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ABSTRACT

This study seeks to contribute to the field of environmental management and
management control literature as the study resolves the existing conflicts in the
literature regarding environmental management practice and at the same time
develops a theoretical foundation for the management control system in the

framework of the environmental management perspective. This study also introduces
the moderating and mediating framework to enhance the understanding of the
contingent factor related to the practice-control relationship in the environmental
management perspective. Previous studies such as Henr1 and Journeault (2006) and
Baba (2004) examined environmental management practices within manufacturing
firms, thus i1gnoring the significant impact of the service-based sector on
environmental problems. Building from Simons’s (1995) four levers of management
control system, this study examines empirically the influence of environmental
management control systems on environmental performance in the hotel sector. This
study used questionnaires and phone interview surveys to collect the data. Linear
regression analysis and hierarchical (moderated) multiple regression analysis are used
to analyse the data. Environmental management practice and four elements of
management control systems, i.e. interactive control systems, budgeting control
systems, environmental information systems and cultural control systems, are
considered to have a significant influenced on environmental performance. Size,
structure and chain are also included in the model as control variables. The results
indicate that management control systems are not necessarily applicable 1n assisting
hotel management to enhance their environmental performance. The budgeting
control system was the only management control element which directly influences
environmental performance. Environmental management practice is found not to
have a direct significant effect on environmental performance. However, the results
reveal that the budgeting control system and interactive control system mediate the
relationship between environmental management practice and environmental
performance, while the environmental information system and cultural control system
moderate the relationship. The results of the study are expected to have implications
on the awareness in the hotel sector of how important it is for hotels to practise

environmental activities beyond-compliance and integrate them with management

control systems to improve their environmental performance.
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Chapter 1 Introduction

Introduction

1.1 Study Overview

Over the past decade, firms world-wide have come under Increasing pressure to
conduct their business in a more open and responsible manner. This pressure forces
firms to move to a new strategy which can be defined as sustainable development'.
The ACCA (Association of Chartered Certified Accountants) (2003) mentioned that
within the framework of sustainable development, firms can continue making a profit

while concentrating on safeguarding the environment according to rules and

regulations.

According to Schaltegger et al. (2003), many countries, for over 30 years, have
debated the issues of managing environmental problems in their eco-system agenda.
Schaltegger et al. (2003) mentioned that firms are forced by their stakeholders to be
more alert to monttoring environmental impact and they must ensure that their
activities do not harm or negatively impact on the environment. The debate on the

1ssues of monitoring the environmental impact in business, however, 1s still

continuing and 1s still unresolved (Baba, 2004).

The 1dea 1s that keeping all the firms’ activities on track towards achieving their
environmental and economic objectives would help bring firms to monitor the
environmental impact through their activities. Thus, in order to control and monitor

the environmental impacts on the real world, the function of management control

' The concept of sustainable development is been discussed in depth in subsection 3.2.4. This concept
generally focuses on the three core areas; economy, social and environment. The concept was
introduced in the report 'Our Common Future’ by the World Commission on Environment and
Development (i.e. The Brundtland Commision Report, WCED) in 1987.
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systems within the environmental framework must be one of the management

priorities they should be concerned about.

However, generally, research of how management control systems 1nfluence
environmental management practice in order to enhance the environmental
performance is still sparse. Furthermore, Simons (1990) argues that the extent better
management practice leads to better performance is still being studied and needs more
extensive research to understand the situation. With regards to the discrimination of
the management control system’s role in the relationship between practice and

performance in environmental management, no work has been identified to confirm

the study of such relationships.

For these reasons, this study moves one step forward to study the role played by
management control systems in the relationship between environmental management
practice and environmental performance. Since this study i1s an exploratory study,
there 1s no intention to develop such measurement on environmental performance.
The environmental performance 1s measured by adapted a subjective measurement as
developed by Carmona-Moreno et al (2004) and this measurement will be discussed

in Chapter Five.

1.2 Problem Statements

According to Hobson and Essex (2001), even though firms adopt proactive action to
prevent environmental impacts through formal standards such as ISO 14001, firms’

environmental performance 1s still not as satisfactory as expected. Delmas (2002)
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mentioned that even though ISO 14001’s motive is to improve environmental

performance within firms, success in improving is not guaranteed.

Baba (2004) mentioned that, businesses may realise the impact of not monitoring
environmental problems very well and consequently may adopt and take proactive
action to prevent environmental problems from occurring, such as conducting
environmental training and putting pollution prevention into planning. However,
Baba (2004) reports that not many firms in Malaysia are entitled to receive an award
such as the Hibiscus award” and that only a few firms are certified with the formal
ISO 14001 standard. Yet, Malaysia is still facing pollution problems, such as forest
fires, road congestion and water pollution (The Malaysian Business Times, 2007, 17

May), although many efforts had been made to increase awareness among firms.

According to Hassan et al. (2006), the most challenging task in Malaysia 1s to
convince small and medium scale enterprises to shift from an old to a new
environmental management perspective3 . Environmental management practice
remains separated and isolated from the traditional core business strategy and
management system (Baba, 2004). According to Ahmed et al. (2003), the traditional
perspective shows that environmental concerns affected firm’s overall performance

because firms need to put in extra investment by using more than the usual amounts

of resources to achieve better environmental performance. For example, requirements

2 The Hibiscus award is an award introduced by the Malaysian Prime Minister to reward firms that
have good environmental management practice. This award 1s given in detail in footnote #3,

subsection 2.2.

3 0ld environmental management practice refers to the end-of-pipe approach and new environmental
management refers to the practice based on voluntary initiatives (beyond-compliance activities).
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may include an extra amount of investment to install a new technology in order to

prevent environmental pollution.

Furthermore, it is also difficult to evaluate environmental performance from
environmental reporting because there is no specific report for environmental matters
in Malaysia. Even though most of the firms in Malaysia nowadays are aware of the
importance of some form of health, safety and environmental reporting (ACCA,

2005), Deegan and Gordon (1996), Jaggi and Zhao (1996) and Fekrat et al. (1996)

stated that environmental information in voluntary reporting is not sufficient to
represent the actual events or problems. According to Deegan and Rankin (1996),
reporting 1s only based on positive and subjective events. This situation makes it
difficult for stakeholders to evaluate the environmental performance of firms. This
voluntary basis was also one of the factors which hindered firms from taking note of

the importance of environmental reporting to the stakeholder (Jaafar, 2001). Thus,
without proper environmental information, environmental performance is likely not to
be improved. This situation might also be due to a lack of an absolute requirement for

environmental performance in ISO 14001 (Delmas, 2002).

On the other hand, the impact of environmental management practices on
environmental performance is not conclusive. As of now, there are conflicting results
from one study to another. For examples, Carmona-Moreno et al. (2004), Klassen and
McLaughlin (1996) and Russo and Fouts (1997) found a positive relationship between
environmental strategy and performance while other studies such as Cordeiro and
Sarkis (1997) detected a negative or an insignificant relationship. Benito and Benito

(2005) suggested that the contlicting findings were explained by the different methods
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of measurement used in the different literatures. Theretore, apart from focusing on
the different types of measurement, this study suggests that 1t is fruitful to put more
emphasis on examining whether the contradictory findings of the previous studies
regarding the relationship between environmental management practice and
environmental performance is influenced by the role of the management control
system in implementing the practice. While the relationship between management
practice, management control systems and performance, in general, has already been
researched and documented, such as Anthony and Govindarajan (2001), Langfield-
Smith (1997) and Simons (1995, 1990), there is considerably less empirical evidence
on the role played by management control system on performance. For example,
Simons (1995) did not clarify explicitly the role played by management control

system on performance.

