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This study aims to examine the effect of implementing social sustainability on company
performance. This study took a sample of 250 employee respondents at all levels from
160 companies in the motorcycle supply chain that were able to survive the pandemic.
Using management commitment variables and financial support as exogenous variables,
company performance as an endogenous variable, and social sustainability as mediator
variables. The data was processed using SEM-PLS with a degree of variability of 5%
to evaluate the direct and indirect relationship to company performance. The research
findings show that all variables, namely management commitment, financial support,
and social sustainability, are positively and significantly correlated with company
performance. Different results are shown when measuring its indirect effect on
company performance. Management commitment through the implementation of social
sustainability consistently shows a positive and significant correlation, while financial
support shows a positive correlation although it is not significant to the company’s
performance. This result is influenced by the direct relationship of financial support
to social sustainability, which, although positively correlated, is not significant. This
study also succeeded in identifying the implementation of social sustainability that
was meaningful for the manufacturing sector being studied. This finding is a strong
indication of a positive reciprocal relationship between the implementation of social
sustainability—employee loyalty—and company resilience. Hopefully, this kind
of research can be expanded with different variables, indicators, and conditions to
complement and enrich knowledge of sustainability.
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ABSTRAK

Kata kunci:

keberlanjutan sosial, SEM-PLS,
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Penelitian ini menguji secara empiris bagaimana budaya organisasi dan kepemimpinan
demokratis memengaruhi loyalitas karyawan pada Usaha Kecil dan Menengah (UKM)
studio musik. Metode yang digunakan yaitu metode kuantitatif dengan pendekatan
deskriptif kausal. Sampel penelitian diambil dari populasi karyawan pada UKM
studio musik di Bandung. Teknik analisis data yang digunakan analisis deskriptif dan
regresi berganda . Penelitian ini memiliki batasan pada sampel yang digunakan dan
pengumpulan data yang terbatas pada UKM. Hasil penelitian ini mengindikasikan
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bahwa budaya klan dan kepemimpinan demokratis secara positif dan signifikan
memengaruhi loyalitas karyawan secara parsial dan simultan. Hubungan antarbudaya
klan dan kepemimpinan demokratis terhadap loyalitas karyawan menunjukkan angka
hubungan 70 persen, sementara 30 persennya dipengaruhi oleh faktor lain.

https://doi.org/10.5614/sostek.itbj.2022.21.3.11

Introduction

The impact of COVID-19 pandemic that has hit the world has also had a serious economic impact on the
Indonesian business world. Businesses are required to continue to be able to provide products with many
variants but in small volumes (due to decreased demand). As a result, some of the weakest suppliers
experience problems managing production, cost management, employee, productivity, and delivery.
The same thing happened in the object of this research, a two-wheeled automotive supply chain that
experienced a 50% decrease in demand. There was an increase in supplier terminations from 1 supplier in
2019 to 5 suppliers in 2021 (increase of 500%). Doing so can harm their businesses as a whole, especially if
the supplier relies on special processes and materials that are not available from the replacement supplier.
Based on the supplier rating categories namely: (1) Financial Stability, (2) Management Commitment,
(3) Loyalty, (4) Quality, (5) Delivery and (6) Capability, it is concluded that the root cause of the supplier
termination problem is the lack of management commitment and financial support. Zorzini et al., (2015)
stated that measuring the correlation of management commitment and financial support together on work
situation, work comfort and employee social rights will have a positive impact on employee morale
and productivity. Strengthened by Alqudah et al., (2022) who stated that management’s expertise in
implementing Human Resource Management strategies that place employees as long-term investments
can make employees inbound with the company and have an obligation to pay back to the company in
the form of dedication and performance improvement. Govindan et al., (2021) state that the management
of social sustainability in upstream suppliers needs to be expanded, especially in developing countries.
According to Venkatesh Mani et al., (2018a) the implementation of social sustainability has a direct
positive effect on supply chain performance, supplier performance and operational performance. Added
to this is research Yuan & Woodman, (2010) proves that the adoption of social sustainability in the supply
chain contributes to increasing competitive advantage throughout the supply chain and also increases
market share by improving the work environment, employee comfort, and company performances.

