X2) )
N Valid 92 92 92 92 92
Missing 0 0 0 0 0
Mean 41.543 41.630 41.347 41.782 41.5326
5 4 8 6
Std. Error of Mean 48691 47481 49903 .50672 51016
Median 40.000 40.000 40.000 40.000 40.0000
0 0 0 0
Std. Deviation 4.6702 4.5542 4.7865 4.8603 4.89326
5 3 1 0
Variance 21.811 20.741 22911 23.623 23.944
Skewness .796 .870 777 .763 614
Std. Error of 251 251 251 251 251
Skewness
Kurtosis -.845 -.726 -.788 -.969 -1.001
Std. Error of Kurtosis 498 498 498 498 498
Minimum 34.00 34.00 34.00 34.00 34.00
Maximum 50.00 50.00 50.00 50.00 50.00

Based on Table 4 that the results of descriptive statistical testing explain that the results of the Mean are higher
than the minimum value, this illustrates that the four variables need to be evaluated more deeply, these
variables are location variables, promotional variables, product variables and price variables. The mean value
in the four variables is that the location variable has a value of 41.5435 with a Minimum value of 34. Then the
Promotion variable has a Mean value 0f 41.6782 with a minimum value of 34. Furthermore, the product variable
has a mean value of 41.3478 with a minimum value of 34 and the most recent is the price variable which has a
Mean value of 41.7826 with a minimum value of 34. The four variables, namely the location variable, the
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promotion variable, the product variable and finally the price variable need to be considered in terms of all
indicators.

Note 4. Prerequisite Analysis

(1) Normality Test

For this study, a normality test was conducted to determine whether the data was normally distributed or not.
This normality test was carried out with the statistical tool of the SPSS software application. The normality test
can be displayed and can be displayed with a histogram graph as shown in the figure below. From the histogram,
it can be seen that the data spreads data from left to right, so the data is declared to meet the normality
assumption, here is the histogram graph in the normality test below:

Histogram

Dependent Variable: Kepuasan Konsumen
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Then in the image below, Figure 4 shows the P-P Plot normality graph, it appears that the dots spread out
around the diagonal line and the distribution follows the direction of the diagonal line. The normality graph in
Figure 4 can be concluded that the modal regression line fulfills the assumption of normality.
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Normal P-P Plot of Regression Standardized Residual
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(2) Multicollinearity Test

Multicollinearity testing is carried out to ensure that there is no correlation between the independent variables.
Symptoms of multicollinearity can be known through a test that can detect whether the equation formed occurs
multicollinearity. To detect the symptom of multicollinearity is the inflation factor (VIF) variable. The way is to
look at the independent variable on the dependent variable, based on the VIF value. If the value is less than 10
then it shows that the model has no symptoms of multicollinearity. The explanation in table 5 shows that the
VIF value for each independent variable is less than 10. That the VIF value of the VIF location variable is 1.688
and then the promotion variable for the VIF value is 1.181, and the VIF value on the product variable is 1.413,
the price variable can also It can be concluded that the VIF value is 2.005. Meanwhile, the tolerance value for
location has a value of 0.592 and for the Tolerance value for the promotional variable is 0.847. Furthermore, for
the third variable, namely the product variable is 0.708 and the last is the price variable from the results of this
test and the value of the tolerance result is 0.499. Therefore, it can be concluded that there is no
multicollinearity between the independent variables.
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Table 5. Result of Multikolinearitas Test

Coefficients?
Model Collinearity
Statistics
Toleranc VIF
e
1 Lokasi .592 1.688
Promo .847 1.181
si
Produk .708 1.413
Harga 499 2.005

1.1 Closing Chapter
A. Conclusion

Based on the results and discussion above, it can be concluded as follows:

=
T INCREDIBLE !

www.conference.feb.uns.ac.id/2020

1. The influence of location has a positive and significant effect on customer satisfaction in CV Silver

Indonesia Batam.

2. The effect of promotion has a positive but insignificant effect on customer satisfaction of CV Silver

Indonesia Batam.

3. Product influence has a positive and significant effect on customer satisfaction CV Silver Indonesia

Batam.

The effect of price has a positive and significant effect on customer satisfaction of CV Silver Indonesia Batam.

Simultaneously, location, promotion, product, and price have a positive and significant effect on customer

satisfaction in CV. Silver Indonesia Batam.

B. Suggestions

a. Based on this research, then submit the following suggestions:

The results of the research for the location variable are very significant because they affect the performance of
the company. The location of the company has a huge influence on the progress of the company. Location greatly
affects the development of the company. Where the location is very important for the company where in its
current condition is CV Silver Indonesia. There are so many benefits of choosing a business place or a strategic

location to provide support to CV consumers. Silver Indonesia Batam.

1. Theresults of research that have been done, that the variable price is the variable that most influences

customer satisfaction. Price has always been important in the eyes of consumers, because consumers

always prioritize price as a benchmark for budgets in every purchase plan for goods or services. The

price variable is the most important thing because the price is the costing of the initial budget

adjustment that the company will spend in this case the consumer from CV Silver Indonesia.
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Provide advice to the management of CV Silver Indonesia Batam to pay more attention to price control
to consumers, pay more attention to price in more detail before giving to consumers. So that
consumers are happier to receive a good price, good in the sense that it is in accordance with the
products and solutions provided by CV. Silver Indonesia to consumers from CV. Silver Indonesia.
Improve the location, because the current location is in the housing area. If there is a repair, you should
look for an office area that is specifically for company business offices. If it is better the advice is to find
a strategic area close to the consumer. To be more affordable in terms of after sale support from CV.
Silver Indonesia Batam to customers of CV. Silver Indonesia Batam.

The parking location needs to be improved and regulated accordingly. The parking location will also
affect the convenience of consumers if the consumer visits the CV Silver Indonesia office.

For the product it is good, but continues to be improvised to new products. The new products in
question are products that can provide automation ideas and reduce costs to the company.

And lastly for promotion, the focus is more on CV. Silver Indonesia products, and always more

improvisation regarding the promotional model.
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Abstract

Regional Water Companies (Perusahaan Daerah Air Minum/ PDAM) in Indonesia still does not have satisfactory
performance. Losses, cost inefficiency, and production inefficiency are several highlighted problems. This study
aims to describe and estimate the economic welfare losses of PDAMs in Indonesia using a deadweight loss
analysis. This study only selected the unhealthy performance of PDAM in 2018 with the following specific
criteria: financial losses, non-revenue water above the standard, and non-full cost recovery. The data obtained
from the Water Supply Improvement System Implementation Agency (Badan Peningkatan Penyelenggaraan
Sistem Penyediaan Air Minum/BPPSPAM). The results show that from 112 PDAMs that meet the criteria, the
estimated inefficiency value is IDR 87,770,955,471.42 at a price elasticity level of -0.2 or 25.28% of the total
financial loss value of all companies. Meanwhile, the highest inefficiency value was IDR 351,083,821,885.69 at
a price elasticity level of -0.8 or 101.11% of the total value of the company's financial losses. This study
encourages company management to improve company performance continually, especially in production and
service efficiency. PDAM management also needs to make tariff adjustments every two years after the mandate
of the Minister of Home Affairs Regulation Number 71 of 2016 concerning Calculation and Determination of
Drinking Water Rates.

Keywords: inefficiency, losses, water companies, performance.

1. Background

One of the development objectives following Todaro and Smith (2015) is to provide goods and or services

needed by the community at large. The Regional Government forms a Local-Regional Owned Enterprises (LROE)
as a development agent for one of them to provide goods and or services needed by these people. In addition

to fulfilling many people's basic needs, LROE also aims to gain profits and increase regional revenue under

Government Regulation Number 54 of 2017 concerning Regional Owned Enterprises. The Regional Drinking

Water Company (Perusahaan Daerah Air Minum/PDAM) as an agent of the local government in providing public

services in meeting drinking water needs and obtaining local revenue from a share of the generated profits and

even taxes.

The performance results of PDAMs throughout Indonesia have not been satisfactory in the 2018 financial year.
The health level of PDAMs is classified as low, and there has not been any improvement in recent years. The
percentage of healthy PDAMs compared to unhealthy ones has not shown a significant increase. PDAMs that
have performed well have not reached 60.00% of the total PDAMs evaluated in the last three years. Although
there was an increase in the number of PDAMs assessed from 2017 to 2018, the health number of PDAM not
much changing indicates that the efforts made to improve performance are not maximal in achieving the health
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level of PDAMs.

Table 1. PDAM Health Performance in Last Three Year

PERFORMANCE CATEGORY 2016 % 2017 % 2018 %

HEALTH (SEHAT) 209 | 55,29 | 223 | 59,63 | 224 | 5895

UNHEALTY (TIDAK SEHAT): |- NOT HEALTY (KURANG SEHAT) 103 | 27,25 99 26,47 | 102 | 26,84

- SICK (SAKIT) 66 17,46 52 13,90 54 14,21

TOTAL 378 374 380
Source: BPPSPAM, 2019.

From the results of this underperformance, we try to estimate the value of the loss of welfare of the PDAM that
is not performing well by adding another proxy related to the problems faced by PDAM in achieving a healthy
level of performance. The regional government, as the holder of the monopoly rights of PDAM and as the
regulator in the drinking water sector, is expected to be able to collaborate with other stakeholders in
minimizing the lost welfare as well as to improve the health performance of PDAMs in providing public service
obligations in the drinking water supply.

2. Literature Review
2.1. PDAM: Performance and Challenges

The number of PDAMs throughout Indonesia evaluated in 2018 was 380 PDAMs spread across four regions:
Regional I 105 PDAM, Regional II 108 PDAM, Regional III 115 PDAM, and Regional IV 52 PDAM. The evaluated
performance results are still unsatisfactory, with only 224 PDAMs or 58.95% performing "HEALTHY" while the
remaining 156 PDAMs are in the "LESS HEALTHY" and "SICK" categories. The most important thing in
evaluating PDAM operations is how PDAM can meet aspects of quality, quantity, and continuity of water supply
served to the community (BPPSPAM, 2019).

With the customer market segment among urban populations, PDAM is expected to be facing challenges in
terms of service by predicting an increase in the number of water demand from customers. It is supported by
projected urban population data from BPS - Statistics Indonesia (2020) thatin 2020 the percentage of the urban
population reaches 56.7%; this percentage will increase to 66.6% in 2035 and also increase occurs in the
number populations in Indonesia. Therefore, a cost-efficiency strategy is needed to arrive at a sustainable
business stage in responding to the increasing market segment of the urban population.

2.2. Efficiency and Rates

PDAM is classified as a monopoly business segment because not many private companies compete with PDAM
in supplying clean water to the public through a piping system (Muftiadi, 2017). It requires a high average
investment to enter the water market, considered to have a large service distribution level. The possibility of
market failure is also relatively high (Sudarsono and Nurkholis, 2020). With the advantages and disadvantages
in the monopoly market, PDAMs must serve customers well and profit to increase regional income. Although
the average PDAM tariff has exceeded the national average production cost, 62.40% of PDAMs have not met the
cost recovery. As indicated by the high percentage of non-revenue water, inefficiency in production costs and
service operations dramatically affects this cost recovery's fulfillment. This efficiency is a goal that must be
achieved by a company to achieve economic of scale. This efficiency leads to how the company can finance itself
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from the revenue represented by full-cost recovery and the profit gained, but still carry out the Regional
Government's public service obligation.

For this reason, service quality and seeking profit are two things that cannot be separated. They must be
combined so that there is no interdependence between the two (Wibowo, 2015). The PDAM challenge is how
synergy, support, and collaboration need to be strengthened and enhanced by stakeholders to improve and
follow-up to increase performance indicators to achieve at least two company goals; services and profits
(BPPSPAM, 2019).

