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Highlights (for review)

Highlights

e This research focuses on corporate sustainability performance and financial performance.

e Adaptive capability and environmental behavior are critical drivers of endogenous
constructs.

e Corporate sustainability performance stands as a positive mediating variable.

e We use ISO 14001-certified firms in an emerging economy.
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1. Introduction

People and organizations in all fields and throughout the world must face an environment
characterized by unparalleled volatility, uncertainty, complexity, and ambiguity (VUCA context).
The combination of these features has led to hypercompetitive markets that give rise to a situation
that threatens the very survival of these organizations. In such VUCA settings, it becomes vital to
identify which are the mechanisms that enable firms to perceive environmental changes (Jabbour,
2015; Jabbour et al., 2015; 2020) as well as being able to adapt to those changes while providing
an appropriate response to them (Felipe et al., 2016). Consequently, the notion of adaptive
capability emerges as a pivotal topic regarding firms’ survival and performance. Adaptive
capability concerns to an organization's degree of flexibility while adjusting to market or
contextual shifts and particularly reflects its capability to align internal resources with external
demands (Zhou and Li, 2010; Zhu et al., 2017).

Although the literature presents many studies that investigated this area, most analyses
have attempted to analyze the impact of adaptive capability on the firm’s overall performance (Zhu
etal., 2017). Likewise, there is another stream of studies like the ones developed by Chang (2016)
and Ali et al. (2021) that examine the impact of adaptive capability on product innovation or the
one carried out by Eshima and Anderson (2017) that analyzes the impact of adaptive capability on
entrepreneurial orientation. On the contrary, there is a scarcity studies have analyzed the
relationship between adaptive capability and financial performance. For instance, a study from
Wei and Lau (2010) examines the impact of adaptive capability on innovation and firm
performance, yet they only rely on the use of the firms’ return on asset (ROA) as a proxy of
financial performance, while some additional variables (i.e., return on investment, sales growth,

market share or profit growth) could also be included to better approach this construct. Moreover,
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not many studies have addressed to our knowledge the link between the adaptive capability of
companies and corporate sustainability performance.

Similarly, another stream of research that draws from the Theory of Reasoned Action
(Ajzen and Fishbein, 1980) and the Theory of Planned Behavior (Ajzen, 1985) indicates that
human behavior is critical to achieving both individual and organizational outcomes. Since the
second industrial revolution, there has been burgeoning research in a wide range of academic
fields, such as geography, psychology, sociology, anthropology, political science and natural
resources management, that have studied how people’s behavior has an impact on the environment
(Borden, 1977; Jabbour et al., 2019; Hynes and Wilson, 2016). For this reason, environmental
behavior became an important topic that continues to be studied despite changes of scenario or
opinions over the decades (Paillé and Boiral, 2013). More recently, Ramkissoon et al. (2018)
revealed that environmental behavior could improve people’s quality of life. In this vein, following
Ajzen (1985, p. 11), “Actions [...] are controlled by intentions, but not all intentions are carried
out; some are abandoned altogether while others are revised to fit changing circumstances”. Hence,
in order to boost corporate sustainability and financial performance, along with adaptive
capability, the company must also nurture a pro-environmental behavior. Hines et al. (1987)
crafted their Model of Responsible Environmental Behavior which roots on Ajzen and Fishbein’s
(1980) theory of planned behavior and shapes a thorough meta-analysis of 128 pro-environmental
behavior research studies and proposes a model of predictors of this variable. Following this line
of research, Kollmuss and Agyeman (2002) raise the question of why do people act
environmentally and what are the barriers to pro-environmental behavior. The outcome of
Kollmuss and Agyeman (2002) is that environmental behavior is shaped by a set of nine somewhat

contradictory and competing internal factors, among which they stress: motivation, environmental
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knowledge, personal values, attitudes, environmental awareness, emotional involvement, locus of
control, responsibility and priorities, and other factors related with human desires for comfort and
convenience, habits and personality traits (Albort-Morant and Leal-Rodriguez, 2019). Regarding
environmental behavior, it should be noted that most of the studies we have found analyze the
impact of this variable on the environmental performance of companies (Ahmad et al., 2021, Nisar
etal., 2021), or focus on the study of the main factors that determine environmental behavior (Peng
and Lee, 2019; Ansari et al., 2021; Chwialkowska et al., 2020). However, there are not many
studies that investigate the impact of environmental behavior on corporate sustainability
performance nor on the financial performance of companies.