However, looking at the environmental management and management control
literature, it seems that research into whether management control systems are useful
within the environmental management framework has, until now, been very limited.
According to Nilsson and Rapp (1999), not many firms integrate environmental
management activities with management control systems. Schaltegger et al. (2003)
suggested that environmental management should be integrated into core business
processes, tools, decision making and accountability. As Merchant (1985) suggests
that failure to integrate environmental management activities into other activities such
as the management control system will lead to ineffectiveness in environmental
performance. Even though recent studies, such as Henri and Journeault (2006)
examine the influence of management control systems on environmental performance,

they do not clearly identify the role played by the management control system.



Chapter 1 Introduction

Up to now, there has been no study carried out to 1dentify the role of the management
control system within the relationship between practice and performance from the
environmental management perspective. Therefore, this study has been done in order
to examine whether environmental management practices have a significant
relationship to environmental performance acting through management control
systems or the role of management control systems in environmental concern which
atfects environmental performance. Since this study is not to examine the extent the

environmental performance will improve, there is no intention to develop any

measurement for the environmental performance.

Previous studies such as Henri and Journeault (2006) have examined environmental
management control practices within manufacturing firms, thus ignoring the
significant impact of the service-based sector on environmental problems. As most of
the empirical studies in Malaysia on environmental management practices, such as
Baba (2004), Romlah et al. (2002), Jaafar (2001) and Foo and Tan (1988) focused on
firms listed in the Bursa Malaysia (that is manufacturing or construction industries),
this study extends the practice to the service-based industry, i.e. the hotel sector. By
focusing on service firms operating in developing countries, such as Malaysia, this
study helps to advance an understanding of environmental management practice

beyond its normal focus on the manufacturing and industrial sectors.

Building from the Simons’ (1995) four levers of control framework, namely beliet

system, diagnostic system, boundary system and interactive system”, this study is

4 Qimons’ lever of control framework 1s discussed in detail in Chapter Three.
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exploratory in that it examines the influence of environmental management control

systems on the relationship between environmental management practice and

environmental performance and currently, to the author’s knowledge, there is no

documented or published empirical research to date that has examined these

relationships 1n the hotel sector.

Based on all the issues mentioned above, some of the research questions are given

below:

What 1s the role played by management control systems on environmental
management practices in order to improve environmental performance? Does
the management control system moderate the relationship between
environmental management practice and environmental performance? Do the
environmental management activities enhance or reduce the explanatory power

of environmental performance acting through the management control system?

Are the contradictory findings of the relationship between environmental
management practice or strategy and performance because of a lack of a
management control system or as a result of other factors? Can the relationship

between practice and performance in manufacturing firms be applied to the hotel

sector? Does the size of the hotel, structure and chain affiliation affect the

practice of environmental management and management control system in the

hotels?
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3. What is the current environmental management practice in the hotel sector in
Malaysia? Are the hotels in Malaysia aware and conscious about the

importance of managing and monitoring environmental impacts?

1.3 Objectives of the Study

In general, this study aims to examine the influence of management control systems
on the relationship between environmental management practice and environmental
performance. This study seeks to identify whether the management control system
and each of its elements moderate or mediate” the relationship between environmental
management practice and environmental performance. The moderating eftect
happens when the level of a third variable influences or affects the degree of the
relationship between two variables, while the mediating effect occurs when the
relationship between two variables is influenced through the acting of third varables.
Four elements of management control systems; i.e. interactive control system,
budgeting control system, environmental information system and cultural control
system, are examined to determine whether they have a significant influence on

environmental performance in the hotel sector.

Specifically, the research objectives are:

a) To examine the relationship between each of management control system

elements and environmental performance.

b) To examine the relationship between environmental management practice and

each of management control system elements.

s
5 Moderate and mediate relationship is discussed in detail in Chapter Six.
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¢) To examine the relationship between environmental management practice and

environmental performance.

d) To investigate current environmental management practice in the hotel sector in

Malaysia.

1.4  Motivation and Significance of the Study
There are several factors that serve as motivation to conduct the current study and

some theoretical and practical contributions that may be offered by the current study.

First, previous literature on the environmental management perspective, such as
Delmas and Toffel (2005) and Henriques and Sadorsky (1999) only focused on the
determinant factor of environmental practice and environmental performance by using
stakeholder theory to explain the situation. While Baba (2004) examined the
relationship between environmental management practice and environmental
performance to see the extent that small-medium firms are responsive to
environmental problems. Those studies were not looking at the internal perspective
such as whether or not the internal control system influences the relationship.
Furthermore, the subject of the study has been little explored and up to now, there 1s

no established framework of management control systems in the environmental

management literature.

Therefore, one of the distinctive contributions of the study is to the field of
environmental management and the management control system. The aim of the
study is to resolve the existing conflicts in the literature regarding environmental

management practice and at the same time, to develop theoretical foundations to place
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the management control system in the framework of the environmental management

perspective. In addition, the use of the hotel sector as a unit of analysis will also add

knowledge to the hospitality literature.

Second, previous studies such as Henri and Journeault (2006) and Simons (1990,
1995) did not differentiate the role of the management control system on practice and
performance. Therefore this study contributes to the theoretical perspective by
establishing the conceptual framework by showing the link between environmental

management practice, management control systems and environmental performance.
The moderating and mediating framework also contributes to the enhancement of

understanding the contingent factors related to the practice-control relationship 1n the

environmental management perspective.

Third, the study also contributes to the methodology perspective. This study employs
a survey questionnaire to collect data and follows with an in-depth phone interview
survey to clarify the issues raised by the questionnaire survey results. This method
according to Creswell and Clark (2007) is known as a sequential explanatory mixed
method. By using this method, the qualitative data and their analysis refine and

explain those statistical results by exploring participants’ views in more depth

(Creswell and Clark, 2007; Creswell, 2003).

Fourth, this study may contribute to the practicality perspective. The study ofters
ways for the public and private sectors to implement an environmental management

control system in their business. Furthermore, the study can also show firms 1n
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general and the hotel sector, in particular, the importance of practising environmental

activities beyond-compliance to improve their environmental performance.

1.5 Summary of the Findings

The findings of this study can be summarised as below:

1) The management control systems which were implemented in the hotel sector
were not necessarily applicable to assist hotel management in enhancing their
environmental performance. The hotel sectors should use the appropriate
management control system in order to improve environmental pertormance.
From the selected elements of the management control system, only the
budgeting system appeared to be likely to influence environmental pertormance.
The budgeting system and the interactive control system appear to mediate the
relationship between environmental management practice and environmental

performance. Whilst the environmental information system and cultural control

system moderate the relationship.

2) Environmental management practice appears to influence the management
control systems. This finding suggests that the implemented management

control system is actually contingent on the practice and an appropriate

management control system is likely to affect environmental performance.
Besides that, environmental management practice also appears to intluence
environmental performance but it depends on other factors such as size and
structure. In addition, since the hotel sector is a service-based industry, chain

affiliation appears to have an influence on environmental management practice.