The consequence of the PDAM monopoly is related to the Regional Government's tariff, whether it has met cost
recovery and profits. PDAM is mandated by the Minister of Home Affairs to make adjustments every year to
propose new tariffs, according to Minister of Home Affairs Regulation Number 71 of 2016. The proposed tariff
adjustment accommodates five aspects; affordability and fairness, service quality, cost recovery, water use
efficiency; raw water protection; and transparency, and accountability. By the Deadweight Loss calculation, it is
essential to show how rates can reduce or even increase welfare loss, both for companies and communities as
PDAM primary customers. Welfare loss is closely related to the level of PDAM efficiency so that it can be a
starting point for initiating performance improvements by improving the efficiency of the PDAM.

3. Methodology
3.1. Data Sources

The data is processed from the PDAM performance indicators in 2018 owned by the Agency for Improvement
of the Implementation Drinking Water Supply System (Badan Peningkatan Penyelenggaraan Sistem Penyediaan
Air Minum/BPPSPAM). Of the 380 PDAMs studied, 224 were categorized into Healthy and 156 PDAMs is
Unhealthy. The data is then narrowed down to only unhealthy PDAMs that experience three conditions:
financial loss, above standard NRW, and Not yet FCR. Data for tariff and cost of production of water average per
m3 are available in the performance data resume for each PDAM; however, data for the volume of water sold
and consumed by customers are not available. The water volume consumed by customers is estimated from the
data on the total volume of water produced by PDAMs for a year minus the percentage of non-revenue water
from each PDAM so that the real volume value of water sold is obtained.

3.2. Estimation Formula

This study estimates the welfare loss value using dead-weight analysis, as was done by Porcher et al. (2017) on
Water Companies in England and Wales, and Rosalina et al. (2018) for PDAMs in the Java region. The calculation
of deadweight loss uses the following formula:
(AQ X [P —MC))
2

DWL calculates the Deadweight loss area triangle, calculated from the difference AQ, and multiplied by P and
MC's difference. AQ is obtained from calculating the increase in demand due to price elasticity; the level of price
elasticity on the market is between -0.2,-0.5, and -0.8, following the research of Arbués et al. (2004) and Porcher
etal. (2017) because there are not many references related to the elasticity of drinking water service users. The
calculation for AQ follows the formula:

DWL =

[MC — P]
AQ123 = 7 X €123 X Qo

P is the price, given by the average drinking water tariff data per m3, and MC is the marginal cost of the average

cost of production data per m3 per PDAM. From the MC minus the P value, a margin rate is obtained that will

be used as a benchmark for whether the PDAM is included in the full-cost recovery category or not. The amount
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of this margin rate will determine the amount of DWL and the volume sold, which is the multiplying element of
this margin rate.

4. Findings and Results
4.1. Descriptive Statistics

From the analysis of performance data on 380 PDAMs, it is found that 112 PDAMs have these problems:
unhealthy, loss, non-FCR, and NRW above the standard. The average performance score for unhealthy PDAMs
is 2.23, with the lowest score of 1.28 in PDAM Bima Regency in West Nusa Tenggara. The highest score was
PDAM Tanah Laut Regency in South Kalimantan and PDAM Dharma Tirta Sampit in Central Kalimantan, both of
which had a performance score of 2.80. The 112 PDAMs have an average number of subscriber connections
under 10,000 customers, below the average of all PDAMs in Indonesia is at the level of 31,446 customer. The
PDAMs studied lost an average of 3.1 billion, with total losses in the 2018 financial statements for 112 PDAMs
reaching 347 billion in financial reports.

Tabel 2. Summary of Performance Indicator Data from 112 Unhealty PDAMs

Variables Total Mean Std. Dev. Min Max
Performance Score - BPPSPAM 2.232857 | 0.3815484 1.28 2.80
Customer’s Connection units 1,106,580 9,880.179 7737.01 460 50,464
Service Coverages % 0.267343 | 0.1612407 0.0299 0.7583
Losses (Financial Statements) IDR000.00,  -347,236,831 | -3,100,329 | 3,717,840 | -24,166,190.00 -843.00
Non-Revenue Water/NRW % 42.24893 16.23925 20.65 90.78
|Average Rates IDR/m3 4.320 1587.723 1,414.00 9,726.00
|Average Cost of Water Production IDR/m3 8,492.723 14,446.35 2,528.00| 116,149.00
Margin (Rates - COWP) IDR/m3 -4,172.723 | 13,780.26 -106,423.00 -61.00
Water Sold Volume m3 163,376,927.94 | 1,458,723 | 1,194,033 71,466.88 5,180,545.00

Source: Author’s processed results

In terms of price, the average water tariff per m3 at these 112 PDAMs is IDR 4,320.00. The lowest tariff is IDR
1,414.00 at PDAM Mual Nauli, Tapanuli Tengah Regency, in North Sumatra Province. The highest tariff is IDR
9,726.00 at PDAM Tirta Dumai Bersemai Dumai City in the Province Riau. The average production cost per m3
at the 112 PDAMs studied was IDR 8,492.72, so the margin price minus by the average cost of production per
m3 was IDR -4,172.72. The highest margin is at PDAM Tirta Dumai Bersemai, Dumai City, in Riau Province,
amounting to IDR 106,423.00, indicating the high tariffs in this group cannot cover the average cost of
production yet. From these findings, it is concluded that the high tariffs set by the Regional Government are still
unable to meet the recovery of PDAM production costs because the production costs vary depending on the
level of complexity and difficulty in the distribution and production process.

4.2. Estimating Deadweight Loss

The DWL estimation results below divide 112 PDAMs into four regions with each PDAM meets the three criteria
above. This regional division follows the division of the regional list issued by BPPSPAM. Detailed DWL
estimation for all 112 PDAMs shows in the Appendix.
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Tabel 3. Unhealty PDAM’s deadweight loss under three level of elasticity

Regional / Margin Water Predicted Water Sold (m?3) Deadweight Loss (IDR)
PDAM IDR/m?| Sold (m?) £0.2 €05 £-0.8 £0.2 0.5 £0.8
| 45 4,230 | 83,424,625 | 92,877,727 | 107,057,380 | 121,237,033 |33,131,828,897 | 82,829,572,244 | 132,527,315,590
Il 5 1,218 9,019,564 9,598,605 | 10,467,165 | 11,335,726 | 416,324,355 | 1,040,810,887 1,665,297,420
Il 49 | 3,048 | 56,546,442 | 61,751,265 | 69,558,501 | 77,365,736 |10,912,149,420 | 27,280,373,549 | 43,648,597,679
I\ 13 9,351 14,386,297 | 16,472,733 | 19,602,386 | 22,732,039 |43,310,652,799 |108,276,631,998 | 173,242,611,198
Total |[112 4,173 | 163,376,928 | 180,700,330 | 206,685,432 | 232,670,534 |87,770,955,471 | 219,427,388,679 | 351,083,821,886

Source: Author’s Processed Results

From the results of the DWL estimation it shows the distribution and severity of DWL in each region. The
regional areas with the highest DWL value are Regional IV in the PDAMs of Eastern Indonesia: Bali, Nusa
Tenggara, Maluku, and Papua. At the same time, the lowest is in Regional Il or PDAM in Java Island. From the
summary table above, the most efficient regional areas, according to the DWL results, apart from the small
number of PDAMs, also have the lowest DWL values. Meanwhile, the number of PDAMs that have not achieved
efficiency in performance, finance, FCR, and NRW is ranked from the largest in region III with 49 PDAMs and
regional I with 45 PDAMs. The third place is Regional IV with 13 PDAMs, and the lowest rank is in Region 1],
with only 5 PDAMs. At the level of price elasticity of -0.2, the demand or volume prediction sold/consumed by
customers reaches 180,700,330 m3 or anincrease 0of 17,323,402 m3 or 10.60% of the initial volume. Meanwhile,
at the elasticity level of -0.5, the predicted volume sold/consumed by customers is 43,308,504 m3 or 26.51%
of the initially sold volume. At the most significant elasticity level of -0.8, the volume sold/consumed by
customers is 69,293,606 or 42.41% of the initial volume value.

The lesson that can be drawn from this research results is that the efficiency of PDAMs lies in two critical aspects:
production costs and services. Production costs are related to the cost of goods per m3. Services are related to
rates that must meet aspects of quality, quantity, and continuity. This service is closely related to how the PDAM
can increase the tariff set but while maintaining and improving aspects of the service. The aspect of service to
customers depends on efficiency. The relation number and characteristics of customers in previous studies
show that the greater the number of water company customers, the higher the level of efficiency and economic
achievement (Angeles-Castro et al, 2018).

5. Conclusion

The estimated value of inefficiency with the deadweight loss approach is closely related to the value of the
PDAM's financial losses. With three levels of estimated elasticity of demand, we get the result at the elasticity
level of -0.8; the inefficiency due to loss of welfare is equal to the value of loss in the financial statements. After
estimating the DWL, we encourage PDAM management to improve company performance through production
efficiency and excellent service. These two aspects are closely related to how the PDAM adjusts tariffs and cost
recovery to achieve company efficiency. PDAM management also needs to propose tariff adjustments to the
Regional Government every two years, taking into account company efficiency, affordability, and accountability,
according to the Minister of Home Affairs Regulation Number 71 of 2016.
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APPENDIX - RESULT OF DEADWEIGHT LOSS ESTIMATION UNDER THREE DIFFERENT ELASTICITY LEVEL

No. | Regi- Name of Financial | Price | Marginal| Margin Water Predicted Water Sold (m3) Deadweight Loss (IDR)
onal PDAM Losses / Cost Sold
Area Rates
(IDR 000.00) (IDR/ (IDR/m3) IDR/m3) m3 -0.2 -0.5 -0.8 -0.2 -0.5 -0.8
m3)

1 I PDAM Tirta Mon -a3.597.508 5.113 7.725 -2.612 835.906 921311 1.049.419 1.177.527 111.539.298,02 278.848.245,05 446.157.192,08
Krueng Baro

2 I PDAM Tirta Aneuk -240.213 3.226 3.797 571 | 1116901 | 1.156.439 1.215.746 1.275.054 11.288.144,32 28.220.360,79 45.152.577,26
Laot

3 I PDAM Tirta -1.676.168 4116 4.818 =702 | 2.807.309 | 2.903.069 3.046.708 3.190.348 33.611.597,34 84.028.993,35 134.446.389,36
Keumueneng

4 I PDAM Tirta Krueng -7.064.126 1.508 8.411 -6.903 | 1.167.116 | 2.235.630 3.838.402 5.441.174 | 3.687.978.347,47 9.219.945.868,67 | 14.751.913.389,87
Meureudu

5 I PDAM Tirta Mon -3.466.929 4.988 6.375 -1.387 | 5.180.545 | 5.468.653 5.900.815 6.332.977 199.802.959,35 499.507.398,38 799.211.837,41
Pase

6 I PDAM Tirta Peusada -1.739.557 4.004 4.985 -981 977.550 | 1.025.451 1.097.302 1.169.153 23.495.399,06 58.738.497,65 93.981.596,25

7 I PDAM Tirta Bengi -939.903 2.720 4.077 -1.357 | 3.777.016 | 4.153.885 4.719.187 5.284.490 255.705.250,71 639.263.126,78 | 1.022.821.002,85

8 [ PDAM Tirta Agara -5.005.629 1.822 4.388 -2.565 | 4.913.384 | 6.297.330 8.373.249 10.449.167 | 1.774.910.256,79 4.437.275.641,98 | 7.099.641.027,17

9 I PDAM Tirta Singkil -466.592 2.146 4272 -2.126 610.852 731.884 913.432 1.094.980 128.656.884,47 321.642.211,17 514.627.537,88

10 [ PDAM Tirta Sejuk -494.641 1.698 2.528 -830 | 3.127.561 | 3.433.318 3.891.953 4.350.588 126.889.080,29 317.222.700,72 507.556.321,16