Most researchers evaluate the company’s performance based on the factors of efficiency, profitability,
and financial ratios (Tan & Wang, 2010). Social sustainability has not gained as much attention as
environmental and economic sustainability (Yawar & Seuring, 2017). The same condition also occurs in
implementation, where most managers give both more priority than social sustainability (Kusi-Sarpong
et al., 2019). This is because most managers frame social sustainability as a one-dimensional disruption
involving regulations, additional costs, and obligations (Shen et al., 2015). Whereas, according to
Marshall et al. (2015), the success of social sustainability is as important as environmental and economic
sustainability, and most advanced companies consider these three aspects. Govindan et al., (2021) suggest
further research to better understand problems that arise in emerging economies and multi-tiered supply
chains. Understanding them would help business practitioners design a socially sustainable supply chain
(Abbasi, 2017).

Overtheyears, social sustainability and a sustainable circular supply chain have attracted the attention
of researchers and practitioners (Savitz, 2014). Environmental, social, and economic dimensions are three
important pillars of supply chain sustainability (Govindan et al., 2020). The successful integration of
economic, environmental, and social sustainability goals has been at the forefront of leading supply chain
and operations management (Fahimnia et al., 2015). Adoption of social sustainability in the supply chain
contributes to increasing competitive advantage throughout the supply chain (Yuan & Woodman, 2010).
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Improve operational performance (Venkatesh Mani et al., 2020). The labor category is the main focus in
implementing social sustainability (Bubicz et al., 2019). Therefore, it is so fundamental for companies to
measure how the three pillars of sustainability impact company performance (Margolis et al., 2012). In
contrast to other dimensions, researchers state that social sustainability contains some subjective factors.
There is no consensus on which criteria and perspectives can be adopted to define social sustainability
(Landorf, 2011). Many researchers use different indicators according to their research objectives,
including those put forward by the Global Reporting Initiative and the United Nations Commission on
Sustainable Development. Unlike in the world, where research on social sustainability is numerous,
reaching thousands per year, research like this is very rare in Indonesia. Researchers in Indonesia are still
focusing on economic sustainability (efficiency, cost reduction, capacity expansion, optimalization, and
etc.), and environmental sustainability.

To obtain a pattern for successful implementing social sustainability, this research aims at
companies that have managed to survive during the pandemic. The question that arises is: what indicators
are appropriate in this study and how to determine the effect of management commitment and financial
support on company performance, either directly or through social sustainability mediation? Therefore,
this research is important to examine the effect of implementing social sustainability on company resilience
during the pandemic, and to get patterns and strategies for human resource m management to employees
in Indonesia, especially on the manufacturing side. This study uses a variance-based Structural Equation
Modelling technique (SEM-Partial Least Square) which has the advantage of being able to model many
variables (complex models) in accordance with this study to test and estimate the causal relationship
between constructs from a predictive model.

Method

This quantitative research 1s confirmatory to test the hypothesis of the relationship between the research
variables described in the model below:

Management H1: Hussain et al,2018

Commitment
H3: Sroufe and Remani,2019
H5: Mani, 2018
Social Sustainability

H4: Govindan et al,2021

Company
Performance

2: Govindan et al, 2020

Financial support

Figure 1 Hypothetical Model

Where the associative hypothesis that is built are:

H1: Management commitment has a positive effect on Company Performance (Hussain et al., 2018).

H2: Financial Support has a positive effect on Company Performance (Govindan et al., 2020).

H3: Management commitment has a positive effect on Company Performance through Social Sustainability
implementation (Sroufe & Gopalakrishna-Remani, 2019).

H4: Financial Support has a positive effect on Company Performance through Social Sustainability
implementation (Govindan et al., 2021).

H5: Social Sustainability has a positive effect on Company Performance (Venkatesh Mani et al., 2018a).
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Data were collected through a questionnaire containing structured questions using a Likert scale
with an unstratified random sampling method using a variability level of 5% on 250 respondents from 160
suppliers from one motorcycle supply chain that can withstand the impact of pandemic. Data collection
starts in December 2021 until June 2022. Considering the very limited literature of similar research in
Indonesia, the authors adopt indicators of social sustainability based on researchers in foreign journals
as follows:

Table I Research Indicator

No. Variables Code Indicators Reference

K1 Clear vision (Walker & Jones, 2012)

Management K2 Social Sustainability practice (Govindan et al., 2020)

Commitment K3 Employee development (Govindan et al., 2021)
K4 Performance improvement (Kumar & Rahman, 2017)
F1 Working environment (Lion et al., 2016)
F2 Cost reduction pressure (Shen et al., 2015)