Therefore, the purpose of this study is to address these issues to fill the literature gap and
to contribute to existing literature in several ways. First, we explain that corporate sustainability
performance might become a relevant driver of firms’ financial performance. Second, we assess
both the direct relationship between adaptive capability and financial performance and its indirect
link via corporate sustainability performance. In third place, this paper explores both the direct and
indirect linkages between environmental behavior and firm performance through corporate
sustainability performance in 1SO 14001 certified companies in Saudi Arabia. Particularly, this
study intends to provide a response to the following research questions: (1) Does adaptive
capability directly affect corporate sustainability performance and financial performance?; (2)
Does environmental behavior directly affect corporate sustainability performance and financial
performance?; (3) Does corporate sustainability performance affects financial performance?; (4)
Is corporate sustainability performance a mediating variable in the relation between adaptive
capability and financial performance?; and finally, (5) Is corporate sustainability performance a

mediating variable in the relation between environmental behavior and financial performance?.
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The decision to select ISO 14001 certified companies lies on the fact that such firms have a strong
commitment towards environmental responsibility and strong environmental management systems
(Latan et al., 2018a). In addition, adoption of ISO 14001 environmental management systems fails
to require substantial financial sums while it may exert a long-term impact on the firm’s
performance as it reconfigures its daily routines and operations (Zeng et al., 2010). This also makes
these firms adequate to test the posited research model and hypotheses aimed at linking corporate
sustainability and financial performance.

The following section presents a theoretical review of the relationship between adaptive
capacity, environmental behavior, corporate sustainable performance, and financial performance.
Section 3 describes the methodology and section 4 analyses the results of the research model.

Finally, section 5 presents the conclusions, limitations, and future research directions.

2. Theoretical background and hypothesis development

2.1 Underpinning theories

On the basis of literature on green environmental management and performance, this study
draws upon organizational citizenship behavior for the environment (Daily et al., 2009), and the
dynamic capabilities perspective (Eisenhardt and Martin, 2000; Teece et al., 1997) as underpinning
theorical frameworks for this study.

Research exploring the ties between corporate sustainability and financial performance has
led to inconclusive results. Indeed, there arise two opposing viewpoints regarding this relationship.
On the one hand, several studies (e.g., Russo and Fouts, 1997; Molina-Azorin et al., 2009)
conclude that environmental practices could result in the reduction of waste generation, energy
consumption, resources used and pollution, which may significantly contribute to reducing costs,

and hence, improving financial performance. On the other hand, other studies (e.g., Wagner, 2005;
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Link and Naveh, 2006) found a negative relationship between environmental and business
performance, suggesting that corporate sustainability does not necessarily improve firms’ financial
performance and that companies mostly struggle to sustain its profitability over time (Zeng et al.
2010). Moreover, a study by Iraldo et al. (2009) states that the impact of an environmental
management system on competitive (i.e., market performance, resource productivity and
intangible assets) is not solidly supported.

A potential explanation for the existence of such inconclusive results could be that
environmental practices per se cannot always positively lead to sustainable financial performance.
The issue is that environmental practices might be regarded as zero-order or ordinary capabilities
(i.e., practices that are helpful and add value to the firm in the short-term) (Winter, 2003).
However, such capabilities, although helpful in the short term, fail to contribute to sustainable
competitive advantage and seem to be insufficient to bring long-term superior performance
(Mohaghegh et al., 2021). The reason for this underlies in the fact that ordinary capabilities are
static in nature and only become a real strength once they are established as best practices (Teece,
2014). Furthermore, such environmental practices might be adequate in predictable and
unchanging environments, whereas in the currently extremely dynamic environments, those
practices proof frail and insufficient to maintain in sustainable superior performance (Eisenhardt
and Martin, 2000). We argue that in today’s competitive environment characterized by
technological development, intense competition, and changes in customer requirements, best
practices can only be achieved through persistent development of ordinary capabilities. Thereby,
in this context, a sustained superior performance might be achieved by the firm’s ability to foster
dynamic or “higher-order” capabilities such as adaptive capability. Our argumentation is dynamic