11 I PDAM Tirta -859.829 5.226 5417 -191 | 1.589.386 | 1.601.004 1.618.430 1.635.857 1.109.498,49 2.773.746,24 4.437.993,98
Meulaboh

12 I PDAM Tirta -1.031.733 3.472 6.345 -2.873 270.995 315.844 383.116 450.389 64.424.797,51 161.061.993,76 257.699.190,02
Fulawan

13 [ PDAM Tirta Bulian -1.764.559 4379 4.907 -529 | 1.054.889 | 1.080.327 1.118.486 1.156.644 6.728.546,74 16.821.366,84 26.914.186,95

14 [ PDAM Mual Natio -1.723.256 3.084 4178 -1.095 | 1.875.604 | 2.008.672 2.208.274 2.407.876 72.854.793,14 182.136.982,86 291.419.172,57

15 [ PERUMDAM Tirta -483.762 4971 5.284 -313 764.338 773.963 788.401 802.839 1.506.365,57 3.765.913,93 6.025.462,29
Bina

16 [ PDAM Tirta -3.715.295 4671 5.596 926 | 2477449 | 2575571 2.722.754 2.869.937 45.430.510,49 113.576.276,23 181.722.041,97
Silaupiasa

17 [ PDAM Tirta Sari -1.520.899 3.886 4.509 -624 | 1.269.223 | 1.309.919 1.370.963 1.432.008 12.697.195,39 31.742.988,46 50.788.781,54

18 [ PDAM Tirta Kualo -11.084.787 3.155 4.927 -1.772 | 4.052.515 | 4.507.732 5.190.559 5.873.385 403.322.710,02 1.008.306.775,05 | 1.613.290.840,08

19 I PDAM Mual Nauli -514.328 1414 2.593 -1.180 516.900 603.099 732397 861.695 50.857.283,73 127.143.209,33 203.429.134,93
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20 PDAM Tirta Malem -3.580.498 2.569 3.992 -1.423 4.063.716 4.513.905 5.189.187 5.864.469 320.308.955,86 800.772.389,64 | 1.281.235.823,43

21 PDAM Kabupaten -2.632.666 3.750 5.428 -1.678 655.665 714.343 802.359 890.376 49.230.543,53 123.076.358,82 196.922.174,11
Pasaman Barat

22 PDAM Kota -587.016 3.912 4.217 -305 1.188.112 1.206.639 1.234.428 1.262.218 2.825.259,83 7.063.149,58 11.301.039,33
Sawahlunto

23 PDAM Tirta -2.083.650 2.878 3.307 -429 2.083.243 2.145.349 2.238.509 2.331.669 13.321.824,61 33.304.561,53 53.287.298,44
Langkisau

24 PDAM Kabupaten -4.412.849 2.391 4.375 -1.983 3.774.796 4.401.245 5.340.918 6.280.591 621.123.994,65 1.552.809.986,63 | 2.484.495.978,60
Solok Selatan

25 PDAM Kabupaten -263.056 2.576 2.869 -293 1.432.633 1.465.223 1.514.109 1.562.994 4.774.461,39 11.936.153,49 19.097.845,58
Solok

26 PDAM Tirta Indra -6.601.342 4.046 5.956 -1.909 2.373.324 2.597.399 2.933.513 3.269.626 213.880.104,93 534.700.262,32 855.520.419,72

27 PDAM Tirta -7.621.490 4.785 10.036 -5.251 998.395 1.217.520 1.546.208 1.874.896 575.313.443,56 1.438.283.608,91 | 2.301.253.774,26
Indragiri

28 PDAM Tirta Siak -4.025.354 7.637 8.940 -1.304 4.000.531 4.137.042 4.341.810 4.546.577 89.005.498,44 222.513.746,10 356.021.993,76

29 PDAM Tirta Dumai -5.124.812 9.726 116.149 -106.423 155.498 495.792 1.006.235 1.516.677 | 18.107.592.963,8 45.268.982.409,54
Bersemai 2 72.430.371.855,26

30 PDAM Tirta Nusa -695.949 3.023 3.704 -681 1.425.159 1.489.369 1.585.684 1.681.999 21.863.487,59 54.658.718,97 87.453.950,35
Kabupaten Natuna

31 PDAM Tirta Muaro -553.329 6.675 7.388 -713 1.113.536 1.137.325 1.173.008 1.208.691 8.480.708,08 21.201.770,19 33.922.832,31
Jambi

32 PDAM Tirta -4.736.763 3.142 10.973 -7.831 532.410 797.801 1.195.888 1.593.976 | 1.039.140.340,73 2.597.850.851,82 | 4.156.561.362,91
Pengabuan

33 PDAM Tirta Saka -6.385.893 4.438 6.549 -2.110 1.408.398 1.542.383 1.743.360 1.944.338 141.354.199,79 353.385.499,47 565.416.799,15
Selabung

34 PDAM Lematang -24.166.190 5.298 7.976 -2.679 3.735.455 4.113.090 4.679.542 5.245.995 505.841.943,66 1.264.604.859,15 | 2.023.367.774,64
Enim

35 PDAM Tirta Ogan -5.272.186 3.326 7.933 -4.607 777.050 992.316 1.315.215 1.638.113 495.864.768,63 1.239.661.921,57 | 1.983.459.074,50

36 PDAM Tirta Raja -1.403.635 4.983 5.534 -551 2.600.282 2.657.788 2.744.046 2.830.305 15.842.829,68 39.607.074,19 63.371.318,71

37 PDAM Tirta Betuah -425.362 5.350 5.442 -92 3.622.187 3.634.645 3.653.331 3.672.018 573.050,31 1.432.625,78 2.292.201,25

38 PDAM Way -843 4.690 5.700 -1.009 310.223 323.584 343.626 363.668 6.740.830,25 16.852.075,62 26.963.320,99
Komering

39 PDAM Tirta -2.939.275 4.497 7.837 -3.340 1.060.650 1.218.203 1.454.532 1.690.861 263.112.972,04 657.782.430,11 | 1.052.451.888,18

Lematang Lahat
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40 I PDAM Kabupaten -2.304.995 6.283 10.376 -4.092 422.245 477.258 559.779 642.299 112.557.590,94 281.393.977,35 450.230.363,75
Belitung

41 I PDAM Tirta Raflesia -1.924.311 2.563 4.795 -2.232 358.801 421.294 515.032 608.771 69.741.811,78 174.354.529,45 278.967.247,12

42 I PDAM Tirta Tebo -1.100.081 2.326 3.262 -936 2.522.997 2.726.051 3.030.633 3.335.215 95.029.548,67 237.573.871,69 380.118.194,70
Emas

43 I PDAM Tirta Alami -4.676.949 6.318 13.701 -7.383 3.868.458 4.772.568 6.128.732 7.484.897 | 3.337.520.997,91 8.343.802.494,78
Kabupaten 13.350.083.991,64

44 I PDAM Way Guruh -255.750 4.060 4926 -866 158.147 164.893 175.013 185.133 2.921.258,40 7.303.146,01 11.685.033,61

45 I PDAM Way -314.011 3916 4.622 -706 397.275 411.599 433.086 454.573 5.056.589,44 12.641.473,59 20.226.357,74
Sekampung

46 11 PERUMDAM Tirta -12.409.451 3.648 5.139 -1.491 3.700.201 4.002.668 4.456.369 4.910.069 225.489.206,64 563.723.016,60 901.956.826,57
Intan

47 11 PDAM Tirta Anom -2.686.494 5.089 5.710 -621 2.044.290 2.094.182 2.169.020 2.243.858 15.491.489,69 38.728.724,22 61.965.958,76
Kota

48 11 PDAM Tirta Bara -2.765.527 4.945 6.971 -2.026 765.918 828.678 922.819 1.016.959 63.576.242,13 158.940.605,33 254.304.968,53

49 11 PDAM Maja Tirta -1.583.719 3.485 3.883 -398 1.186.763 1.213.869 1.254.529 1.295.189 5.394.202,78 13.485.506,96 21.576.811,13

50 11 PDAM Kota Blitar -1.143.720 3.006 4.561 -1.555 1.322.393 1.459.207 1.664.429 1.869.650 106.373.213,70 265.933.034,25 425.492.854,80

51 111 PDAM Tirta -2.984.677 7.988 9.224 -1.236 810.854 835.947 873.586 911.226 15.507.484,35 38.768.710,88 62.029.937,42
Senentang

52 111 PDAM Kabupaten -4.496.696 3.580 4.575 -995 2.325.868 2.455.155 2.649.086 2.843.017 64.320.328,62 160.800.821,54 257.281.314,47
Kapuas Hulu

53 111 PDAM Tirta Pancur -4.390.068 3.805 5.402 -1.597 2.027.632 2.197.836 2.453.142 2.708.448 135.907.800,03 339.769.500,07 543.631.200,11
Aji

54 111 PDAM Kabupaten -649.468 1.899 2.957 -1.058 545.478 606.259 697.431 788.602 32.153.167,50 80.382.918,76 128.612.670,02
Landak

55 111 PDAM Tirta -399.967 4136 4.695 -559 709.869 729.057 757.840 786.623 5.363.167,11 13.407.917,76 21.452.668,42
Galaheran

56 11 PDAM Dharma Tirta -2.551.232 4.371 5.053 -682 2.937.206 3.028.864 3.166.350 3.303.836 31.255.207,77 78.138.019,42 125.020.831,07
Sampit

57 111 PDAM Kabupaten -17.801.649 4.940 9.257 -4.317 1.126.608 1.323.513 1.618.872 1.914.230 425.020.535,80 1.062.551.339,49 | 1.700.082.143,19
Kapuas

58 11 PDAM Kabupaten -2.514.628 2.909 9.924 -7.015 141.685 210.019 312.520 415.021 239.681.946,23 599.204.865,58 958.727.784,93
Sukamara
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59 111 PDAM Kota -5.371.099 7.359 9.060 -1.700 1.746.183 1.826.907 1.947.994 2.069.081 68.615.809,33 171.539.523,33 274.463.237,33
Palangka Raya

60 111 PDAM Kabupaten -5.500.811 6.614 12.731 -6.117 460.930 546.189 674.077 801.966 260.764.166,56 651.910.416,40 | 1.043.056.666,24
Gunung Mas

61 111 PDAM Kabupaten -1.209.207 5.354 6.988 -1.633 544.589 577.830 627.691 677.552 27.141.174,47 67.852.936,17 108.564.697,86
Pulang Pisau

62 111 PDAM Kabupaten -47.490 3.770 5.531 -1.761 939.268 1.027.016 1.158.638 1.290.261 77.262.186,05 193.155.465,12 309.048.744,20
Murung Raya

63 111 PDAM Kabupaten -761.908 3.951 4.575 -623 427.379 440.879 461.128 481.377 4.205.124,04 10.512.810,11 16.820.496,17

64 111 PDAM Kabupaten -7.296.781 3.822 5.425 -1.603 2.560.900 2.775.715 3.097.938 3.420.161 172.174.546,79 430.436.366,97 688.698.187,16
Kotabaru

65 111 PDAM Tirta -19.768.535 7.612 13.341 -5.729 1.515.440 1.743.553 2.085.721 2.427.890 653.427.979,97 1.633.569.949,92 | 2.613.711.919,87
Sendawar

66 111 PDAM Kota -1.403.716 6.082 7.747 -1.665 962.643 1.015.349 1.094.409 1.173.468 43.878.036,48 109.695.091,21 175.512.145,94
Tomohon

67 111 PDAM Kabupaten -41.498 4.757 5.235 -478 142.896 145.768 150.075 154.383 686.345,01 1.715.862,52 2.745.380,04
Kepulauan Siau
Tagulandang Biaro

68 11 PDAM Kabupaten -101.009 2.713 2.920 -208 2.091.811 2.123.732 2.171.613 2.219.494 3.319.757,67 8.299.394,19 13.279.030,70
Kepulauan Talaud