11
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3) The elements of the management control system are more likely to be inter-
related. For example, the study found that the interactive control system did not
influence the environmental performance because of the resistance of people in
the hotels to adopting a new culture which might cause knowledge and skill not
being well spread. This could lead to ignorance for top management and
employees and stop them participating actively in environmental practice.
However, when considering interactive control system as a mediating variable to
the relationship between environmental management practice and environmental
performance, it appears to have a significant impact on enhancing environmental

performance.

4)  The environmental management practices in the hotel sector in Malaysia are still
at an early stage and most of the activities related to environmental problems are
only concerned with the activities which are considered as bottom line activities.

Large hotels are more likely to be involved in waste audit, total cost accounting

and pollution prevention activities

The research findings are further discussed in Chapter Six and Chapter Seven

12
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1.6 Organisation of the Study

The organization of the study follows a standard thesis format and the content of the
document is organised into seven chapters. Chapter 2 reviews the current status of
environmental problems in Malaysian industry. The rules and regulations and the
authorities responsible in relation to environmental management practice 1n Malaysia
are also highlighted. Chapter 3 reviews the literature on the issues of environmental
management and management control systems. The concept underlying the
environmental management and management control system are also discussed. Also,

this chapter highlights the variables that are subjected to testing.

Chapter 4 outlines the conceptual framework and hypotheses development. Based on
the literature review in Chapter 3, this chapter discusses the theoretical model and
constructs. Chapter 5 focuses on the research methodology. As this study utilises a
sequential explanatory mixed method, using a questionnaire and followed by the
interview approach, questionnaire development and the administration of data
collection are given emphasis. Issues relating to sampling procedures and
controllability of variables are discussed. This chapter also explains how the research

variables are operationalised and incorporated into a questionnaire.

Chapter 6 is dedicated to testing hypotheses and to presenting the analysis of the data.
It focuses on presenting and discussing a range of descriptive statistics, correlation
and multiple regression analyses that were generated as the basis for understanding
the characteristics of environmental management practices in the hotel sector in

Malaysia. This chapter also further explores the relationship between environmental

13
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management practices, management control systems and environmental performance.
The findings from the interview survey related to the issues raised by the

questionnaire survey results are also mentioned in this chapter.

Chapter 7 offers an in-depth discussion and summarises the study’s findings in
relation to the relevant previous literature. Finally, Chapter 8 outlines implications for
both research and practices, and qualifies the results within the frame of theoretical
and statistical limitations. The study concludes with the assumptions and the
limitations of the study, suggestions for future avenues of research and final thoughts
regarding this and similar studies within the domain of environmental management

and management control systems.
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Chapter 2 The Current Status of Environmental Issues in Malavsia

The Current Status of Environmental Issues in Malaysia

2.1 Introduction

Environmental issues in Malaysia have been discussed since 30 years ago (JICA,
2002) when Malaysia first incorporated their environmental concerns into the Third
Malaysia Plan (1976 to 1980). Malaysia, as like many developing countries, exhibits
a considerable number of environmental problems (Perry and Singh, 2001) such as
loss ot wildlife habitats, soil erosion and air and water pollution. The rapid growth of
Malaysian economic development has lead to an increase in urbanisation and has

caused serious environmental problems in the country, such as land congestion and

destruction of the natural surroundings (Sham, 1999).

This chapter highlights the current status of environmental issues in Malaysia,
particularly, the impact of environmental issues on the tourism industry. The laws

and the legislation related to the environment are also discussed.

2.2 The Environmental Issues in Malaysia

Malaysia has faced several environmental problems related to urbanisation and rapid
erowth of population in industry. The Udenrigsministeriet’s (2007) report states that
the most prominent environmental problems at the moment are caused by industnal
pollution, such as hazardous waste and land development. This report confirms the
statement given in the Environmental Quality Act (1998) that major pollution such as
hazardous waste is likely to be the principal industrial pollution problem in future

years. New controls on hazardous waste were included in the Environmental Quality

(Amendment) Act 1996.
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Perry and Singh (2001) reported that the number of environmental offences
prosecuted under the Environmental Quality Act has increased in Malaysia. In 1998,
the number of penalties was imposed and increased by almost 50 percent to 253,
when compared to 130 cases in 1992. On the other hand, the number of public
complaints concerning environmental issues also increased during 1990. The
Increases in public complaints lead the media to put the issues forward and at the

same time raise public awareness of environmental issues. The government of

Malaysia has also establish environmental policies more substantial and concrete in

the Fifth Malaysian Plan (1986-1990) and the Sixth Malaysian Plan (1991-1995) to

monitor and manage the issues.

JICA (2002) also stated that Malaysian government has stated the objectives of
Malaysia’s national environmental policies in the Seventh (1996-2000) and the Eighth
(2001-2005) Malaysian Plans. For instance, the Eight Malaysian Plan discussed the
developments and the prospects for the environment and the management of natural
resources from 2001 to 2005. JICA (2002, 4) stated that the Malaysia’s national
environmental policies are meant ‘fo achieve a clean, safe and healthy living
environment for current and future generations, and to promote lifestyle and modes of

production and consumption consistent with the principles of sustainable

development’.
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Currently, based on the Udenrigsministeriet’s (2007) report, the government of

Malaysia also has placed further emphasis on preventive measures to mitigate and

minimise negative environmental effects at source, to intensify conservative efforts

and to ensure sustainable development in the Ninth Malaysian Plan (2006-2010).

In relation to the tourism industry, as reported by the Bernama (2006, March 31), the

Ninth Malaysian Plan also includes a strategic thrust in order to enhance the Malaysia

position as an international tourist destination as follows:

e Ensuring sustainable tourism development

e Enhancing development of innovative tourism products and services
e Encouraging and facilitating domestic tourism

e Intensifying marketing and promotion activities

e Enhancing human resource development

e Ensuring comfort, safety and the well being of tourists

Malaysia government also realises the importance of taking care of environmental
problems and has thus set up a department to handle environmental problems, which
is, the Department of Environment (DOE) under the auspices of the Ministry of
Science, Technology and Environment (MOSTE). At the same time the government
of Malaysia has adopted ISO 14001 and ISO 14010 through the application of
standard in any activities which related to environmental problems, such as MS ISO
14001 and MS ISO 14010. Both of the standards were prepared by the National Sub-

Committee on environmental management systems and environmental audits under
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the authority of the National Committee on Environmental Standards. SIRIM® 2000

stated that the standards are applicable to all types and sizes of organisations

operating an environmental management system.

The Malaysian government has also set up the Industrial Research Institute of
Malaysia (SIRIM) and environmental NGOs such as Environmental Management and
Research Association of Malaysia (ENSEARCH) and Sahabat Alam Malaysia (SAM)
has also established to become involved in environmental management and educate
the public on the importance of the environment and assist communities which are

atfected by environmental degradation. Furthermore, SIRIM has been involved 1n
establishing standards, certification, testing, inspection, calibration and

implementation of other relevant schemes.

According to Perry and Singh (2001), in Malaysia, the government has seen ISO
14001 as an important indicator of voluntary business commitment to environmental
improvement. The NGOs also play an important role in encouraging environmental
protection in Malaysia and according to Sham (1999), the NGOs have become a

‘public watchdog’ for environmental care.