2 Financial Support F3 Appropriate salary (Shen et al., 2015)

F4 External capital (Chi, 2011)

F5 Stable profit (Shen et al., 2015)

Sl Employee participation (Staniskiené & Stankevicitté, 2018)
S2 Employee cooperation (Staniskiené & Stankevicitte, 2018)
S3 Equal opportunities (Staniskiené & Stankevicitite, 2018)
3 Social Sustainability S4 Employee development (Staniskien¢ & Stankevicitite, 2018)
S5 Health (Staniskiené & Stankevicitte, 2018)
S6 Safety (Staniskiené & Stankevicitte, 2018)
S7 External partnership (Staniskien¢ & Stankevicitite, 2018)
P1 Cost management (Bowersox et al,2013)
P2 Financial goal (Bowersox et al,2013)
P3 Customer satisfaction (Bowersox et al,2013)
4  Company Performance P4 Product quality (Bowersox et al,2013)
P5 Delivery time (Bowersox et al,2013)
P6 Productivity (Bowersox et al,2013)
P7 Operational performance (Bowersox et al,2013)

Source: Author own elaboration

Before the questionnaire was distributed, a questionnaire testing procedure involving 50
respondents was carried out to measure the validity (face validity and content validity) and reliability
of the questionnaire questions. Then, using the SEM-PLS tools, hypothesis testing is carried out in this
study. The research framework is described as below:

350



The Testing Effect of Social Sustainability... | Bowie, Sumarsono, Sawarni, Herry

Phenomenon:
Supplier termination increase

Problem:

Root Cause:
ack of Management commitment

And financial support
H H Previous Research

I Research Model I

Literature Hypothesis

:

.

I Research Construction

f

I Hypothesis test I

I Conclusion I

Figure 2 Research Framework

In this study the practice of social sustainability is translated into 20 activities as follows:

Table II Social Sustainability Indicators

No. Indicator Reference
1 Employee nutrition (V. Mani et al., 2016)
2 Appropriate and timely payrolls (Shen et al., 2015)
3 Support for social activity (Hutchins & Sutherland, 2008)
4 Public and health facility (Staniskiené & Stankeviciuté, 2018)
5 Comfortable working atmospheres (Lion et al., 2016)
6 Employee training and development (Staniskiené & Stankevicitte, 2018)
7 Potential employee development (Staniskiené & Stankeviciate, 2018)
8 No racist and discrimination (Eizenberg & Jabareen, 2017)
9 Internal promotion priority (Staniskiené & Stankevicitte, 2018)
10 Regular training for employee (Staniskiené & Stankevicitte, 2018)
11 Openness to employee input (Zorzini et al., 2015)
12 No child labor (Venkatesh Mani et al., 2018a)
13 Employee reward (V. Mani et al., 2016)
14 Safety protection & regulation (Awan et al., 2019)
15 Safety protection & regulation (Staniskiené & Stankevicitte, 2018)
16 Hiring employee from neighborhood (Venkatesh Mani et al., 2018a)
17 General health insurance (Yawar & Seuring, 2017)
18 General Pension insurance (Venkatesh Mani et al., 2018b)
19 Personal protective equipment (V. Mani et al., 2016)
20 Recruit according to skills and abilities (Eizenberg & Jabareen, 2017)

Source: Author own elaboration
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The model of relationship between the research variables in the SEM-PLS is described below:
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Figure 3 Research Model
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The outer loading value of all the indicators that make up the research model above has a
correlation > 0.7, which means it is acceptable and valid to measure the variables studied (Hartono et al.,
2020). Referring to the respondent’s assessments in this study, the social sustainability activities that are
considered meaningful are as follows:

Table III Meaningful Social Sustainability Activities

No. Code Activity
1 S3 Social activities budget support
2 S5 Comfortable working atmospheres
3 S8 No Racist and Discrimination
4 S9 Internal promotion
5 S11 Open to employee input
6 S12 Do not employ underage employee
7 S13 Outstanding employee awards
8 S14 Pay attention to work safety
9 S15 Facilitate employee improvement
10 S16 Hiring employee from the neighborhood
Source: Author own elaboration
Outer Model Test

Convergent and discriminant validity in this study are as follows:
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Table IV Outer Model Test Result