69 111 PDAM Kabupaten -2.224.920 5.658 6.715 -1.058 2.260.791 2.345.261 2.471.966 2.598.671 44.684.618,33 111.711.545,83 178.738.473,33
Minahasa

70 11 PDAM Kota Manado -5.417.541 6.783 53.220 -46.437 71.467 169.321 316.101 462.882 | 2.272.015.736,14 5.680.039.340,36 | 9.088.062.944,57

71 111 PDAM Kabupaten -2.839.205 4179 6.809 -2.630 952.151 1.071.995 1.251.763 1.431.530 157.595.861,17 393.989.652,94 630.383.444,70
Majene

72 11 PDAM Kabupaten -1.569.823 4.382 9.193 -4.811 680.648 830.105 1.054.290 1.278.475 359.518.118,83 898.795.297,07 | 1.438.072.475,30
Mamasa

73 111 PDAM Uwe Lino -3.082.482 3.525 4278 -753 3.546.564 3.698.085 3.925.367 4.152.649 57.047.761,34 142.619.403,36 228.191.045,37

74 111 PDAM Kota Palu -2.286.154 4.279 8.614 -4.335 193.751 233.008 291.894 350.780 85.090.209,65 212.725.524,12 340.360.838,59

75 111 PDAM Kabupaten -885.806 3.410 3.626 -216 991.028 1.003.583 1.022.416 1.041.248 1.355.935,91 3.389.839,78 5.423.743,64
Poso

76 111 PDAM Kabupaten -789.426 2.961 3.901 -940 307.791 327.334 356.647 385.961 9.184.885,03 22.962.212,57 36.739.540,11

Banggai Kepulauan
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77 111 PDAM Kabupaten -846.102 2.003 3.083 -1.080 356.603 395.058 452.741 510.424 20.765.925,29 51.914.813,22 83.063.701,15
Banggai Laut

78 111 PDAM Uemagali -5.724.508 2.354 4323 -1.969 2.254.726 2.631.919 3.197.708 3.763.496 371.346.036,19 928.365.090,48 | 1.485.384.144,77

79 111 PDAM Kabupaten -6.719.089 4.054 7.606 -3.552 1.005.081 1.181.205 1.445.392 1.709.579 312.797.378,35 781.993.445,87  1.251.189.513,40
Kolaka Utara

80 111 PDAM Kabupaten -2.344.506 4.939 10.546 -5.607 218.406 267.995 342.378 416.762 139.022.821,22 347.557.053,04 556.091.284,86
Wakatobi

81 111 PDAM Kabupaten -5.943.514 8.682 12.178 -3.496 2.275.039 2.458.258 2.733.086 3.007.914 320.266.734,35 800.666.835,88 | 1.281.066.937,41
Buton

82 111 PDAM Kabupaten -642.090 4.560 6.569 -2.010 1.930.230 2.100.311 2.355.431 2.610.552 170.930.778,67 427.326.946,68 683.723.114,68
Kolaka Timur

83 111 PDAM Kabupaten -6.440.768 2.196 9.759 -7.563 924.787 1.561.778 2.517.265 3.472.752 | 2.408.782.186,38 6.021.955.465,95 | 9.635.128.745,51
Bombana

84 111 PDAM Kabupaten -882.323 2.758 5.841 -3.082 525.213 642.634 818.765 994.896 180.945.378,53 452.363.446,32 723.781.514,11
Konawe

85 111 PDAM Kabupaten -306.095 6.617 7.118 -501 1.450.429 1.472.393 1.505.338 1.538.283 5.501.875,69 13.754.689,23 22.007.502,77
Kolaka

86 111 PDAM Kabupaten -2.925.176 3.446 4.649 -1.203 1.291.774 1.381.966 1.517.254 1.652.542 54.250.367,12 135.625.917,81 217.001.468,50
Takalar

87 111 PDAM Kabupaten -2.416.700 3.697 4.690 -993 1.322.967 1.394.035 1.500.639 1.607.242 35.285.637,74 88.214.094,34 141.142.550,94
Wajo

88 111 PDAM Kabupaten -868.423 2.865 3.344 -479 698.377 721.730 756.758 791.787 5.592.893,33 13.982.233,33 22.371.573,33
Sidenreng Rappang

89 111 PDAM Kabupaten -3.666.471 4.086 7.384 -3.298 833.560 968.120 1.169.962 1.371.803 221.890.941,49 554.727.353,73 887.563.765,97
Soppeng

90 111 PDAM Kabupaten -208.601 4.795 5.170 -375 290.891 295.441 302.266 309.091 853.109,02 2.132.772,55 3.412.436,08
Kepulauan Selayar

91 111 PDAM Kabupaten -1.913.463 5.073 6.902 -1.830 989.215 1.060.544 1.167.539 1.274.533 65.266.541,53 163.166.353,83 261.066.166,13
Barru

92 111 PDAM Kabupaten -56.595 6.376 6.437 -61 893.361 895.071 897.635 900.199 52.136,09 130.340,23 208.544,37
Toraja Utara

93 111 PDAM Kabupaten -3.136.883 3.301 3.950 -649 1.497.985 1.556.888 1.645.242 1.733.597 19.113.992,01 47.784.980,03 76.455.968,05
Luwu
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94 111 PDAM Wae -1.444.666 5.869 6.537 -669 1.115.192 1.140.578 1.178.656 1.216.735 8.491.570,86 21.228.927,15 33.966.283,45
Manurung

95 111 PDAM Kabupaten -1.586.170 5.161 5.233 -72 625.283 627.028 629.645 632.262 62.806,98 157.017,44 251.22791
Bulukumba

96 111 PDAM Kabupaten -2.042.327 5.006 5.360 -354 1.660.011 1.683.488 1.718.705 1.753.921 4.155.531,85 10.388.829,64 16.622.127,42
Gorontalo

97 111 PDAM Tirta Maleo -4.582.715 4127 7.034 -2.907 859.671 980.779 1.162.441 1.344.104 176.030.552,91 440.076.382,28 704.122.211,65

98 111 PDAM Tirta -4.290.599 3411 5.643 -2.232 1.329.375 1.503.351 1.764.315 2.025.280 194.157.476,95 485.393.692,37 776.629.907,79
Boalemo

99 111 PUDAM Tirta -3.542.573 3.344 8.538 -5.194 1.176.835 1.542.414 2.090.783 2.639.152 949.408.856,92 2.373.522.142,31 | 3.797.635.427,70
Gerbang Emas

100 v PERUMDAM -2.431.680 3.143 4.538 -1.395 567.421 617.790 693.344 768.898 35.132.527,40 87.831.318,51 140.530.109,62
Bintang Bano

101 v PDAM Kabupaten -2.076.046 6.003 8.308 -2.305 2.951.375 3.178.026 3.518.002 3.857.978 261.214.913,95 653.037.284,88 | 1.044.859.655,81
Bima

102 v PDAM Tirta -2.120.094 4.239 5.173 -933 1.347.152 1.406.517 1.495.564 1.584.611 27.693.739,65 69.234.349,13 110.774.958,61
Kelimutu

103 v PDAM Wae -2.899.563 3.468 6.572 -3.104 645.435 760.973 934.280 1.107.587 179.315.010,13 448.287.525,33 717.260.040,53
Mbeliling

104 v PDAM Kabupaten -167.685 3.758 4.007 -248 623.580 631.844 644.239 656.634 1.024.676,09 2.561.690,23 4.098.704,37
Timor Tengah
Selatan

105 v PDAM Rote Ndao -656.087 4.465 5.475 -1.010 611.130 638.778 680.250 721.722 13.962.229,49 34.905.573,71 55.848.917,94

106 v PDAM Tirta Yapono -2.597.804 7.001 8.955 -1.954 4.601.055 4.857.889 5.243.139 5.628.390 250.926.468,77 627.316.171,94 | 1.003.705.875,10

107 v PDAM Kabupaten -2.789.662 6.624 100.019 -93.395 314.912 1.202.932 2.534.962 3.866.992 | 41.468.316.026,8 103.670.790.067,05 | 165.873.264.107,2
Maluku Barat Daya 2 8

108 v PDAM Kabupaten -2.916.641 4.222 5.950 -1.728 605.794 655.382 729.765 804.148 42.844.410,92 107.111.027,29 171.377.643,66
Halmahera Utara

109 v PDAM Kabupaten -538.232 3.244 4.547 -1.302 498.291 538.320 598.364 658.408 26.058.984,57 65.147.461,43 104.235.938,29
Kepulauan Sula

110 v PDAM Kota Tidore -3.201.393 5.804 10.606 -4.802 265.659 309.618 375.557 441.496 105.546.022,80 263.865.056,99 422.184.091,18
Kepulauan

111 v PDAM Kabupaten -2.142.965 4.285 10.092 -5.807 1.078.749 1.371.131 1.809.705 2.248.279 848.932.481,66 2.122.331.204,16 | 3.395.729.926,66

Kepulauan Morotai
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112 IV | PDAM Tirta Adrian 1715946 | 7.095 10.670 -3.576 275.744 303.533 345.215 386.897 49.685.307,12 124213267,81|  198.741.228,49
GRAND TOTAL - 163.376. | 180.700. | 206.685.4 | 232.670.53 | 87.770.955.471,| 219.427.388.678,56 | 351.083.821.885,
347.236.83 928 330 32 4 42 69
1
AVERAGE -3.100.329 8.493 4173 | 145872 | 161339 | 1.845.406 2.077.415 | 783.669.24528|  1.959.173.113,20 | 3.134.676.981,12
4.320 3 6
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Abstract

This research was conducted with the following objectives: (1) to determine whether there is a difference in
the Human Development Index (HDI) as a measure of the level of prosperity of society / population between
Western Indonesia and Eastern Indonesia, and (2) to determine whether there is a difference in the Human
Development Index (HDI) before and after 2014 related to the issuance of government regulations regarding
the acceleration of priority infrastructure provision, namely PP No. 75 of 2014 which took effect from 21 July
2014. The population of this study were all regencies / cities in the western and eastern Indonesia. Samples
are districts / cities in several provinces in West Indonesia, namely Central Java (35 Regencies / Cities) and East
Java (38 Regencies / Cities), and East Indonesia, namely East Nusa Tenggara (22 Regencies / Cities) and Papua
(28 Regencies / Cities) and Papua (28 Regencies / Cities), with a total of 992 samples. This research data is
secondary data in the form of Human Development Index (HDI) data taken from the Indonesian Central Bureau
of Statistics (BPS) (https://www.bps.go.id/), and data on Regional Government Financial Reports taken from
the Directorate General Fiscal Balance Ministry of Finance of the Republic of Indonesia for the period 2010 to
2018 (http://www.djpk.kemenkeu.go.id/). Data analysis to test data normality used the Kolmogorov-Smirnov
test. Hypothesis testing uses a different test, namely the Mann-Whitney test, because the data are not normally
distributed. The results showed that there were differences in HDI between West Indonesia and East Indonesia.
On average, the HDI for Western Indonesia is greater than that of Eastern Indonesia. Another result is that there
is a difference in HDI between the year before 2014 and the year after that year. On average, the HDI after 2014
(2015-2018) was greater than the year before 2014 (2010-2013).

Keywords: Human Development Index (HDI), Financial Statements of Regional Government, West Indonesia

Region and Eastern Indonesia Region.

1. Introduction

1.1 Background

For some economists, the level of prosperity of a nation is usually measured by how much society's income /
expenditure is. In this case, to get this figure, the easiest thing to see is how much the gross domestic product
per capita of a country is (GDP per capita). When viewed from GDP per capita, based on data from the
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International Monetary Fund (IMF) 2016, the income of the Indonesian people is estimated at USD 3,620. When
compared with neighboring countries, this figure is still far below Malaysia (USD 12,127) and China (USD
8,239), but is above the Philippines (USD 3,073) and India (USD 1,820). Although this figure is often used as a
reference, it does not represent real income.