capabilities view, which shapes an extension in line with the resource-based view (RBV) (Barney,
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1991), and that claims that in today’s global markets, a static approach like the one adopted by the
RBV fails to address sustainable and long-term superior performance within highly turbulent,
volatile and uncertain environments (Kumar et al., 2018). Therefore, the dynamic capabilities
framework enhances the RBV concentrating on “difficult-to-replicate capabilities” that derive
from the firm’s ability to adapt to uncertain, dynamic and changing environments and are aimed
at the recurrent renewal of the existing ordinary capabilities (Teece, 2007). Abundant research
believe dynamic capabilities are drivers of sustained competitive advantage. For instance, Teece
(2007, 2014) describes them as the organization’s capability to sense (i.e. identifying opportunities
and threats in the environment), seize (i.e., taking advantage of the identified opportunities), and
reconfigure (i.e., deploy, enhance and combine) its base of resources and capabilities to warrant

sustainable competitive advantage.

In this sense, adaptive capability helps companies to better cope and interact with their
stakeholders, hence leading them to rearrange their resources and reorientate their internal strategy
(Ali et al., 2017). Adaptive capability might be understood as the aptitude related to problem-
solving, resources reconfiguring and quickly responding to customers’ needs and preferences or
market opportunities (Zhou and Li, 2010). In this vein, awareness and prompt reaction constitute
two key elements of adaptive capability. As a dynamic capability, adaptive capability is concerned
with the firm’s sensing and seizing of market opportunities and the quick response to such
prospects. This study attempts to employ adaptive capability as a form of dynamic capability in
green environmental management research. Organizations with an adaptive capability enable
employees to find alternative ways of doing their work, develop flexible processes to respond

rapidly to changes and opportunities detected in the markets, and change strategy rapidly according
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to the business priorities, which may enhance sustainability and organization performance (Akgun
etal., 2012).

Employees in organizations play a crucial role in improving environmental management
performance (Jabbour, 2015; Luu, 2019; Paillé, 2020). Employees’ environmental behavior is a
form of organizational citizenship behavior (OCB) (Luu, 2019). Rooted in OCB’s framework,
OCB for the environment (OCBE) is widely employed in environmental management and
performance literature and has emerged as a promising approach to capturing employees’
environmental behaviors in the workplace (Paillé et al., 2014). OCBE can be defined as “voluntary
actions of employees of an organization that are directed toward environmental improvement”
(Daily et al., 2009, p. 246). OCBE corresponds to an employee’s willingness to collaborate with
colleagues in the workplace and reflects the behaviors and actions that benefit the natural
environment (Daily et al., 2009; Gilal et al., 2019; Luu, 2019). Consistent with the dimensions of
the OCB model, Boiral and Paillé (2012) propose OCBE as comprising eco-civic engagement
(voluntarily engaging in environmental activities of the organization), eco-helping (voluntarily
helping other coworkers address environmental concerns), and eco-initiatives (discretionary
behaviors and solutions to enhance environmental performance) (Luu, 2019). OCBE provides a
theoretical base for an employee’s behavior toward an environmental objective ultimately
contributing towards the organization’s corporate sustainability and financial performance.
Employees’ environmental behaviors as a form of OCBE encourage sustainability by reducing
personal as well as organizational consumption of resources (Gilal et al., 2019). Employees who
engage in sustainability behavior show high concerns for environmental pollution levels and

perform such tasks that help to reduce any sort of pollution.
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2.2 Corporate sustainability performance and financial performance

Companies must prevent and diminish their sustainable impact through corporate
sustainable and cleaner practices (Manrique and Marti-Ballester, 2017). The implementation of
strategies or practices that try to protect the natural environment reflects corporate sustainability
performance. If environmental protection can bring benefits, companies will actively fulfill their
responsibility. Therefore, they will pay more attention to them. Thus, environmental protection
and economic benefits will be in harmony. Thereby, it is important to examine the relationship
between corporate sustainability performance (i.e., implementing sustainable operations,
environmental protection, ecological regulations, pollution prevention technologies or waste
reduction practices) and financial performance impact (Latan et al., 2018a; Song et al., 2017). To
do this, there needs to be a connection and balance between the different sustainable operational
activities, the effective management of stakeholders and the corporate finance perspective.
Corporations that integrate the concept of sustainability into their main strategies are likely to
achieve a favorable corporate sustainability performance.