6 QIRIM is similar to the British Standards Institute (BSI) in that it is an implementing agency for
standardisation and a core body in development of national standards and certiﬁcatim_:l system 1n
Malaysia. In 1996, the organisation was accredited by the Malaysian Accreditation Council as the first
standards certification body in Malaysia (Baba, 2004).
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Perry and Singh (2001) reported that the Malaysian International Chamber of
Commerce and Industry (MICC) established an environmental committee in 1992.
The MICC plays an important role in ensuring that organisations meet the
requirements to obtain environmental awards, such as the Prime Minister’s Hibiscus
Award’. Perry and Singh (2001) reported that in 2000, only 39 firms met the critena
for the award. On the other hand, the ACCA website reports that the ACCA Malaysia

Environmental and Social Reporting Award (MESRA) were also launched with the

aims of:

e Giving recognition to those organisations which report and disclose

environmental and social information,
e Encouraging the uptake of environmental and social reporting, and

e Raising awareness of corporate transparency.

7 The Prime Minister’s Hibiscus Award was first launched in 1996 by the Honorary Prime Minister of
Malaysia, YAB Dato’ Seri Dr Mahathir Mohamad, and was endorsed by the Ministry of Science,
Technology and Environment, Malaysia (MOSTE) and supported by the Department of Environment
(DOE) and the private sector. The award is jointly organised by four non-profit organisations

concerned with corporate environmental issues, namely:
e Business Council for Sustainable Development in Malaysia (BCSDM)
e Environmental Management and Research Association of Malaysia (ENSEARCH)
¢ Federation of Malaysian Manufacturers (FMM)
e Malaysian International Chamber of Commerce and Industry (MICCI)

The specific objectives of the Award are to:
e Provide business and industry with the opportunity of an independent evaluation of their

environmental commitment
e Stimulate business and industry initiatives in assuming a proactive role in environmental

protection, and
e Recognise the achievements of exemplary participating organisations for other similar

organisations to emulate

The three level of achievement and award are as follows:
e Notable achievement in environmental performance
e Exceptional achievement in environmental performance
e FExcellent achievement in environmental performance
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According to JICA (2002), the environmental issues faced by the Malaysian industry
are mostly monitored by specialised government organisation. Table 2.1 highlights
the relevant government organisations that are responsible for monitoring each
environmental problem. From the table, the most important environmental 1ssues

faced are the water pollution and solid waste and most of the issues are monitored by

the MOSTE?®.

[ —
8 MOSTE is the Ministry of Science, Technology and Environment.

20



1

uoneuwlIoJur oN (VN d1qIsuodsar JoN -  uoljesiuedio JUBAINY:O (Z002) VDI ‘usunreds( uoljenjeAy pue 3uluue]d :991n0S

1S0d
pue uonedIunuIuodd ],
VN VN VN VN ‘A310u{ JO AnSIUTN

VN VN VN VN JUSUWIUIDAOL) B0
- - - - uonednpy JO ANSIUIN

SaLISnpu|
ATewiird JO ANSTUIIN

- - VN VN O _ _ - - - - - - ‘A1)8210,] JO JudunIeda(]
HLSON

‘SyIed [eUOIBN pue

VN - VN O O - - - - VN - - - I[P JO Jusumreda(
yjuaunreda(q

- - O - - - VN } § SAIOM Qi 2181 §
juoweda(g

_ - - - - O O - - - - VN - Arddng 1318 M
duisnoy

pUB JUSUIULISAOY) |80

Jo Ansmury ‘yuawreda(y

- - - - - - - - O - - - - JUSUWIUIIAOL) [BOO]
)JIodsuel], Jo ANSIUIA

) _ ) - - . - - - O - O - ‘yuswreda(q uLIRIN
SOLISNPU ATeWILIJ

Jo AnsturA ¢ jusunaeda(y

- - - - O - AdAaIng 1801307090
yodsuery

Jo Ansturpy “yuounedsy

- - - - - - - VN - - VN - O Jodsuel] peoy

VN VN - - - - - - - - - - O ALSON "SININ

O O O O O - O O O O
19)sesIp | $90INn0sal uonnjrod E
1YV

VN VN VN VN VN VN VN VN

O O

uoneonpa
[RJUSWUOIIAU]

AJNISIOATP | UOTJBAIISUOD

O O
191em | Ajddns dseM | uonnrod
[exmeN | [eimeN J)se M | 199\ | ASIduyg | prjoS I M

BAIY SWI[(O.IJ [IUIWUOIIAUT SNOLIBA I0J I[qISUOASIY SUONBSTULBS.I() [BIUIWUIIAOL) JUBAI[IY Y [
-1°C 9qeE L



The Current Status of Environmental Issues in Malavsia

2.2.1 Environmental Issues in Malaysian Tourism Industry

According to the report from the ESCAP Tourism Review (2001), the tourism
industry has become a vital vehicle for a number of countries in Asia and the Pacific
Region, including Malaysia, to boost their economic and social development. Based

on information from the report, the tourism industry has the potential to generate

Income, create jobs, reduce economic imbalance between countries and reduce the
poverty problem. For example, the World Travel & Tourism Council (WTTC) (2007)

reports that the Malaysian travel and tourism industry is expected to generate

MYR117.2 billion (US$33.6 billion) of economic activity (total demand) in 2007 and
expected to contribute 4.4 percent to Gross Domestic Product (GDP) in 2007 (i.e.
MYR26.4 billion or US$19.3 billion) (WTTC, 2007). WTTC (2007) also reports that

the Malaysian travel and tourism industry is forecast to have generated 476,000 jobs

in 2007, contributing for 4.5 percent of total employment for Malaysia.

However, this forecasting and expectation might be true with regards to economic

development, but is not always true in terms of balancing the cost-benefit effects.
This cost-benefit concept is referring to the concept of sustainability which balances
the trade-off of environmental value for social and economic value. According to
Radha (2004), with the increase in the tourism industry, the hotel sector also
developed in order to accommodate the demand created by tourists, thus contributing
to a significant impact on the environment in areas such as land conservation,
degradation of scenic areas, water pollution and dirty beaches. These situations are

more likely contributing to the increase ot environmental problems in the hotel sector,

as mentioned by Rivera (2004) that the rapid growth of visitors and hotel investment
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has led to significant environmental problems especially around the parks and
beaches. The hotels are the highest contributor to the environmental problems in the
tourism sector because to support the industry, according to Rada (1996), the hotel
sector 1nvolves several activities, such as transportation for tourist tour from one
destination to another or landscaping to enhance the scenery. Furthermore, Rivera

(2002) argued that land development for hotel construction and operations were likely

to be associated with the pollution of rivers and beaches.

The above argument can be visualised as an “ecological footprint’ (Wackernagel and
Rees, 1996). As suggested by Birkin, Polesie and Lewis (2007), this ecological
footprint analysis is one of the tools to manage the ecological resilience. The idea of
“earth sharing’ which is based on the total amount of productive land on the planet
divided by the total global population has been developed to address global
consumption of natural resources. However, the concept of footprints 1s useful to
highlight the imbalance and inequality between the social, economic and environment
global system. It displays the pressure of human needs on nature, but 1t does not
explain the consequences of the impacts on the environment. Generally, as mentioned
by Wackennagel and Rees (1996), if the size of footprint reduced, environmental

quality is improved and the level of environmental degradation 1s also reduced.