Apart from being based on GDP per capita, the level of community prosperity is also measured by the Human
Development Index (HDI). HDI is an indicator to see the extent to which the government has succeeded in
building the quality of life of the community. In this case is the extent to which the results of development can
be accessed by the community, so that they can get decent jobs, education and health. If the index in a country
/ region is close to number 1, then the people in that region can be categorized as prosperous. Based on data
released by the United Nations Development Program (UNDP), in 2015 Indonesia's HDI was classified as
medium, namely 0.684. This figure is still below Malaysia (0.779) and China (0.727), but above the Philippines
(0.668) and India (0.609) (Adya, 2016).

Hill said that eastern Indonesia is still lagging behind compared to the western region because the eastern of
Indonesia has always been poorer. Eastern Indonesia is still underdeveloped, although lagging behind other
provinces, eastern Indonesia is also advanced in terms of growth rate. There is not much difference between
western Indonesia and eastern Indonesia. Because the eastern of Indonesia has always been poorer,; the growth
rate is not as high as the western region, so the gap is getting bigger over time (Antara, 2007).

Rosmeli and Nurhayani (2014) also stated that economic growth, equitable distribution of development results
and regional capabilities in eastern Indonesia are still lagging behind compared to western Indonesia in general.
However, from the research results it is known that the western region of Indonesia has a higher level of
inequality compared to the eastern region of Indonesia, with an average index of 0.83 for the western region of
Indonesia and 0.45 for the eastern of Indonesia.

Based on the explanation above, the problems of this research are: (1) is there a difference in the level of
prosperity as measured by the Human Development Index (HDI) between the districts / cities of Western
Indonesia and Eastern Indonesia? (2) Are there differences in the Human Development Index before and after
2014 in the two regions? This second problem is tested related to government regulations regarding the
acceleration of the provision of priority infrastructure, namely PP. 75 of 2014 which took effect from 21 July
2014.

This paper consists of an introduction, which contains research background, research objectives, and research
benefits. The second part is a literature review and hypothesis development. The third part explains the
research method consists of population and samples, types and sources of data, and data analysis. The fourth
part is the result of analysis and discussion. The last part of this paper is the conclusions and limitations.

1.2 Research Objectives and Benefits

The purpose of this study was to determine: (1) whether there is a difference in prosperity as measured by the
Human Development Index (HDI) between the regencies / cities in Western Indonesia (KBI) and Eastern
Indonesia (KTI), and (2) whether there is a difference in HDI before and after 2014 in both regions. The benefits
of this research are: (1) for academics, to increase the enrichment of knowledge in the public sector, especially
local governments related to financial performance and the Human Development Index (HDI) in Indonesia, (2)
For the Government, the results of this study are expected to provide input. to the government, especially the
central government related to equitable development, including human development.
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2. Literature Review and Hypothesis Development
2.1 Agency Theory

Agency theory describes the relationship between the agent and the principal. Agent is the party contracted by
the principal to work for the interests of the principal. Because the agent is chosen, the agent must be
accountable for all of its work to the principal. Agency problems can arise because each individual is assumed
to have a preference for maximizing personal utility which is likely to conflict with the interests of other
individuals. This problem has resulted in information asymmetry and conflict of interest (Jensen and Meckling,
1976).

Referring to Law Number 23 of 2014 concerning Regional Government, the parties involved in this case include
the people as the principal and the government as the agent. The government consists of the central
government, namely the President of the Republic of Indonesia who holds power in the government of the
Republic of Indonesia who is assisted by the Vice President and ministers as referred to in the 1945 Constitution
of the Republic of Indonesia, and the Regional People's Representative Council according to the principle of
autonomy and co-administration (Law No. 23/2014, article 1 paragraph 1,2, and 3). The law states that regional
governments use the principle of autonomy which is responsible for planning, implementing, and being
accountable for the implementation of regional government autonomy programs. The government as an agent
is also responsible for protecting, serving, empowering and welfare of the community according to the mandate
of the law.

2.2 Human Development Index (HDI)

HDI explains how residents can access development outcomes in terms of income, health, education, and so on.
HDI was introduced by UNDP in 1990 and published regularly in the annual Human Development Report
(HDR). HDI is formed by 3 (three) basic dimensions, namely: (1) a long and healthy life, (2) knowledge, and (3)
a decent standard of living. The benefits of HDI are as follows: (1) HDI is an important indicator to measure
success in efforts to build the quality of human life (society / population), (2) HDI can determine the rank or
level of development of a region / country, and (3) for Indonesia, HDI is strategic data because apart from being
a measure of Government performance, IPM is also used as an allocator for determining the General Allocation
Fund (DAU) (https://ipm.bps.go.id/page/ipm).

2.3 Economic Growth

Economic growth is the process of an increase in real gross national product or real national income. So the
economy is said to grow or develop when real output growth occurs. Another definition of economic growth is
that economic growth occurs when there is an increase in per capita output. Economic growth describes an
increase in the standard of living measured by real output per person. Kuznets (1973) defines a country's
economic growth as the country's ability to provide increasing economic goods for its population, where this
capacity growth is based on technological and institutional advances and the ideological adjustments it
requires.

2.4 Relationship between Economic Growth with Human Development

In the conventional literature on modern economic theory, democracy is considered a luxury. Demands will
increase as per capita income increases. The hypothesis related to this is the cruel choice hypothesis between
the two democracies and the discipline. Because democracy in the early stages of development is not very
friendly to fast economic growth, what a country needs is discipline. Another conventional theory is the trickle
down hypothesis put forward by Aghion and Patrick (1997), arguing that rapid economic growth will contribute
to human development. If development increases, then society can spend more on human development. Based
on these two hypotheses, the relationship between human development, democracy and economic growth is a
linear, one-way line, in which economic growth is the driving force.

Research on the Human Development Index has been conducted by several previous researchers. Most of these
studies link HDI with local government revenues and expenditures, including Regional Original Income, General
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Allocation Funds, Special Allocation Funds, Profit Sharing Grants, health expenditures, education expenditures,
and capital expenditures (Putra and Ulupi, 2015; Maulana, 2016; Harahap, 2017; Zahari and Sudirman, 2017;
Ariyati et al,, 2018; and Omodero, 2019). In addition, HDI is also linked to the financial performance of local
governments, for example: the ratio of the degree of fiscal decentralization, regional financial dependence,
regional independence, effectiveness of Regional Original Income, efficiency of Regional Original Income and
compatibility of direct spending (Harliyani and Haryadi, 2016; Pradana and Sumarsono, 2018).

HDI studies that compare between provinces or between regions are still rare. This study refers to research
conducted by Kpolovie, et al. (2017). They conducted an investigation to examine three HDI indicators (a long
and healthy life, access to quality knowledge and education, and a decent standard of living) obtained from
different countries of the world and compared HDI from seven continents around the world. A proportionally
stratified sample of 182 was drawn from 253 countries on all continents of the world for the study. Analysis of
Variance (ANOVA) and the Bonferroni Post Hoc Test were adopted to test the null hypothesis that there are no
significant continental differences in the Human Development Index at alpha 0.05. The results showed that
Africa has an average Human Development Index (HDI) of 0.536 which is significantly lower than other
continents in the world (Asia 0.714, Europe 0.845, North America 0.733, South America 0.738, and Oceania
0.693). Another result is that Europe has the highest HDI which is significantly greater than the world average
and greater than all other continents in the universe. Asia, North America, South America and Oceania do not
differ significantly in their HDI.

Based on the description and research results above, the hypotheses proposed in this study are:

H1 There is a difference in the Human Development Index between regencies / cities in the
western region of Indonesia and the eastern region of Indonesia.

H2 There are differences in the Human Development Index before and after 2014 in regencies /
cities in the western region of Indonesia and in the eastern region of Indonesia.

2.5 Research Models

The research framework for the first year can be seen in the following figure.

Difference Test Human Development
Human Development

Index, Western
Index, Western

A

] Indonesia
Indonesia

Figure 1. Research Model 1

Difference Test
Index,

Year 2010-2013 Year 2015-2018

Human Development

Human Development
Index,

A

Figure 2. Research Model 2
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3. Research Methods
3.1 Population and Research Sample

The population of this research is the regencies / cities in the western region of Indonesia and the eastern
region of Indonesia. The samples of this research are districts / cities of several provinces in the western region
of Indonesia and eastern Indonesia by using a purposive sampling method of data collection, namely to obtain
a sample that meets certain criteria, namely: (1) Districts / Cities publish Regional Government Financial
Reports starting in 2010 up to 2018, and (2) Have complete Human Development Index (HDI) data from 2010
to 2018 which is published on the official website of BPS Indonesia, with a sample of 35 provinces in the West
Indonesia region, namely Central Java and East Java with 38 districts / cities, and East Indonesia, namely East
Nusa Tenggara with 22 regencies / cities and Papua with 28 regencies / cities.

3.2 Research Variables

The variable used in this study is the Human Development Index as a proxy for the level of community
prosperity, which is measured using three dimensions, namely: (1) long and healthy life, (2) knowledge, and
(3) decent standard of living (BPS, 2015).

3.3 Types and sources of data

This study uses secondary data. The data in this study is in the form of the Human Development Index (HDI)
which is sourced from the official BPS website address, namely http://ipm.bps.go.id.

3.4 Data Analysis and Hypothesis Testing

Before the statistical test of the hypothesis is carried out, the normality of the data will be tested first. To detect
the normality of the data in this study, a nonparametric test, namely the Kolmogrov-Smirnov test, will be used.
Some possible choices of statistical test tools for research hypotheses after the normality test are: (a) if the
results of the data normality test produce normal data, then the hypothesis testing in this study will use the
Independent Sample T Test or Anova Test, (b) but if the normality test results The data yields abnormal data,
so the Mann-Whitney-U test is used.

4. Results and Discussion
4.1 Research Sample

The population of this research is the districts and cities in West Indonesia and East Indonesia. The samples of
the study were 2 provinces in West Indonesia and 2 provinces in East Indonesia. The research sample can be
seen in the following table.

Table 1
Research Samples
No. Description Amount
Regencies/cities: 123 observations, 11 year 1.353
2. | Incompleted data (361)
Research samples 992

Source: Processed Data
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4.2 Descriptive statistics

Table 2

Descriptive Statistics

N Minimu Maximu Mean Std.
m m Deviation
HDI 992 19,62 82,72 63,833 9,80210
7
Valid N 992
(listwise)

Sumber: Data diolah

Based on the table above, the minimum HDI value is 19.62 for the Eastern Indonesia region, namely Nduga
Regency in 2010 and the maximum is 82.72 for the West Indonesia region in the city of Semarang in 2018. The
average HDI score is 63.83.

4.3 Normality test

Table 3
Normality Test Results
One-Sample Kolmogorov-Smirnov Test
HDI
N 992
Normal ParametersaP Mean 63,833
7
Std. 9,8021
Deviation 0
Most Extreme Differences Absolute ,093
Positive ,043
Negative -,093
Kolmogorov-Smirnov Z 2,936
Asymp. Sig. (2-tailed) ,000
a. Test distribution is Normal.
b. Calculated from data.
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By using the Kolmogorov-Smirnov test, the data of this study are not normal because the significance value of
the Kolmogorov-Smirnov test is 0.000, which is smaller than 0.05. Based on these results, testing the hypothesis
in this study using the Mann-Whitney U test.