RELIABILITY FORNELL-LARCKER
Cronbach’s Composite Variables Financial Management Company Social
Alpha Reliability Validity Support Commitment Performance Sustainability
0.868 0.900 0.601 Financial 0.775
0.954 0.959 0.643 Commitment 0.518 0.802
0.904 0.926 0.677 Performance 0.429 0.511 0.823
0.925 0.937 0.597 Sustainability 0.372 0.639 0.520 0.773

Source: Data processed,2022

Convergent validity is measuring the validity of the indicator as a measure of the variable. The
value is reflected in the outer loading of each indicator. In this study, all variables have a value of AVE
> (0.5, which indicates good convergent validity (Hartono et al., 2020). This means that all variables
are valid, and it can explain the diversity of the indicators, whereas Discriminant validity relates to the
principle that different construct metrics should not be highly correlated. Fornell-Larcker’s value on
discriminant validity, which is greater for the variable itself compared to other variables, illustrates that
the latent construct predicts the size of their block better than other blocks. As a conclusion, the validity of
this study has met the requirements for a powerful measuring tool to measure what should be measured.

Reliability is defined as an index that shows the extent to which a measuring instrument can be
trusted and relied on. Reliability in this study is reflected by Cronbach’s Alpha and Composite Reliability.
All variables show numbers > 0.7, which means that all variables in this study are reliable (Hartono,2020).

As a conclusion, the indicators used in this study are valid and reliable, which means they can
explain and represent the measured variables and have good accuracy, precision, and consistency in
measuring the measured variables.

Inner Model Test

The structural model in PLS is evaluated using R* for the dependent construct and the path coefficient
values and T-values for the significance test between constructs in the structural model (Ghozali, 2021).
The value of R? obtained in this study is as follows:

Table V Research R? Value

VARIABLE R? Adjusted R?
Company Performance 0.356 0.348
Social Sustainability 0.410 0.405

Source: Data Processed, 2022

This R2 value gives an idea of how strong the exogenous construct is in explaining the endogenous
construct. Adjusted R2 is the value of R2 that has been corrected based on the standard error value. This
value is stronger in providing an overview when assessing exogenous constructs than in explaining
endogenous constructs (Hartono et al, 2020).

On the variable of “Company Performance,” the value of the adjusted R2 is 0.348, which explains
that the exogenous constructs together affect the company’s performance by 34. 8% while the remaining
65.2% is influenced by other factors that are not included in this study. Likewise, the social ~ sustainability
variable is affected by 40.5%, while remaining 59.5% is influenced by other factors that are not included
in this study.

353



Jurnal Sosioteknologi | Volume 21, No. 3, November 2022

It is illustrated that there are many other endogenous constructs that are not included in this study,
and this can be an opportunity and challenge for future research (Landorf, 2011). As an example, there are
many other variables that affect performance. This is because the indicators in the questionnaire explain
the meaning of the company’s performance variables within the framework of implementing social
sustainability, not specifically indicators of company’s performance from a business perspective. Taking
reference from Nguyen et al. (2021), which examined 400 companies from 12 different industries, it was
stated that the company’s performance showed a correlation between the outputs and resources (inputs)
used in the company’s business processes, where the variable that was commonly represented was the
Return value On Assets (ROA), Return On Equity (ROE) and Return On Investment (ROI). In addition to
financial variables as stated before, there are 3 other variables according to Hubbard (2009) , namely the
internal processes variable (consisting of: productivity, labor turn over, average unit production, working
capital/sales, capacity utilization), learning and development variables (consisting of : new product
developed, new market entered, R&D spend/sales, training spend/sales, investment/total assets), and the
last variable customer/market (consisting of: market share, number of new customer, product return rate,
defect, and order cycle time).

Referring to Landorf’s, (2011) research on social sustainability, it is indeed challenging research
because it is different from other dimensions. The researcher states that social sustainability contains
many subjective factors, and it has many social indicators, and there is no consensus on which criteria
can be adopted to define it. For example, Huq & Stevenson (2020) identified health, safety (worker’s
health, working and environmental conditions, occupational disease, fatalities, and readiness in urgent
conditions), worker’s quality of life (work stress, overtime, duration of working hours, low wages and
job satisfaction), worker’s rights (forced labor, including forced additional working time, freedom of
association, humane treatment, paid leave, and maternity) as social indicators that must be considered.