As reported by the Business Times (May, 2007), Malaysia is a favourite destination
among tourists from Asia as well as the entire world (for further information, reter to
the Malaysian map in Appendix VI). Based on a report in RNCOS (2007), 1t 1s
expected that international tourists in Malaysia will increase by 7.2 percent by 2011 as

compared to 2006. The New Strait Times on May 19, 2007 which was reported in
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PRZOOM (www.przoom.com/news) mentioned that up to May 10, 2007, tourist
armivals in Malaysia has already reached 8.9 million. Based on data in the Ministry of

Tourism Malaysia’s website as at August 2007, there was an increase in tourist

arrivals and receipts (in MYR) for every year. Table 2.2 shows tourist arrivals and

receipts (in MYR) in Malaysia up to March 2007,

Table 2.2:

The Tourist Arrivals and Recelpts
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In order to meet the rapid demand of the tourism industry, hotel development 1s a
major trading component. Kasim and Scarlat (2007) stated that the main sector 1n
Malaysian tourism industry is the hotel accommodation sector which has a crucial
role in supporting the Malaysian tourism industry. However, unplanned and
uncontrolled rapid hotel development has resulted in serious environmental
degradation such as urban congestion from increased land use and new sites. For
example, Wayakone et al. (1998) reported that most of the residents’ and tourists’
complaints in Langkawi island Malaysia were related to dirty beaches, no proper

sewage treatment system in most ot the chalets and hotels building and also improper

10 The researcher has made an effort to contact key informants in the Ministry of Tourism Malaysia 1n
order to get the recent data for tourist arrivals, at least up to August 2007; unfortunately, none of them
were able to give the required information. Therefore, the data given in Table 2.2 are based on what

was shown on MOTOUR’s website as at August 2007.
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monitoring logging. According to CUC (1998), the impact of hotel development 1s, in
general, similar to that of all other structural facilities associated with the tourism
industry, such as gaseous emissions from boiler stacks could pose air pollution

problems, while the food waste, solid waste and other organic waste may result in

odour problems.

Based on Radha’s report (2004), major threats to the Malaysian hotel sector could be
caused by the o1l spills, waste disposal and open-burning. Radha (2004) claimed that
Malaysia 1s one of the few countries in the world that had its own laws (such as the
Malaysian environmental quality regulation, 1974) for controlling the environment
long before the term ‘environmentally friendly tourism’ became widespread. As the
international market becomes increasingly aware of the environmental friendliness ot
Malaysia, this will possibly encourage further tourism growth. However, currently,
the environmental problems faced by the hotel sector appear to be increasing and
changing. For example, Kasim and Scarlat (2007) report in their recent study that
several key impacts in the Malaysian hotel sector, nowadays, are centred on the 1ssues
of energy consumption, water consumption, waste production and waste water

management.
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In Malaysia, there are no standards that particularly focus on the tourism industry or
the hotel sector, in particular. The laws and regulations which were applied to other
industries such as the manufacturing and construction industries are also applicable to
the tourism industry. A considerable amount of investment has been made by the
Malaysian Government and also by the individual hotels themselves to promote
Malaysia as a world destination by presenting very clean and environmental-friendly
hotels to tourist from all over the world. Radha (2004) mentioned that pertaining to
the environmental management, the Federal and State agencies are responsible for the
enforcement of legislation related to the environment.  Where regulatory
enforcements are lacking, corporate policy and environmental management systems
(such as ISO 14001) will encourage hotel management to plan and implement
appropriate environmental management practices (Kasim, 2004). The Malaysian
Hotel Association (MAH) is also one of the NGO associations which is related to the

hotel sector in general and does not focus particularly on environmental matters.

Hamid and Ahmad (2006) in their study which is not in the environmental
management area, but in a similar idea regarding the new practice (i.c. knowledge
management practice in tourism industry), mentioned that the Malaysian tourism

industry has several challenges in implementing a new strategy. Among the

challenges are:

e Lack of commitment from the top level management

e Poor coordination between government department, tourism Malaysia

industry, Ministry ot Tourism and other industry players
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* Lack of skills to implement policies

e Poor links between research and the tourism sector

Theretore, this study is examining current environmental management practice in the

hotel sector as an important part of the tourism industry and investi gating whether,
regardless of the environmental management practice the hotel sector has, the

Integration of management control systems and environmental management influence

the hotels’ environmental performance.

2.2.2 'The Environmental Regulation in Malaysia
The Malaysian environmental legislation was conducted to ensure that the firms in

Malaysia follow the act and legislation to manage their environmental problems. The

law and legislation related to the environment can be divided into two aspects, first,
general law and legislation and second, the environmental legislation related

accounting.

I can be classified as Federal legislation and also State

The general law and legislation
legislation. These laws and legislation are used by the government to enforce and
encourage the Malaysian industry to voluntarily practise environmental management
activities. This statement means that although legislation exists, it is not strictly

enforced, so there is a situation of encouragement rather than coercion. These

regulatory requirements are also applied to the hotel sector in Malaysia. The Federal

legislation can be summarised as:

'l A1l the law and regulation can be access in the website www.doe.gov.my
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1) The Environmental Quality Act, 1974 (Revision 1985)
As mentioned betore, the Environmental Quality Act 1974 is the key piece of
legislation covering environmental protection in Malaysia and contains clear

provisions and empowers agencies to control and reduce environmental impacts

from air and noise pollution, land contamination, pollution of inland waters and

discharge of waste into Malaysian waters.

2) The Protection of Wildlife Act, 1972 (Revision 1976)

This act contains provision for the creation of sanctuaries and reserves areas for

wildlife.

3) Pesticides Act, 1974

The act provides for the control of the import, production, sale and use of

pesticides in Malaysia.

Whereas, the state legislation pertaining to tourism and hotel environmental problems

1s as follows:

1) Water enactment, 1920
The enactment provides for the control over the use ot river waters. It 1s

administered by the Land Office with technical assistance from the Drainage and

Irrigation Department.
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2) Land Conservation, 1960

This act 1s administered by the District Land Office and provides for the

conservation of hill land and prevention of soil erosion.

3) Local government act, 1976

This act empowers the local authority to undertake necessary and practical steps in

the management of refuse, prevention and control of the pollution of rivers and

streams within its area.

The accounting regulations regarding environmental issues which are stated in

ACCA’s (2005) report are:

1) Occupational Safety and Health Act, 1994 and associated regulations
The Occupational Safety and Health Act, 1994 is an act which provides the
general duties of employers, self-employed persons, manufacturers, suppliers and

employees to ensure the safety, health and welfare of employees at work.

2) Companies Act, 1965

The Companies Act, 1965 is the principal legislation governing the conduct ot
companies in Malaysia, including the formation of companes, issuance of shares,

debentures and charges, management and administration, company secretary,

liquidation and wind up etc.
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3) Listing requirements of Bursa Malaysia (formerly known as Kuala Lumpur Stock

4)

5)

Exchange) 2001

The listing requirement for the main and second board listed companies of the
Bursa Malaysia is aimed to enhance corporate governance, transparency and

etficiency in capital market activities, in addition to strengthening investor

confidence and protection of minority shareholders.

Malaysian Accounting Standard Board (MASB) standard

The MASB standard consists of 27 standards documents that set out the
requirements for Malaysian accounting practices covering among other things,
requirements for presentation of financial statements, impairment of assets, related
party disclosure, segment reporting and interim financial reporting. For example,
the Malaysian Accounting Standard Board (MASB) also has incorporated
standards that encourage firms to disclose environment-related information 1in
their financial reporting. Paragraph 10 of Financial Reporting Standard (FRS) 101
(formerly known as MASB 1): Presentation of financial statements and paragraph
20 of FRS 137 (formerly known as MASB 20): Provisions, Contingent Liability

and Contingent Assets have clearly mentioned and recognised environment-

related information.