4.4 Hipothesis Testing
Table 4
Nilai Ranks Value
Wilayah/Tahun N Mean Sum of Ranks
Rank
HDI Western 584 649,19 379124,50
Estern 408 277,95 113403,50
Total 992
HDI Before 2014 496 439,55 218017,00
After 2014 496 553,45 274511,00
Total 992
Source: Processed data
Table 5
Results of Mann-Whitney U Test
HDIa HDIP
Mann-Whitney U 29967,500 | 94761,000
Wilcoxon W 113403,50 | 218017,00
0 0
Z -20,081 -6,260
Asymp. Sig. (2-tailed) ,000 ,000
a. Grouping Variable: Region
b. Grouping Variable: Year

Based on table 4 and table 5, the significance value of the Mann-Whitney U test is 0.000 less than 0.05. This
means that the HDI scores differ both between the regions of West Indonesia and the regions of East Indonesia
as well as between the years before and after 2014. By region, the average score for the West Indonesia region
is greater than that for the eastern part of Indonesia. Likewise by year, the average HDI value after 2014 was
greater than the year before 2014.

4.5 Discussion
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Based on the results of data analysis and hypothesis testing, the findings of this study are that the first
hypothesis proposed is not accepted, namely that there are differences in the HDI values of the West Indonesia
region and the East Indonesia region. The average HDI value in West Indonesia is higher than that of Eastern
Indonesia. This means that the level of prosperity of the people of western Indonesia is better than the level of
prosperity in eastern Indonesia. This finding is supported by Hill that eastern Indonesia is still lagging behind
compared to the western region because the eastern part of Indonesia has always been poorer. Because the
eastern part of Indonesia has always been poorer, the growth rate is not as high as the western region, so the
gap is getting bigger over time (Antara, 2007).

The second hypothesis in this study is accepted, namely there is a difference in the HDI value after 2014 with
the year before 2014. The average HDI value after 2014 is greater than the HDI average value before 2014. This
shows the success of government regulations regarding the acceleration of infrastructure provision. priorities,
namely PP. 75 of 2014 which took effect from 21 July 2014.

5. Conclusion

Based on data analysis and discussion, this study can be concluded that: (1) there are differences in the HDI
values for West Indonesia and East Indonesia, (2) there are differences in HDI values before 2014 with HDI
values after 2014. The limitation of this study is that this study only analyzes differences in HDI by region and
period (year). Further research can be developed by analyzing the relationship between HDI and other
variables, for example local government performance.
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Abstract

The current study aims to identify key factors that influence financial well-being of millennials in Indonesia.
This study focuses more on long-term behavior, such as retirement planning and investment behavior. The
analytical results revealed that financial education was positively related to the millennial’s financial well-being.
However, the mediation result demonstrated that long-term behavior strengthens the relationship between
financial education and financial well-being and enhanced the positive effects of being financially literate. This
study suggests to increase millennials’ knowledge and awareness about long-term behavior and financial well-
being. They are recommended to obtain financial education programs.

Keywords: Millennials, Financial Education, Long-Term Behaviors, Financial Well-Being

1. Introduction

The millennial generation has become an interesting subject that often discussed in Indonesia in relation to
their population, characters, and future prediction. According to Tanuwidjaja (2019), this generation holds a
large portion of the population, including one-third of the total population and 44% of the productive age in
Indonesia. Millennials have different characteristics from the other generation since they can express their
opinions well, think out of the box, and socialize with others (Ali, Purwandi, Nugroho, Ekoputri, & Halim, 2017).
These characters become millennials' strengths to have good academic and job performance. Nowadays,
millennials are in the stage of life where they eager to start or continue their life independently. Within this
state, millennials have the large opportunity to become the majority generation that will lead the Indonesian
workforce in the years to come (Tanuwidjaja, 2019). In leading the workforce, millennials get a large portion of
income as a return for their job performance. As their financial resource, millennials carefully manage their
income to have the level of stability that makes them feel secure about their financial situation. It can be implied;
millennials will face lots of financial activities where they need a better stage of financial well-being.

Concerning this situation, it is important to manage the factor that can improve the millennial’s financial well-
being, e.g. financial behavior (Kumar, Watung, Eunike, & Luinata, 2017). Millennials have different financial
behaviors since they might face different financial activities and challenges between one and another. The more
often millennials facing financial challenges, the more often they learn about financial behavior. Financial
behavior can be categorized into short-term behavior if it relates to emergency saving and spending behavior
while it described as long-term if it relates to investment and retirement saving behavior (Henager & Cude,
2016). These financial behaviors can affect either negatively or positively to millennials' financial well-being. In
relation to financial well-being, there is a study that explained the relationship between financial behavior and
financial well-being.

Financial well-being is the condition of how people are doing well and feel secure in their financial health
(Michael Collins & Urban, 2020). Many factors make individuals feel secure about their financial condition; one
of the factors is to repay the debt. According to the previous study, people are unable to pay the bills or debt
because they failed to manage their financial behavior (Topa, Hernandez-Solis, & Zappala, 2018). The inability
to pay the bill and chronic debts are the sign of the decreasing of financial well-being. From this relationship,
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there is a direct relationship between financial behaviors to financial well-being. When people well-manage
their financial behavior, people can increase the level of their financial well-being. Therefore, it is important to
have better financial behaviors that can increase individuals' financial well-being.

Millennial generation should get proper financial education programs to improve financial behaviors. However,
Andarsari and Ningtyas (2019) study found the lack of financial education programs in Indonesia that
contribute to the poor financial behavior of millennials. This statement can be supported by Otoritas Jasa
Keuangan (OJK; Indonesian Financial Services Authority, 2016) that reported savings to GDP ratio Indonesia is
31%; it is lower than Singapore with 49%, Philippines 46%, and China 49% (Ningtyas, 2019). This indicates
that many people that age above 15 years old are not aware of the importance of saving money accounts in the
financial services institution. Furthermore, financial education can also directly influence financial well-being.
Some researchers analyze the direct relationship of financial education to financial well-being in the United
States. Lusardi (2019) found that financial education is closely related to financial well-being. The researchers
suggested millennials that complete the financial education program are more likely to have higher financial
well-being than others that did not get the financial education program.

The current study examines the role of long-term behavior as the mediator in the relationship between financial
education and financial well-being. This study will give several implications for the financial education
institution and financial service institution that reveal the factors that affect millennials' financial decision of
millennials. Moreover, this study contributes to the understanding that explains the relationship between
financial education and financial well-being.

2. Literature Review
2.1 Financial Education and Financial Well-Being

Limited studies are interested in further examining financial education on the millennial's financial well-being.
Fabris and Luburic (2016) found a prior study that defined financial education as the process to embed the
proper financial behavior that makes individuals feel secure with their financial situation (Fabris & Luburic,
2016). According to this research, the existence of financial education can make individuals feel more secure
with their current and future financial situation. The secure feeling indicates that the person has a high-level of
financial well-being. This statement is in accordance with CFPB; Consumer Financial Protection Bureau (2015),
which defines financial well-being as a state where people feel secure with their financial future and can feel
the enjoyment of their life with their current financial situation. It means people can enjoy purchasing any
product or services that they need but did not worried about their financial situation in the future. Focus on
millennials; it is important to examine the financial education programs in the college and workplace that can
increase their level of financial well-being.

In college, financial education usually provided in the form of courses with the traditional lecturer method,
where the lecturer teaches the students directly in a classroom. According to Wagner (2019), college personal
finance classes can increase students' knowledge, which will be useful for improving their financial well-being.
Besides the traditional lecturer method, there is a new method of financial education that develop by Weng
(2018). In the study, the researcher team develops the animation application methods to improve the
effectiveness of financial education for college students. The lecturers can combine the traditional lecturer
method with the animation application for college students. On the other hand, millennials at the workplace
usually get financial education from the employers. In prior study, the researchers found evidence about
employee financial wellness programs (EFWP) that can increase the workers' financial well-being. EFWP has
become one of the strategies to improve the financial well-being of employees. Usually, the employers delivered
EFWP through insurance and retirement plan from vendors, Employee Assistance Programs (EAPs), and other
financial institutions (Frank-Miller, Despard, Grinstein-Weiss, & Covington, 2019). Besides EFWP, the employee
also gets financial education through another program, such as workshops and seminars programs (Wagner,
2019). Employers can choose EFWP, workshops, or seminars as effective financial education programs for the
employees.
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It can be implied, millennials at the college and workplace will be offered several financial education programs.
The lecturers might conduct traditional lecturer methods or combine it with the animation application method
for college students. Meanwhile, for millennials that enter the workforce, the employers might provide the
EFWP, workshop, or seminars to increase the information about financial management behavior. These kinds
of financial education programs offered in the college and workplace to help millennials increase their financial
well-being. Therefore, this study hypothesizes that:

Hypothesis 1: Financial education will be positively related to financial well-being
2.2 The Mediating Role of Long-Term Behavior

Financial behavior characterized as long-term behavior when it involves the activities of future planning.
Wagner and Walstad (2019) examine the effect of financial education on long-term behavior. According to this
study, long-term behavior is related to the ability to accumulate wealth and prepare the money needed for
retirement (Wagner & Walstad, 2019). From this explanation, the meaning of accumulate wealth is related to
investment behavior. Relates to long-term behaviors, several prior researchers' interest in examining the factors
that can influence the behaviors. Annamalah et al. (2019) found the effect of risk-taking attitude, financial status,
and financial education programs to long-term behaviors (e.g., Investment decision). As one of the factors that
influence long-term behaviors, the other prior researchers focus on the influence of financial education toward
long-term behaviors. Bernheim and Garret examine the efficiency of financial education and found the result
that it can increase the rate of participants in the retirement plans and retirement savings (Wagner & Walstad,
2019). These findings indicate financial education programs can influence millennials' employees to have
retirement plan behaviors.

Other than retirement plans and saving, some studies examine the effect of financial programs on investment
behaviors. According to Wagner (2019), the college's finance courses can increase millennials' investment
knowledge and make them involved in investment programs. Those theories indicate that financial education
programs will have a positive effect on millennials' retirement and investment behaviors. The prior study also
found a positive relationship between long-term behaviors and financial well-being (Briiggen et al., 2017).
When people have future-oriented planning, they will feel secure about their financial situation in the future.
For example, people will not concern about their financial situation for their retirement life since they already
spare their money in the retirement account and other investments. In sum, those theories explain the
relationship between financial education, long-term behavior, and financial well-being. It can be supported by
Azmi and Ramakrishnan (2018) that stated financial education contributes to the individual's investment
behaviors that make them able to increase their financial well-being. That theory indicates, there is a mediating
role of long-term behaviors in the relationship between financial education and financial well-being. Therefore,
this study hypothesizes that:

Hypothesis 2: Long-term behavior will mediate the relationship between financial education and financial
decisions.

3. Methods
3.1 Sample and Procedures

The sample in the current study was collected from the millennial’s in Indonesia, which was born between 1980
- 2000 within the age between 20 and 40 years old (Moreno et al., 2017). The reason millennials are chosen as
the sample is because of its large population in Indonesia. As recorded by Badan Pusat Statistik (BPS; 2020),
the total population of millennials in Indonesia is 83,993,600. This large number makes it easier to search the
target respondents in a shorter period. For the survey, the researchers distributed an online questionnaire to
collect the data from the respondents.

As aresult, 241 respondents participated in the online questionnaire. The majority of respondents are female
(67.2%), within the age of 20-23 years old (54.4%), unmarried (85.1%), have no child (90%), and had Bachelor
degrees (59.8%) as their last education. Related to the job description, most of the respondents are employed
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(56.4%) as a private employee (44.4%) with job duration 1 - 5 years (31.5%).