In sum, lowering capital costs together with access to more and better financial and political
resources has an impact on the capital structure, risk exposure (Wang et al., 2020), and profit
margins. This, over the course of time, should improve the financial performance of the
environmental company. Therefore, we believe that corporate sustainability performance may
cause a positive impact on financial performance. Thus, this paper proposes the following

hypothesis:

H1. Corporate sustainability performance is positively related to financial performance in

1ISO14001 certified companies.
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2.3 Links between adaptive capability, corporate sustainability performance and financial
performance

Adaptive capability is defined by Luers et al. (2003) as “the extent to which a system can
modify its circumstances to move to a less vulnerable condition” (p.259). Starr et al. (2003) point
out that this ability allows companies to alter their operations, management systems, strategies,
governance structure, and decision-support capabilities to resist agitations and disturbances. Staber
and Sydow (2002) explain that adaptive capability is a dynamic process of continuous and quick
learning based on organizational unlearning that attempts to identify and capitalize on emerging
market and technology occasions to advance and apply new innovative ideas. These new ideas
would enable firms to be more responsible towards environment while new ideas in operations
always bring financial benefits. In recent years, because of the increase in environmental problems,
companies have been forced to reduce their negative impact on the environment while contributing
to corporate sustainability. Thus, the quick adaptability of companies has allowed them to develop,
implement and adapt corporate sustainability practices that help prevent and reduce the
environmental impact caused by internal and external problems as well as to increase the
credibility of firms in terms of financial matters. The protection of the environment together with
the attempt to minimize corporate environmental damage are signs of the sustainability
performance of companies (Féres and Reynaud, 2012). Consequently, the adaptive capability to
the new more sustainable scenario together with the implementation of the company’s
environmental practices could positively affect organizational performance including corporate
sustainability performance as well as financial performance. For example, companies could
reduce, recycle and reuse the natural resources and waste used in the production system which will

ultimately lead to reduce cost. This is in line with the principles of circular economy, which is

10
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essentially based upon the effective use of resources (Goyal et al., 2018). This would not only
allow them to improve the company’s green image but could also reduce its financial costs
associated with the operating cycle. Thus, companies should see these sustainability practices and
strategies based on the protection of the environment and society as a positive corporate
sustainability benefit (Gomez-Bezares et al., 2017). The ability to adapt to a more sustainable
scenario will not only result in cost reduction but will also lead to improved corporate financial
performance. Thus, developing adaptability capacities can play a key role in generating broader
organizational benefits that enable companies to reap higher profits (Gomez-Bezares et al., 2017),
or shareholder wealth. Therefore, we predict that adaptive capacity improves corporate
sustainability performance and financial performance.

The preceding arguments bridge the relationships among adaptive capability, corporate
sustainability performance, and financial performance. Implicitly, corporate sustainability
performance serves as a mediator in the effects of adaptive capability on financial performance.
Firms might not be able to reduce the cost of operations until they do not focus on sustainability
strategies which support cleaner, reduction, recycle, reuse the natural resources and waste used in
the production system (Gomez-Bezares et al., 2017; Goyal et al., 2018). Thus, firms need to focus
on cleaner sustainable strategies in operations which will in return reduce cost of operations
ultimately leads to high level of revenues (GOmez-Bezares et al., 2017). Recognizing potential role
of corporate sustainability performance in linking antecedents and key outcomes of firm, it is
required to investigate the potential mediating mechanism of corporate sustainability performance
between organizational factors (such as adaptive capability leading to organizational performance)
and firms’ outcomes is needful in increasing the understanding and effective pathway to leading

high levels of organizational performance. Therefore, this study expects that corporate

11



O©CO~NOOOTA~AWNPE

sustainability performance holds intervening power between the relationships triggered from
adaptive capability, such that the effect of adaptive capability on financial performance could be
stronger via corporate sustainability performance than the direct effect of adaptive capability on
financial performance. This suggests that corporate sustainability performance mediates the
relationship between adaptive capability and financial performance. Based on the above theoretical
reasoning, we suggest the following hypotheses:
H2. Adaptive capability is positively related to corporate sustainability performance in
1SO14001 certified companies.
H3. Adaptive capability is positively related to financial performance in 1ISO14001 certified
companies.
H4. Corporate sustainability performance positively mediates the relationship between adaptive

capability and financial performance in 1ISO14001 certified companies.