Malaysian Code on Corporate Governance, 2001

Apart from regulatory and accounting standards, the Malaysian code on corporate

governance represents a voluntary code of best practice to provide guidance to

companies.
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It 1s believed that the effectiveness of the local authority and national government in

monitoring the environmental impacts of not only tourism, but other industries as well
and the enforcement of this legislation are crucial in protecting the natural beauty of
the country from being destroyed. Since the tourism industry involves several
activities such as transportation, water usage, land use for building the hotel and
accommodation and even though, there is no special regulation for the hotel sectors to
manage those environmental impacts and problems, with the existing regulation
introduced by the government of Malaysia, the hotels sector are more likely to have a

guidelines 1n monitoring and controlling the environmental impacts caused by their

activities.

2.3 State-of-The-Art of Environmental Reporting in Malaysian Firm
ACCA (2003) 1n 1its Environmental Reporting Guidelines for Malaysian Companies

has defined environmental reporting as

‘the disclosure by an entity of environmentally related data, verified
(audited) or not, regarding environmental risks, environmental
impacts, policies, strategies, target, costs, liabilities, or
environmental performance, to those who have an interest in such
information, as an aid to enabling their relationship with the
reporting entity via either, the annual report and account package, a
stand alone corporate environmental performance report, a site-
centred environmental statement or some other medium (e.g. Staff

newsletter, video, CD-ROM and website) (page 9).
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According to the ACCA (2003), there is no statutory requirement in Malaysia
requiring public listed companies to disclose environmental information to the public
except for the legislation mentioned in section 2.2.2 above. Based on the report
summary of the ACCA (2005)'%, the number of companies reporting on
environmental performance has increased from 25 companies in 1999 to 43 in 2002
and reached 60 companies by 2003. Up to 2004, the manufacturing sector is the

largest sector to engage in environmental reporting, followed by the plantation sector

and then, the trading and service sectors.

The ACCA’s report (2005) claimed that the level of awareness among the firms in
Malaysia to report their environmental practice is at an early stage. Thus, the
companies need further explanation and motivation by the government such as
granting them incentives and providing appropriate skills and environmental training
programs. However, up to now, there has been no published study examining the

level of awareness of environmental management practice specifically in the hotels

sector 1n Malaysia.

2 The latest report update by ACCA only provides data up to 2003.
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2.4 Chapter Summary

This chapter provides a brief explanation regarding environmental issues in Malaysia
and 1n the hotel sector in particular. The regulations and legislation with regard to
environmental 1ssues were briefly discussed along with the aspect of environmental

reporting and its legislation.

The issues pertaining to environmental activities in the hotel sector and environmental

performance are discussed in the next chapter.
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Chapter 3 Literature Review

Literature Review

3.1 Introduction

Environmental degradation such as toxic waste, global warming, acid rain, ozone
layer depletion and the clear-cutting of forest have become global concern, especially
for political teams as a result of human activities. Bansal and Howard (1997) and
Hoffman, (2000) report that recently, the debate on the global climate change and
contracting global biodiversity are becoming more common in the corporate world
especially with concerns over water, air and soil pollution. According to Baba (2004),
public concern and opinion should be listed as the top priority of any political agenda
in order for the debate to contribute directly to the new legislation mandated to reduce

environmental problems.

Since the Rio Summit Conference in 1992 until today, numerous meetings have been
held (such as Johannesburg Conference in 2002 which discuss the evolution of
international environmental law) but environmental problems remain unsolved.
Previous studies examine the relationship between the practice of environmental
management activities and environmental performance (such as Carmona-Moreno et
al., 2004; Wagner and Schaltegger, 2004; Baba, 2004; Wagner, 2002; Gil et al., 2001;
Theyel, 2000) and firm performance (such as Russo and Fout, 1997; Klassen and
McLaughlin, 1996) but, they do not take into account the view that the influence ot

the extensive use of a management control system on either financial or

environmental performance.
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[t 1s still not clear to what extent the role of management control system plays within
that relationship. For examples, does the management control system have a

significant moderating effect'> on the relationship between environmental

management practices and environmental performance or does it mediate'® the

relationship?

Thus, this current study argues that the management control system can be used and
integrated with environmental management practices which will hopefully lead to
better environmental performance, and in turn better financial performance. In other
words, the management control system is visualised in the context of environmental
management. As suggested by Schaltegger et al. (2003), integration means the
application of a management control system in the context of environmental

management.

This study will also examine on how the integration influences the relationship
between environmental management practices and environmental performance and
what extent the role of environmental management control system plays within that
relationship. Hence, the related concepts of the environmental management, the
management control system and the environmental performance are discussed. A

brief review of some of the theoretical and research contributions in this field will

now be given.

" The moderating effect means that a moderator variable(s) affect the rela’Fionshjp 'betw'een an
independent variable(s) and dependent variable(s) but does (do) not have a bivariate relationship with

either the dependent or independent variable(s) (Shields et al., 2000, p185).

. Mediating is caused by an independent variable(s) and causes a dependent variable(s) (Shields et al.,
2000, p185)
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3.2 Environmental Management

In general, environmental management is an activity which aims to protect the

environment. In order to properly implement environmental management to protect

the environment, Winn and Angell (2000) suggest two dimensions of environmental

management to be practised, i.e. the degree to which environmental management

practices are used and the level of management commitment. Burgos-Jimenez et al.
(2002) also stated in their study, environmental management 1s a tool which firms use
to reduce or control the impact of its activities on the environment where Schaltegger

et al. (2003) mentioned that the specific and correct management tools should be

involved for environmental management to be effective.

In other words, the current study defines environmental management as a tool to
manage all the physical aspect of the environment such as land, water, air (including
noise and smell) and others which appear in human surroundings in order to ensure

that the environment is not being degraded and stays clean.

In order to understand the environmental management framework, there are many
concepts which are related to environmental management which should be discussed.
The body of literature reviewed in this area include environmental management
practice, environmental management strategy, environmental management system and

environmental standard and policy, such as ISO 14001 and sustainable development.
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3.2.1 Environmental Management Practice
In the environmental management literature, there is an argument that it is not

possible to standardise practices of environmental management because the term
‘environmental management’ has different meanings to different people. Carmona-
Moreno et al. (2004) stated that environmental management involves a variety of
environmental practices which differ depending on the industry, the nature of business
and 1ts impact on the environment. In addition, Carmona-Moreno et al. (2004)
mentioned that the characteristics of the industry with regards to environmental 1ssues
will affect the nature of environmental management practice in firms. In their study,
the characteristics of the hotel sector with regards to environmental issues such as
spreading of environmental impact, limited environmental legislation and active
customers contribute to how the hotel sector responds to their environmental
problems. For example, having limited environmental legislation, hotels react to
environmental problems by practicing environmental management voluntarily and

more emphasis on pollution prevention activities.

Berry and Rondinelli (1998) however, suggested that in order to improve
performance, each firm should practice appropriate environmental activities and
strategies (for example, proactive strategy). Furthermore, Winn and Angell (2000)

agreed that proper implementation of the different environmental practice should

result in improvement of the firm’s environmental performance.