3.2 Measures
3.2.1 Financial Education

The respondents rated their financial education by using the five-question items adapted from Kaiser and
Menkhoff (2017); and Kim, Anderson, and Seay (2019). At first, the previous researcher measured financial
education by using multiple-choice questions. Then, this study changes the type of questions into a seven-point
Likert Scale format, ranging between 1 (strongly disagree) and 7 (strongly agree). Statements included: (1) "I
ever attended the financial education programs”; (2) "I felt the financial education program that I received at
school and college was more than enough”; (3) "I spend more than 8 hours per week for the financial education
programs"; (4) "I have participated in the financial education program through face to face or online"; (5) "My
motivation to participated in the financial education program is because it is important for my future". It is
important to ask the question about the setting, intensity, channel, and motivation on participated in the
financial education programs to measure the individual's financial education (Kaiser & Menkhoff, 2017). For
Financial education, the reliability was a = 0.80 in the present study.

3.2.2 Long-Term Behavior.

The respondent’s long-term behavior was measured with four question items adapted from Kim, Anderson, and
Seay (2019). The previous study measured long-term behavior by using dichotomous responses. Then, this
study changes the type of questions into a seven-point Likert Scale format, which ranges between 1 (strongly
disagree) and 7 (strongly agree). Item questions included: (1) "I often think about the estimation of money that
needed for life after retirement"; (2) "I intend to apply for long-term financial programs (e.g., retirement plan
and investment)"; (3) "l am interested to make a plan on long-term financial programs"; (4) "I am determining
my long-term financial plan that I would like to achieve". Those question items will measure the respondents’
retirement and investment behaviors. For long-term behavior, the reliability was a = 0.81 in the present study.

3.2.3 Financial Well-Being.

The respondent’s financial well-being was measured with four items adapted from Collins and Urban’s (2020)
study. The previous study measured financial well-being using a five-point Likert Scale. The original a five-point
Likert Scale adapted to a seven-point Likert Scale format that ranges between 1 (strongly disagree) and 7
(strongly agree). The difference occurs since this study adds the intermediate of neutral (neither disagree nor
agree) as one of the respondent choices. The items are: (1) "I feel able to handle the large unexpected expenses”
(2) "I always try to maintain or secure my financial situation in the future" (3) "I feel that I can enjoy my life
because of my financial management" (4) "I always try to set aside my money at the end of the month". For
financial well-being, the reliability was a = 0.72 in the present study.

3.3 Control Variables

This study chooses gender, age, and level of education as the control variables. In the analysis, they were coded
gender (1 = female, 2 = male), age (ranging from 1 = 17-23 to 4 = >37), and education level (ranging from 1 =
High School to 4 = Master’s degree).

3.4 Method of Analysis

The purpose of this study was to investigate the mediating role of long-term behaviors in the relationship
between financial education and financial well-being. Therefore, this study will perform the mediation analysis
by using PROCESS macros that operate under SPSS 21. PROCESS macros were developed by Hayes (2013) to
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become the tools to test the mediation and moderation framework models. In this study, it will conduct the
mediation analysis to test both hypothesis 1 and 2.

In the PROCESS, model 1 should be chosen to run the mediation analysis. In this model, the researchers also
utilize bootstrap procedures by choosing 5,000 samples at a 95% confidence level. Based on Efron and
Tibshirani (1993), bootstrapping is a statistical procedure that changes the data by resampling it into obtaining
new simulation data (Borau et al., 2015). By employing this procedure, the indirect effect estimation will be
more accurate. Moreover, bootstrapping will also show the confidence interval that determines the significance
of the indirect effect. The indirect effect will be considered as significant if the confidence intervals have the
value that does not include 0 in its range.

4, Results

Before testing the hypothesis, it is essential to do the correlation analysis. For this study, the correlation analysis
shows that financial education and long-term behavior were highly correlated. It indicates, those variables have
the probability of having multicollinearity. This study conducted the test of tolerance and Variance Inflation
Factor (VIF) tests to prove the multicollinearity. Senaviratna and Cooray (2019) stated multicollinearity did not
exist when the score of tolerance is close to 1 and a score of VIF under 10. Therefore, no multicollinearity occurs
since the tolerance and VIF scores are 0.992 and 1.084, respectively.

Table 1 provides the information of variables means, standard deviation, correlation, and reliabilities. From that
table, the correlation matrix has the result that can support the proposed hypothesis. It can be seen; financial
education was positively related to the financial well-being (r =0.27, p < 0.01) and long-term behavior (r = 0.28,
p < 0.01). Furthermore, long-term behavior also positively related to financial well-being (r = 0.551, p < 0.01).

Financial y Long-Term Financial
Education 0.22% Behavior 0.49%* Well-Being
0.09*

Figure 1. Conceptual Framework
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Table 1. Descriptive Statistic and Correlation Matrix

Mean SD 1 2 3 4 5 6
1. Gender 1.33 0.47 -
2. Age 1.57 0.72 0.20* -
3. Education 2.35 0.95 0.08 0.39** | -
4. Financial Education 4.07 1.32 0.04 0.04 -0.00 (0.81)
5. Financial Well-Being 5.01 0.99 0.17** 0.11 0.01 0.27** (0.72)
6. Long-Term Behavior 5.54 1.03 0.06 0.02 -0.03 0.28** 0.55%* (0.81)

Gender coded: 1 = Female; 2 = Male. Age coded: 1 =17-23; 2 = 24-30; 3 =31-37; 4 = >37. Education coded: 1
= High School; 2 = Diploma; 3 = Bachelor degree; 4 = Master degree.
*p <0.05,*p <0.01

4.1 Hypothesis Tests

All hypotheses were run concurrently using the PROCESS macros of mediation analysis. The result shows in
Table 2 that it will be interpreted using the standardized beta. The hypothesis tests include the variables of
gender, age, and education that chosen as the control variables. Hypothesis 1 predicts that financial education
is positively related to financial well-being. As predicted, the result shows the direct relationship between
financial education and financial well-being was significant (b= 0.09, p < 0.05). This result indicates that
Hypothesis 1 was supported.

Table 2. Regression Results for Testing Mediation Analysis

Variable Coefficient | SE T p LLCI ULCI

Outcome: Long-Term Behavior

Constant 4.58 0.31 14.63 0.00 3.96 5.19
Financial 0.22 0.05 4.42 0.00 0.12 0.31
Education

Outcome: Financial Well-Being

Constant 1.50 0.35 4.29 0.00 0.81 2.19
Financial 0.09 0.04 2.15 0.03 0.01 0.17
Education
Long-term 0.49 0.05 9.21 0.00 0.38 0.59
behavior
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Table 3. Indirect Effect(s) of Financial Education on Financial Well-Being through Long-Term Behavior

Indirect effect (s) of Xon Y

Effect Boot SE Boot LLCI Boot ULCI

Long-term behavior 0.11 0.03 0.06 0.16

Partially Standardized indirect effect (s) of Xon Y

Long-term behavior 0.11 0.03 0.06 0.16

Completely standardized indirect effect (s) of Xon Y

Long-term behavior 0.14 0.03 0.08 0.21

4.2 Discussion

The purpose of this study was to examine the relationships among financial education, long-term behavior, and
financial well-being of Indonesian millennials. This study responds to a call for research to investigate the
mechanism through which financial education affects Indonesian millennials’ financial well-being (Briiggen et
al,, 2017). As a result, this study found evidence that can support financial education has a direct effect on
financial well-being. Then, this study also demonstrated the impact of millennials' financial education on
financial well-being by testing a new mediating pathway that has not been explored in prior studies, namely
long-term behavior. Long-term behavior was part of financial behavior that divided by Henager and Cude
(2016). In the prior study, the researchers divided financial behavior into short-term and long-term behavior.
This study focuses on long-term behaviors that are more future-oriented, such as investment and retirement
plan behaviors (Henager & Cude, 2016). While having only a single mediator, the findings confirm the critical
linkages among millennials’ financial education, long-term behavior, and financial well-being. These results are
in accordance with the prior research that found positive effects on the financial education and long-term
behaviors relationship (Wagner & Walstad, 2019); and the relationship between long-term behavior and
financial well-being (Briiggen et al., 2017). In other words, this study found that long-term behavior is having a
strong mediating role in the relationship between financial education and financial well-being. Rather than a
direct relationship, it will better to include the mediation effect of long-term behavior in the financial education
and financial well-being relationship.

5. Conclusion

This study has developed theories about financial education, long-term behavior, and financial well-being. In
response to support the prior research, this study extends the significant influence of millennials’ long-term
behavior on financial education and financial well-being relationship. The study reveals the importance of
financial education to support the millennials' financial well-being. Then, this study also highlighting the
relationship between financial education and financial well-being will be maximized if it is going through the
improvement of millennials' long-term behaviors.

5.1 Theoretical Contribution

This study contributes to the financial education theory by examining its relationship with financial well-being.
This study found a significant result in the direct relationship between financial education and financial well-
being. It indicates that the financial education programs in the college and workplace can provide information
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that millennials can implement to increase their financial well-being. This finding was consistent with Lusardi
(2019) studies that also found a significant link between millennials' financial education and their financial
well-being.

Furthermore, this study also contributes to providing evidence that can support the mediating role of long-term
behavior in the relationship between financial education and financial well-being. The result shows financial
education has a strong relationship with long-term behaviors. Then, long-term behaviors and financial well-
being also show a significant result. These findings were in line with the theory from Briiggen et al., (2017) that
stated, financial education makes people have more understanding about the importance of the long-term
financial plan that will improve their financial well-being.

5.2 Managerial Implication

This study offers several important implications for practice. First, the financial education institution should
consider developing a new method that can attract millennials to participate in financial education programs.
From this study, the animation application can be implemented as a method to attract millennials. Within the
development of information media technology, millennials will be more attracted to learn from animations,
videos, movies, and games (Weng, 2018). By implementing this new method, the financial institution will
successfully improve their management and also contributes to increasing the rate of millennials generation
that participate in financial education programs.

Second, this study also relevant to banks and other investment companies. In those companies, usually, there
would be investment bankers and wealth managers position that have a job desk related to the financial
services and financial planning. To improve their performance, the bank or investment companies can send
investment bankers and wealth managers for getting the financial education programs to certify their advanced
level that can provide wealth management services to their clients.

Third, those financial services institutions also can create competition that leads millennials to improve their
long-term behaviors such as stock market competitions. Fourth, the financial services institution can
collaborate with financial education institutions to have CSR programs for the employees and other Indonesia
millennials generation. The CSR programs should focus on giving financial education programs that teach about
investment and retirement plans to the millennial generation. These CSR programs will improve the millennials’
long-term behavior and makes the institution have a more positive image or brand in society.

5.3 Strength, Limitation, Future Research

Similar to other studies, this study would have some strengths and limitations. This study has strengths since
it examines the mediating role of long-term behaviors in the relationship between financial education and
financial well-being. This study reveals the role of long-term behavior as the mediation will maximize the
relationship between financial education and long-term behaviors. Then, the Indonesian millennials
generation’s sample also becomes the strength since it is important to examine millennials that will lead the
Indonesian industry in the future. This study expects other researchers to examine Indonesia’s financial
education and long-term behaviors related to millennials’ financial well-being.