2.4 Links among environmental behavior, corporate sustainability performance and financial
performance

Environmental behavior refers to “such behavior which is generally (or according to
knowledge of environmental science) judged in the context of the considered society as a
protective way of environmental behavior or a tribute to the healthy environment” (Krajhanzl,
2010, p. 252). At the organizational level, corporations should adopt decision-making
environmental behavior to meet their own green goals and protect the environment. As a result,
companies implement environmentally-friendly initiatives in their operations and human resource
management to acquire long-term competitive advantages (Shen et al., 2018; Hameed et al., 2020).

Moreover, these initiatives will allow them to comply with the environmental responsibility

12



O©CO~NOOOTA~AWNPE

demanded by their stakeholder (Boiral et al., 2018) and the actual environmental legislation and
regulations.

Paillé and Boiral (2013) study the effect of environmental behavior in work settings to
improve sustainability practices and performance. Ronnenberg et al. (2011) found evidence to
explain that corporate sustainability strategies help companies to achieve better environmental
performance through standardized organizational practices. Another study by Kim et al. (2019)
examined the effect between employees’ eco-friendly behavior and environmental performance.
Hameed et al. (2020) note that workers’ environmental behavior should align with corporate
sustainable management. For this, companies ought to motivate employees to carry out sustainable
and cleaner activities. In return, environmental behavior will allow increasing the firm’s
sustainability performance, like so the development of new green products or processes and
thinking about the relocation of production to countries with greater environmental awareness. All
of this will allow operating costs to be reduced. Not only that, but environmental behavior will
permit companies to go one step ahead of their competitors and comply with environmental
legislation (if they do not want to be fined). Further, corporate sustainability performance attracts
environmentally-conscious customers and investors (Flammer, 2015), increases stock prices
(Waddock and Graves 1997), enhances environmental image and reputation and attracts subsidies
and tax discounts (Song et al., 2017). This will translate into increased sales rate (Porter and Van
der Linde, 1995), profitability growth (King and Lenox, 2001) and return on assets and investment
(Waddock and Graves, 1997), and income stability.

Ultimately, it is important to point out that environmental behavior can raise the value of
the firm (Song et al., 2017). Investment in workers’ environmental behavior can be beneficial for

increased organizational incomes. This way, if the benefits are sufficient to cover the initial

13
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investment, the company will continue to invest in environmental protection (Song et al., 2017).
Heal (2005) also shows that corporate environmental behavior can yield benefits that include
improved economic performance, reduction of business risk, increase of corporate value, and
satisfaction of shareholders’ interests. Only in this way can corporate performance generate long-
term profitable and successful financial performance.

Limited studies are available which have attempted to explore the intervening role of
corporate sustainability performance, despite its potential implications. Therefore, the study
attempts to explore the intervening role of corporate sustainability performance on the relationship
between environmental behavior and financial performance. Since, environmental behavior in
work settings is crucial for environmental and organizational performance including corporate
sustainability and financial performance (Paillé and Boiral, 2013) while corporate sustainability
performance is critical for financial performance (King and Lenox, 2001; Porter and Van der
Linde, 1995; Waddock and Graves, 1997), therefore, this study expects that corporate
sustainability performance also holds indirect influential power between the relationships triggered
from environmental behavior, such that the effect of environmental behavior on financial
performance could be stronger via corporate sustainability performance and weaker in cases in
which environmental behavior directly affect financial performance. These arguments lead to
conclusion that corporate sustainability performance mediates the relationship between
environmental behavior on financial performance. Based on these theoretical arguments, we

propose the following hypotheses:

H5. Environmental behavior is positively related to corporate sustainability performance in

1SO14001 certified companies.

14



O©CO~NOOOTA~AWNPE

H6. Environmental behavior is positively related to financial performance in 1ISO14001 certified
companies.
H7. Corporate sustainability performance positively mediates the relationship between

environmental behavior and financial performance in 1ISO14001 certified companies.