Schaltegger et al. (2003) argued that good environmental management practice should

have six key functions; goal setting, information management, decision support,
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control, communication and auditing and review. In order to support all these
functions, the environmental management tools that should be considered for

implementation include total quality environmental management, life cycle

assessment, environmental accounting, environmental reporting and environmental

auditing.

Furthermore, several researchers such as Florida (1996), Garrod and Chadwick
(1996), Gnthin (1995) and Heffelman (1995) have identified significant adoption of
environmental management elements among the firms studied. These studies reveal
broad trends of adoption of environmental practices across industrial sectors and firm
size. But, according to Theyel (2000), none of these studies focused on the entire

industrial sector as all included fewer than ten firms from any one of a number of
industrial sectors. Therefore, these researchers were prevented from drawing
statistically significant conclusions and forming generalised conclusion about the

adoption of environmental management in particular industries.

Environmental management practice, usually, represents the environmental
management strategy of a firm. According to Klassen and Whybark (1999), by using
environmental management practices, a firm can determine its environmental
strategy. It is also argued by Azzone and Noci (1998) that firm strategy can be

determined by internal and external factors related to environmental issues which

were translated by its practice.
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Normally, firms practising environmental management followed environmental

management system (EMS)" principles; i.e. plan, organize, command, coordinate and
control. According to Boiral and Sala (1998), successful management needs to follow

a system that involved such environmental management system principles.

Theretore, the study argues that any practises related to the environment should
follow the environmental management system principles such as creating an
environmental policy, setting objective, implementing a programme to achieve those
objectives, monitoring and measuring its effectiveness, correcting problems and

reviewing the system to improve it and thereby environmental performance.

3.2.2 Environmental Management Strategy

In general, Simons (1995) defined strategy as a plan, pattern of actions, product
market position or a unique perspective. In environmental management perspective,
strategy 1s defined based on basic corporate environmental strategies'°. According to
Schaltegger et al. (2003), basic strategies related to the environment can be classitied
using five factors; level of income, time element and implementation, level of
coordination and location of element. Most of the environmental management
literature defines environmental management strategy depending upon how tirms

interpret environmental management practice. Normally, environmental management

strategy ranges from proactive to reactive.

5 The environmental management system is discussed in depth in subsection 3.2.3.

16 Basic environmental strategies is a strategy that reflect how business responds to environmental
problems (Schaltegger et al., 2003)
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In management accounting literature, strategy can be operationalised in many

ditferent ways. For example, Jansson et al. (2000) and Langfield-Smith (1997)
classified strategy into two types; corporate strategy and business strategy. Corporate
strategy 1s concerned with the types of business being operated and involves group
level where it concerns the decision making process, investment. resources
acquirement and specifically focuses on strategic level. While business strategy

relates to each business unit of the firm and focuses on how the unit can achieve

competitive advantage.

Several types of environmental management strategies have been grouped by several
researchers. For example, in seminal work with regards to strategy, Miles and Snow
(1978) grouped strategy into three; defender, prospector and analyser, while Porter
(1980, 1985) has grouped environmental strategy into cost leadership, differentiation
and focus. Both of the literatures have been cited in many articles in environmental
management literature. However, some researchers, such as Brown (1996), Theyel
(1999), Jansson et al. (2000), Benito and Benito (2004) and Carmona-Moreno et al.

(2004) classified environmental management strategy into different types of strategy,

tor example, reactive-proactive type strategy.

Environmental management strategy is mainly influenced by the management level at
which the environmental management practice has been established. Based on
Anthony and Govindarajan (2001), there are three levels of management; strategic
level, tactical level and operational level. Environmental management strategy 1S

basically based on the basic environmental strategy and most ot the environmental
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practices are placed at tactical level, where end product of this level is implementation
of strategy. Anthony and Govindarajan (2001) mentioned that the management
control system is also an activity at tactical level where both planning and control are
equally important (See Table 3.1). Therefore, implementations of strategy and

management control systems are placed at the same level of management practice.

However, the current study believes that both tactical and operational levels are
equally important to improve environmental performance. Theretore, the current
study uses both levels to operationalise environmental management practice and
strategy. According to Rondinelli and Vastag (1995), most research had focused only

on one of the three levels in which environmental management practices relate to

decision making.

Table 3.1:
Activity, Level of Strategy and End Product

Strategy formulation Strategic level
Management control Tactical level Implementation of strateg

Task control Operational level Efficient and effective
serformance of individual task

Source: Anthony and Govindarajan (2001, 6)

According to Schaltegger et al. (2003), environmental management strategy 1s
reflected in how businesses deal with environmental problems. Kim (2003)
mentioned that environmental management strategy is no longer optional for the
corporate decision making process. In other words, environmental issues must be
seen as vital issues for business decisions and therefore, should be on top of any

agenda that has been made. The more the businesses commit to environmental
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management practice, the more proactive the businesses are. Henriques and Sadorsky
(1999) also mentioned that what a firm is actually doing or has done with reference to

environmental issues can be described as its ‘commitment to the natural

environment’.

To summarise, the current study proposes that environmental strategy may be defined

according to a firm’s commitment to environmental management practices at

management (tactical) level and operational level.

3.2.3 Environmental Management System and ISO 14001

According to Todd (1994) and Puri (1996), the environmental management system
can be described as a management approach, complement to government rules, part of
the broader management systems of an organization, and formally structured and
detailed. An environmental management system aims to ensure compliance with the

law and the continuous improvement of environmental (and not necessary financial)

performance (Bell and Lehman, 1999).

A similar argument has been discussed in the definition given by several authors such
as Pawar and Risetto (2001) and Andrew et al. (2003). Both of them defined the
environmental management system in terms of a management perspective which
concentrates on how firms monitor their environmental activities to enhance their
effectiveness, using detailed procedures and policies. By focusing on managerial
perspective, firms more likely interested to enhance their management responsibility

to control and monitor their environmental impacts prior to developing any activities.
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Pawar and Rissetto (2001) define the environmental management system as

management activities (processes and procedures) that permit firms to analyse,
monitor and decrease the effect of environmental activities on their operations and
services to gain better performance, such as Increasing cost saving, increased
efficiency and compliance with regulations. Also, Andrew et al. (2003) define the
environmental management system as a set of formal rules and procedures that lead

firms to manage their potential environmental impact on their surroundings.

In sum, an environmental management system is actually focused on the
environmental management practices of individual firms. The basis of an
environmental management system is the regulation and procedures which define how
environmental management systems are implemented in a firm. According to Yarnell
(1999), the conceptual framework of an environmental management system is often
concluded by managers and consultants as “say what you do, do what you say. Prove

it’. This framework suggests that there is a continuous process that requires

management,

o To make an effort to achieve higher standards of environmental performance
and,

o To follow the systems that implement all the management functions, such as

planning, organizing, monitoring and reviewing.
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The current study argues that the framework of environmental management systems
which mentioned above have similar function to management control system and

therefore, the integration of management control system in environmental

management 1s believed can be applied to enhance environmental performance.

A popular and better-known model of management system is called the Plan-Do-
Check-Act Cycle (see Figure 3.1). It was developed by Dr Walter Shewhart in the

1930s. This model 1s sometimes referred to as the Demming Cycle (Begley, 1996;

Welford, 1996).