On the other hand, this study also has limitations that can be improved in future research. First, other factors
can impact long-term behaviors besides financial education, such as financial literacy, financial status, and risk-
taking attitude. Those variables are recommended to be added in future research since it predicted can affect
the millennial’s long-term behavior and financial well-being. Second, this study only focuses on examining the
millennials generation. Future researchers are advised to compare millennials generation with the older
generations, for example, Gen X. Third, this study did not examine the millennials’ major of study and their
financial support. Future research is recommended considering those two factors since the result will have
more comparisons. From the major of study, the researchers can examine why millennials outside business
majors can have an interest in the retirement plan and investment. Meanwhile, financial support will be used
to determine whether they have someone that they can rely on to support their long-term behaviors. Therefore,
asking about the major of study and financial support is recommended in future research.
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Fourth, this study uses an online questionnaire method that makes the researcher unable to verify respondents’
honesty. There are probabilities the respondents did not answer the questions based on their reality. Fifth, this
study uses a small sample from 241 millennials generation in Indonesia. There might be millennials that have
different perspectives and situations with this study respondent. From these issues, future research
recommended adding another method like field research with bigger sample size. Therefore, future researches
can support this study since it has more detail and accurate data.
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Abstract

Organizational goals are to achieve maximum success with high employee performance to contribute to the
agency and in line with the organization's vision and mission. This study aims to analyze the influence of
organizational culture, leadership, motivation, and work discipline on employee performance in the Bulang
District, Batam City Government. Partially and simultaneously this study uses quantitative research, and a
population of 69 respondents consisting of all employees, and at the same time as a sample in this study, using
the census sampling technique. Data collection was obtained using a questionnaire that has been conducted
and tested the validity and reliability of the data. The data analysis technique uses multiple linear regression,
and hypothesis testing is done by partial and simultaneous testing. Based on the results of data testing using
the SPSS program, it shows that organizational culture has a positive and significant effect on employee
performance, leadership has no positive and significant effect on employee performance, motivation has a
positive and significant effect on employee performance, and work discipline has a positive and significant
effect on employee performance. . Simultaneous hypothesis testing shows that the independent variables
consisting of organizational culture, leadership, motivation, and work discipline have a positive and significant
effect on employee performance.

Keywords: Employee Performance Organizational Culture, Leadership, Motivation, Work Discipline

1. Introduction

Performance measurement in an organization is an act of measuring the various activities that the organization
has carried out which can be used as feedback to provide information about the success of planning and to find
out whether improvements are needed for the future. Where this is done to achieve organizational goals for
both the short and long term. The goals and benefits of performance can be used as motivation for employees
to achieve the vision, mission, and goals that the organization has set in adhering to predetermined standards
of behavior in order to produce the results the organization wants. In the scope of work, organizational culture
is often associated with the achievement of goals and organizational performance. According to Subagiyono
(2015), defining organizational culture is a pattern of basic assumptions - created, discovered or developed by
certain groups when they adjust to external problems and internal integration that have worked quite well and
are considered valuable, and are therefore taught to new employees. as the correct way to realize, think, and
feel a connection with the problem.

According to Isyandi (2017), it is stated that organizational culture is a belief, habit, value, norm and way of
doing work for each organization that regulates organizational activity patterns and actions, and describes
implicit patterns, behaviors, and emotions that appear to be characteristics in the organization. Organizational
culture shows a unique configuration of norms, values, beliefs, and ways of behaving that characterize the way
groups and individuals work together to get things done.

Leadership in an organization is very important to mobilize all employees to achieve the expected
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organizational goals. Good leadership will be used as a guide for each employee in making decisions on their
respective assignments and responsibilities. According to Isyandi (2017), stating leadership is an ability that is
possessed by everyone who knows and wants to learn and practice. Leadership is the process of influencing or
giving examples from leaders to followers in an effort to achieve organizational goals. Leadership plays an
important role because it is the leader who will move and direct the organization in achieving its goals and at
the same time is a difficult task. It's not easy, because you have to understand every different behavior of your
subordinates.

According to Sutrisno (2019), leadership is the ability to influence other parties, through direct or indirect
communication with the intention of moving people to be understanding, aware, and happy to follow the will
of the leadership.

According to Sutrisno (2019), motivation is a factor that encourages a person to carry out a certain activity,
therefore motivation is often interpreted as a factor driving one's behavior. According to Hasibuan Supriyanto
(2018), work motivation is the provision of a driving force that creates a person's work enthusiasm so that they
are willing to work together, work effectively and are integrated with all their efforts to achieve satisfaction. An
important driving factor that causes humans to work is a need that must be met.

The success of an organization in achieving a goal is determined by the quality of professionalism determined
by the discipline of its employees, for government officials this discipline is an element of obedience, loyalty,
sincerity in carrying out duties and the ability to sacrifice in the sense of sacrificing personal and group interests
for the benefit of society and the State.

Identification of problems
Based on the explanation described on the background of the problem, it appears that there are employee
performance problems in the Bulang District environment including:
1. There are still unfavorable assumptions about other employees.
2. Lack of leadership attention to employees to motivate employees.
3. Employee motivation to work is still low
4. Lack of timeliness in completing work.
5. Employee performance is not optimal.
Formulation of the problem
Based on the background of the problems above, the problem formulation in this study is as follows:
1. Does Organizational Culture affect Employee Performance in Bulang District, Batam City Government?
2. Does Leadership Affect Employee Performance in Bulang District, Batam City Government?
3. Does Motivation affect Employee Performance in Bulang District, Batam City Government?
4. Does Work Discipline affect Employee Performance in Bulang District, Batam City Government?
5. Does Organizational Culture, Leadership, Motivation and Work Discipline affect Employee Performance

in Bulang District, Batam City Government?

2. Literature Review

Organization is defined as a social unit of a group of individuals (people), who interact with each other
according to a structured pattern in a certain way, so that each member of the organization has their respective
duties and functions, and as a unit has certain goals, and also has boundaries. clear boundaries, so that the
organization can be clearly separated from its environment.

Sutrisno (2019) defines organizational culture as a set of systems of values, beliefs, assumptions, or norms that
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have long been valid, agreed upon and followed by members of an organization as code of conduct and solving
organizational problems. Organizational culture is also called corporate culture, which is a set of values or
norms that have been in effect for a long time, shared by members of the organization (employees) as a norm
of behavior in solving organizational problems.

Sofyan et al., (2018) stated that leadership is a process where a person can become a leader through continuous
activities so that they can influence those they lead (followers) in order to achieve organizational goals. The
relationship between a leader and being led is a leadership process because the leader needs followers and
followers need the leader. Even though leaders and followers are related to each other, leaders should often
take the initiative to establish relationships, communicate and maintain relationships so that organizational
goals as formulated in the organization's vision, mission, plans and strategies can be achieved.

Sutrisno (2019) states that motivation is a factor that encourages a person to do a certain activity, motivation
is often interpreted as a factor driving one's behavior. Every activity carried out by someone must have a factor
that drives these activities. Therefore, the driving factor of a person to do a certain activity is generally the
person's needs and wants.

Disciplined work shows a condition or attitude of respect that exists in employees towards company rules and
regulations. Thus, if the rules or regulations that exist in the company are ignored, or are often violated, then
employees will have poor discipline. Conversely, if employees are subject to company regulations, it illustrates
a condition of good discipline. Sutrisno (2016), states that Discipline is the attitude of a person's willingness
and willingness to obey and obey the regulatory norms that apply around them.

Sidianti (2015) states that employee performance is often interpreted as the achievement of tasks, where
employees at work must be in accordance with the organization's work program to show the level of
organizational performance in achieving the vision, mission and goals of the organization. Sutrisno (2019),
states that work performance or performance is the result of work that has been achieved by someone from
their work behavior in carrying out work activities.

3. Research Methods

In this study using quantitative research methods is one type of research whose specifications are systematic,
well-planned and clearly structured from the start to the making of the research design. The type of data in this
study uses primary data types. According to Sugiyono (2015), defining primary data is a data source that
directly provides data to data collectors. Sugiyono (2015), states that data collection techniques can be done by
interview (interview), questionnaire (questionnaire), and a combination of the two. Interview (Interview), is
used as a data collection technique, if the researcher wants to conduct a preliminary study to find problems that
must be researched, and also if the researcher wants to find out more in-depth things from the respondents and
the number of respondents is small or small. Questionnaire (Questionnaire), a questionnaire is a data collection
technique which is done by giving a set of questions or written statements to respondents to answer.

According to Sugiyono (2016), states that the population is a generalization area consisting of objects or
subjects that have certain qualities and characteristics set by the researcher and then draw conclusions. The
population used in this study were all employees in the Bulang District, Batam City Government as many as
people.

According to Sugiyono (2016), states that the sample is part of the number owned by the population. Sample
measurement is a step to determine the size of the sample taken in carrying out research on an object. To
determine the size of the sample can be done statistically or based on research estimates. This sampling must
be carried out in such a way that a sample is obtained that can actually function or can describe the actual
situation of the population, in other terms it must be representative (representing).

This research variable is used to measure each of the independent and dependent variables. Sugiyono (2017),
states that the research variables are basically anything that is determined by the researcher to study so that
information is obtained about it, then conclusions are drawn. The variables of this study are divided into two,
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the independent variable and the dependent variable.

The instrument used in this study was a questionnaire (questionnaire). The questionnaire used is in the form
ofa closed questionnaire, which aims to obtain a general description of the independent variables of leadership,
motivation, work discipline and work environment and the dependent variable on employee performance.
Sugiyono (2015) explains that the research instrument is a measuring tool such as tests, questionnaires,
interview guidelines and observation guidelines that researchers use to collect data in a study. Measurement in
this research instrument using a measuring instrument, namely the Likert scale and elaborated questions based
on the indicators in this research variable.

The research instrument analysis technique was used to test the extent to which the research variable
indicators could be tested for their validity and reliability quantitatively. The data analysis technique in this
quantitative research uses statistical methods. This study uses inferential statistical data analysis. According to
Sugiyono (2015), inferential statistics are often called inductive statistics or probability statistics, which are
statistical techniques used to analyze sample data and the results are applied to the population. These statistics
are called probability statistics, because the conclusions that are applied to the population based on the sample
data are probability. Inferential statistics uses a type of parametric statistics which is to test population
parameters through statistics, or to test population size through sample data, meaning that these statistics are
data obtained from the sample.

Multiple regression analysis is used to predict how the state (ups and downs) of the dependent variable, if two
or more independent variables act as predictor factors or fluctuate in value. This analysis is used to see the
extent to which each independent variable affects the dependent variable.

Coefficient of determination (R?) is a tool to measure how far the model's ability to explain the variation in the
dependent variable. The coefficient of determination is between zero or one. Score (R?) Small means that the
ability of the independent variables to explain the variation in the dependent variable is very limited. Conversely,
if the value is close to one, it means that the variables provide almost all the information needed to predict the
dependent variables.

4. Results and Discussion

Based on the normality test and free of these classical assumptions, it can be said to be linear or normal, so that
multiple linear regression data analysis can be used in this study. The results of the calculation of the multiple
linear regression statistical test can be seen in Table 1 below.

Table. 1 Multiple Linear Regression Test Results

Model Unstandardized Standardized |t Sig.
Coefficients Coefficients
B Std. Error | Beta
1 (Constant) -6.241 7.506 -.831 409
Organizational 465 .057 .647 8.104 .000
Culture
Leadership -.270 .058 -400 -4.689 .000
Motivation 445 .085 417 5.208 .000
Work Diciplene 429 .093 .381 4.609 .000

a. Dependent Variable: Employee Performance

Based on the Coefficientsa output shows that the multiple linear regression equation model to estimate the
results of each variable influence organizational culture, leadership, motivation, and work discipline are: Y = -
6.241 + 0.465X1 +-.270X2 + 0.445X3 + 0.429.
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The X1 regression coefficient of 0.465 states that each increase of one score for the organizational culture
variable will increase employee performance by 0.465, conversely, if the organizational culture score decreases
by one score, the employee performance results are also predicted to decrease by 0.465 assuming other
variables remain.

The regression coefficient X2, if the leadership score is -.270 states that each value decreases by -.270, then the
assumption that employee performance will decrease by -270, assuming other variables remain.

The X3 regression coefficient of 0.445 states that each increase of one Motivation score will increase employee
performance by 0.445. Conversely, if the Motivation score decreases by one score, the employee performance
results are also predicted to decrease by 0.445 on the assumption that other variables are constant.

The X4 regression coefficient of 0.429 states that every one increase in work discipline score will increase
employee performance by 0.429. conversely, if the score of work discipline drops by one score, then the
employee performance results are also predicted to decrease by 0.429 on the assumption that other variables
are constant. This regression model is tested for correctness using partial test (t test) and simultaneous test (F
test).

Based on the research that has been done, the data obtained from the research resu