Following previous studies (Akgun et al., 2012; Ali, 2021; Dal Maso et al., 2018; Masri
and Jaaron, 2017), this study includes four firm-level variables as control variables. Particularly,
this study control firm’s size, age, industry type and firm type because of their potential effects on
imitation and innovation strategies and sustained competitive advantage. Large organizations are
believed to have plenty of resources including financial resources and revenue to engage and
support their initiatives while small organizations have resource constraints (Masri and Jaaron,
2017). Old organizations are more likely to have accumulative industrial experiences and are
believed to be more well established. The industrial experiences enable the organizations to
manage their resources and plans effectively. The industrial differences are more likely to
influence performance of the organizations. Finally, firm type such as manufacturing versus services

may influence performance of the organizations.

3. Methods
3.1 Research context

The study focuses on Saudi Arabia as primary context for this study. Environmental
protection is the responsibility of every government, organizations, and individuals. Sustainability
including environmental protection, green sustainable development, and eco-friendly environment
are top of the agenda of all developed and developing countries and Saudi Arabia is no exception.
The Saudi Arabian government gives great importance to protecting the environment, developing

it and preserving it from pollution. Saudi Arabia has recently launched multi-million projects, such

15
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as the “Green Saudi Arabia” and “Green Middle East” initiatives, in continuation of its pioneering
role in protecting and preserving the environment and contributing to finding solutions to the
global climate crisis. This is due to the fact that it is one of the most important oil-exporting
countries in the world. In addition, Saudi Arabia follows balanced and integrated policies through
planning and implementing development programs and projects to ensure that they do not have a
negative impact on the environment. The Environmental Protection Law in Saudi Arabia was first
launched in 1980s, and it has been updated numerous times. The government monitors all
stakeholders in making sure they strictly follow rules and regulations which cover several
environmental aspects, such as preserving natural resources, conserving water, wildlife and
conservation resources, marine environmental pollution, air pollution, materials for chemicals,
waste management and environment, occupational health, and public utilities. As a result, all
stakeholders follow these laws and regulations to promote environmentally friendly initiatives and

practices that protect the environment.

3.2 Data collection and sample

As quantitative-oriented research, this study employed a deductive approach to investigate
the structural associations among adaptation capability, environmental behavior, corporate
sustainability performance and financial performance. This methodology is suitable to address the
research question since it offers an objective criterion to investigate the structural associations
(Enkel et al., 2017). Furthermore, this approach increases the quantitative-oriented research
focusing on environmental concerns, corporate sustainability, and financial performance (Jabbour
et al., 2020; Latan et al., 2018a, 2018b; Nisar et al., 2021; Umrani et al., 2020; Wang et al., 2021).

The data collection for this study was part of a larger project study investigating green

human resource management, corporate sustainability and financial performance, environmental
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issues, and environmental responsibility in companies within Saudi Arabia. The primary data for
this study were collected from participants working in various industries in Saudi Arabia to ensure
generalizability. Following previous studies (Jabbour, 2015; Jabbour et al., 2015 Latan et al.,
2018a; Wang et al., 2021), the required sample was collected from ISO 14001 certified companies,
the selection of which was more appropriate because such companies have a strong commitment
towards environmental responsibility and strong environmental management systems, focusing on
environmental policy, the assessment of environmental aspect and impacts, and management
review for environmental issues (Latan et al., 2018a). Due to the unavailability of a comprehensive
database, several sources were used to identify desired companies for data collection. These
sources include Chambers of Commerce and Industry, General Authority for Statistics database,
Ministry of Finance and National Economy, the ISO Organization, 1ISO consulting firms and local
industrial associations. The contact information included city location and industrial classification
of all 1ISO 14001 certified companies in Saudi Arabia. Uncertified companies and those which did
not intend to obtain ISO 14001 certification soon were excluded from the data collection. A data
collection team of twelve members including four senior undergraduates, four MBA students, and
four Executive MBA students were hired and trained for data collection. The master students were
included during the questionnaire development process. The data collection team was successful
in reaching out to the middle managers, top managers and those who were in charge of
environmental management systems and ISO 14001 implementation in the desired companies.
Consent to participate in the survey was obtained either by email or mobile phone; personal visits
were not possible because of the Covid-19 pandemic. The preferable way of communication in
Saudi Arabia is via the WhatsApp messaging service. The contact details of the 750 participants