Figure 3.1:
The Plan-Do-Check-Act Cycle of an Environmental Management System

PLAN

Environmental policy
Environmental aspect
Legal requirement

DO
ACT Structure and

Management review responsibility

Source. Begley (1996)
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Schylander (2004) stated that environmental management practices should be

organized according to policy and the people who are responsible for implementing
the policy should be specified, then objectives and targets will be achieved.
Theretore, either firms, in general, or hotels, in particular, implement the policy and
procedures to guide the operation, such as ISO 14001 and EMAS to link the
environmental decisions to the expected end results. The type of control system

related to policy and regulation is called as a boundary system by Simons’ (1995)

framework or an action control by Merchant’s (1997) framework.

Then, describing the roles and responsibilities of day-to-day tasks related to
environmental aspect should be documented as an internal structure of a firm.
Schylander (2004) suggests that this step should involve the communication
procedures (internal and external) for receiving, documenting and responding to
relevant information (e.g. environmental information). This step also includes
operational control and response to activities that are in line with the objectives and
targets (Schylander, 2004). The responsible department, such as environmental
department is related to the level of training and environmental awareness program

(Marquest-Pondeville, 2000) and thus, relates to personnel and cultural control

systems, either in firms or in hotels particularly.

The third cycle is to investigates, monitors and measures the operations and activities
that can have a significant impact on the environment. This step is vital and needs an
effective management control system in order to ensure that everything goes as

planned, either in firms in general, or in hotels, in particular. The performance
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measurement, such as using budgeting control system and bonus incentives on
environmental performance help to translate the plan into everyday actions (Hunt and

Auster, 1990). This step involves the result controls (Merchant, 1997) or diagnostic

control systems (Simons, 1995).

Finally, the last step in the cycle is to review the system in order to meet the
requirement of continuous improvement. The procedures will be corrected and

corrective action will take place. This step needs the personal involvement of top
management 1n order to ensure the objectives are accomplished. Face to face meeting
and the implication of the decision making are essential to take into account in this
process. In Schylander (2004), continuous improvement 1s defined by ISO'’" 14001 as
a process of enhancing the environmental management system to achieve

improvement in the whole process of environmental performance.

The ISO 14001 is a standard that describe the basic elements of an etfective
environmental management system and is being implemented by many organisations,
including hotel sector, throughout the world (NADCA, 2004). The ISO 14001 refers
to the concept of continuous improvement with five core elements; environmental
policy, planning, implementation and operation, checking and correcting and
management review (CSA, 1996). An ettective environmental management system

can help firms to managing, measuring and improving the environmental aspects of

1ts operations.

-—_._._-—_——-_'—_-——._—

17190 is an International Organisation for Standardization
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[n other words, ISO 14001 and any environmental management system can determine
the required system and procedures for conducting day-to-day operations by focussing
on the etfect of a firm’s activities on the environment. The result of this
requirements-driven environmental management system will be to reduce the
environmental impacts of business activities, and to ensure that management systems
function efficiently and effectively manage the applicable requirements. The ISO
14001 standard which was published in September 1996 provides the basic

framework of a formal environmental management system.

NADCA (2004) lists the elements that are included in the ISO 14001 standard which
are policy, organisational structure and responsibilities, standard operating
procedures, control for critical operations, document control, training, recordkeeping
systems, internal audits, corrective action systems and management review. Lally
(1998) highlighted the requirements of ISO 14001 that is formation of an
environmental policy and commitment to an environmental management system,

development of a plan of implementation, operation of the environmental

management system, monitoring and taking possible corrective action, top

management review and continuous improvement.

Many experts in different areas, such as Green and LaFontaine (1996) and Miller
(1998), contributed to the development of ISO 14001 and difterent areas continuously
influence its development and use. Among the factors that contribute to development
of an environmental management system are health and satety, environmental

auditing, internal control and total quality management. 130 14001 provides a
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framework to help firms that are environmentally aware to Integrate environmental
management systems into their business operations. With improved environmental

performance level, society can start to reduce the level of environmental damage that

1t causes.

However, there 1s an argument within the ISO 14001 system regarding the use of ISO

14001 as a tool to improve environmental performance. Krut and Gleckman (1998)

state that ISO 14001 is not a tool that will improve environmental impact, but only an
internal tool to manage environmental aspects of an organization’s operations in order
to improve environmental performance. Also, Kim (2003) mentioned that many firms
apply ISO 14001 as a simple certification process without knowing the benefit they
will obtain. In other words, ISO 14001 is only a requirement which should be met by
any firm who are intend to integrate environmental matters into their daily operation

and cannot be used alone to enhance environmental performance.

Schaltegger and Sturn (1990) in Schaltegger et al. (2003) defined environmental
impact as,

‘the influence of a corporation’s activities on the physical environment (e.g.

the impact on land, water and air quality and on biodiversity). The

emphasis is on processes and activities’ (p31).
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Schaltegger et al. (2003) highlighted that there is no value added without
environmental impact added. However, they argued that in order to achieve improved
environmental performance, firms need to reduce environmental impact added.

Schaltegger and Sturn (1990) in Schaltegger et al (2003) defined environmental

impact added as,

‘the sum of all environmental impacts that are caused directly or indirectly
by business activities, significant because of the type and quantity of
material and mass of energy used by businesses in their activities and

assessed according to the relative environmental harm they cause’ (p31)

As 1n tourism industry, in general and hotel sector, in particular, the environmental
impacts are caused by the way in which hotels consume their resources such as using
land to build a new accommodation, water for laundry or for swimming pool or
purchase an electrical appliances, toiletries and food. The negative or positive output
from their input above, such as water waste, carbon dioxide emissions and sewage
should be monitored properly to ensure the environmental impact added 1s reduced
and their environmental performance is improved. As suggested by International
Hotel Environment Initiatives (IHEI) (1996), the effect of hotel businesses on

sustainability should be monitored by considering the hotel’s operation input and

output.

Apart from ISO 14001, EMAS (Eco-management and Audit scheme) was the first
environmental management system standard (Schaltegger et al., 2003). EMAS was

expanded to include companies in the service sector and it was issued by the
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European Union (EU). The objective of EMAS is similar to ISO 14001 in which to
assist firms to improve their environmental performance. The difference between
them 1s from the perspective of implementation where EMAS is regulatory and ISO
14001 1s voluntary (Schaltegger et al., 2003). According to Schaltegger et al. (2003),
EMAS requires firms to publish an environmental statement, assess all the significant
relevant environmental impact of their activities and summarise the cost of the

pollutant emissions, waste generation, energy, water and other significant

environmental impacts.

However, Schaltegger et al. (2003) argued that none of these standards specifies how

the requirement should be met. According to them, the standards also do not provide
any method for implementation of decision-making processes.  Theretore,
management in either firms in general, or hotels in particular, should practice the
environmental management that is flexible enough to be adapted to new development,

such as environmental management control system.

3.2.4 Sustainable Development

The basic premise of the concept of sustainable development comes from the
definition given by The Brundlant Report as stated in WCED'® (1987) as to meet the
needs of the present without compromising the ability of future generations to meet
their own needs. Sustainable development is a concept that combines three important
dimensions; social, economic and environment (Schaltegger et al., 2003) into an

integrated single perspective. The integration of any two dimensions leads to the

concept of eco-efficiency, eco-justice and socio-efficiency (see Figure 3.2).

18 WCED is World Commission Economic Development.
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