Observation Research Value and Model Fit
Table VI Predictive Relevance Value

. ) Model Model
Variables S50 SSE Q Saturated Estimated
Company Performance 1500.000 1151.093 0.233
Social Sustainability 2500.000 1923.677 0.231
NFI 0.791 0.791

Source: Data Processed ,2022

The predictive relevance value (Q2) of the 2 (two) endogenous variables is > 0 indicating this study
has a good observation value (Ghozali, 2021) while for the FIT model the value of the Normed Fit Index
1s 0.791 which according to (Jonathan, 2010) means that the hypothesized model can explain 79.1% of
the actual model (79.1% FIT model).

Hypothesis Testing
Table VII Path Coefficient and T statistic
Correlation Original sample Average sample Deviation Standard T Statistic P Values
F>P 0.207 0.206 0.072 2.874* 0.004*
F->S 0.056 0.061 0.060 0.938 0.349
C>P 0.204 0.205 0.102 2.006* 0.045%*
C->S 0.610 0.606 0.065 9.442% 0.000%*
S>P 0.313 0.313 0.095 3.302% 0.001*
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F>S->P 0.018 0.020 0.022 0.793 0.428
C>S->P 0.191 0.188 0.056 3.427% 0.001*
F = Financial Support P = Company Performance S = Social Sustainability C = Management Commitment

*=gignificant at 0.05 level
Source: Data processed, 2022

Based on table 3.5 above then the hypotheses built in this research can be concluded as follows:

1.  Management commitment has a positive effect on company performance (Path Coefficient 0.204 >
0) and significant (T Statistic 2.006 > 1.96 and P Values 0.045 < 0.05). Conclusion: H1 is accepted.
This is in accordance with Hussain et al., (2018) research.

2. Financial Support has a positive effect on company performance (Path Coefficient 0.207 > 0) and
significant (T Statistic 2.874 > 1.96 and P Values 0.004 < 0.05). Conclusion: H2 is accepted. This
is in accordance with Govindan et al., (2020) research.

3. Management commitmenthas a positive effect on company performance through social sustainability
implementation (Path Coefficient 0.191 > 0) and significant (T Statistic 3.427 > 1.96 and P Values
0.001 < 0.05). Conclusion: H3 is accepted. This is in accordance with Sroufe & Gopalakrishna-
Remani, (2019) research. This also shows that the mediating effect of social sustainability is partial
mediation.

4.  Financial support has a positive effect on company performance through social sustainability
implementation (Path Coefficient 0.018 > 0), but it is not significant (T Statistic 0.793 < 1.96 and P
Values 0.428 > 0.05). Conclusion: H4 is rejected. This is not according to Govindan et al., (2021),
but according to research by Venkatesh Mani et al. (2020), and Sroufe & Gopalakrishna-Remani
(2019). This also shows that the mediating effect of social sustainability, which changes the direct
positive and significant effect of financial support to be insignificant is full mediation.

5. Social Sustainability has a positive effect on company performance (Path Coefficient 0.313 > 0)
and significant (T Statistic 3.302 > 1.96 and P Values 0.001 < 0.05). Conclusion: H5 is accepted.
This is in accordance with Venkatesh Mani et al. (2018a).

On H4, financial support is positively correlated, but if seen, the correlation is weak (the path
coefficient value of an indirect relationship specific is 0.018 > 0), so the correlation is not significant.
The direct correlation between financial support is 0.207; it drops to 0.018 if it is mediated by social
sustainability. This can be explained because of a direct relationship between financial support and social
sustainability, which is also low (path coefficient 0.056) and not significant (T statistic 0.968 <1.96 and P
values 0.334 > 0.05). From this data, it can be concluded that the mediating effect of social sustainability
weakens the correlation off financial support with Company Performance.

Conclusion

Based on the results of the research conducted, the following conclusions can be drawn: First, there are 10
(ten) significant social sustainability activities identified that were carried out by companies that survived
the pandemic. Second, this research has obtained results and proves correlation between variables studied.
Implementation of social sustainability is one of the variables that supports the company’s resilience to
the economic impact of the COVID-19 pandemic, as well as paving the way for further research on social
sustainability in Indonesia, which has not been done much.

We acknowledge the limitations of this study, which uses only a small number of social variables
that affect company performance, and it is carried out in certain sectors and under certain conditions.
Research on Social Sustainability is a challenging research where in Indonesia not many researchers
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have done it. Hopefully research like this can be expanded with different variables, indicators, and
conditions to complement, enrich knowledge, and have a positive effect on research on the three pillars
of sustainability (economic, environmental, and social).
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