were used to send them an online e-survey. An online e-survey was designed using the free-of-
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charge Google Doc service, and a link was shared with the potential participants through
WhatsApp. The data was collected during October—November 2020. Since all questions were
made mandatory, the participants could not proceed to the next question until they had responded
to the previous one. Though there were no missing values found in the survey, data were examined
for possible outliers and unengaged responses. As a result, 327 responses were received which
gives a response rate of 43.60%, which is in the acceptable range in similar organizational research
studies (Latan et al., 2020). Of which ten were excluded from the MS Excel datasheet because of
outliers and unengaged responses. Therefore, the final sample comprised 311 firms, which were
diversified in terms of firm profiles (i.e., age, size, industry type, and firm type) as shown in Table
1.

In this study, several sampling biases checks were made to strengthen the results of PLS-
SEM and ensure transparency practices (Latan, 2018). First, for a non-response bias test, the
comparison between two sample groups (early and late responders) were examined in terms of
demographic characteristics and model variables. The results of comparison did not show any
significant differences at p < 0.05, suggesting that differences in the two groups of responders were
not related to non-response bias. Second, the t-test on the means difference between the two groups
showed non-statistically significant results at p>0.05, suggesting no mean differences were found
in the two sample groups. Third, the homogeneity of variance was assessed through Levene’s test.
The result showed significant results at p>0.05, suggesting the assumption of equivalent variance
in research variables. Finally, the common method bias (Podsakoff et al., 2012) was checked
through examining a full collinearity variance inflation factor (AFVIF) approach (Kock, 2015).
The analysis result provided evidence that the highest value of AFVIF of all variables was 2.19

which is less than 3.30, suggesting that common method bias does not exist in the dataset.

18



O©CO~NOOOTA~AWNPE

*rxxExE* please insert Table 1 about herg ********

3.3 Measure

The development and refinement of survey includes several stages. First, the literature on
adaptive capability, environmental behavior, corporate sustainable performance, and financial
performance was the object of thorough review. Second, as the survey was distributed in Saudi
Arabia, the original survey items were first prepared by two research team members into English
and then translated into Arabic language by four other local experts from research team members.
For translation equivalence accuracy, the three independent local experts back-translated the
Arabic version of survey items into English language (Mullen, 1995). Third, the first draft of the
questionnaire was pre-tested in a rigorous process to check its structure and design, such as if the
questions were easily understandable, and that no ambiguity existed in the questions. The draft
was shared with scholars and experts on the subject-matter for discussion and reflecting on, to
assess content validity of the survey. Fourth, a pre-test with 5-10 participants is suitable to
determine the issues related to the survey questionnaire’s design (Burns and Bush, 2003).
Therefore, a pre-test of Arabic version was conducted by thirteen participants (one professor and
four senior undergraduates, four MBA students, and four Executive MBA students with
professional experience) to check the face validity and appropriateness of the draft of the
questionnaire for the Saudi context. Finally, after the pre-test by six participants, ten professionals
reviewed the draft of the questionnaire to identify if there was any difficulty reading the Arabic
version of the survey questionnaire. Based on several feedback meetings with these professionals,
some modifications were recommended in the survey items for consistency of semantic

connotation between Arabic and English languages, and overall readability of the Arabic version.
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The final draft of the designed questionnaire was used for the pilot study. Interested readers can
get the Arabic version of the questionnaire from the authors.

A pilot survey was administered to a convenience assessment sample of 81 potential
participants to perform preliminary data analysis. The results of reliability of the variables
provided evidence that the values of Cronbach’s alpha and composite reliability were higher than
0.70, indicating an adequate reliability of all variables.

For all variables, the survey items used in this study are primarily adopted and used from
existing validated scales. All survey items and responses, unless specified otherwise, are measured
on a seven-point Likert-type scale with response options from 1 (strongly disagree) to 7 (strongly
agree). To measure adaptive capability, this study adopted the scale used in Akgun et al. (2012)
and Monferrer et al. (2015), which is based on prior work (Gibson and Birkinshaw, 2004). Three
items were used to measure this scale. The scale of financial performance was adopted from Ni et
al. (2015) using four items. The four items scale to measure employees’ environmental behavior
was adopted from Zwarun and Hall (2012). The scale of corporate sustainability performance was
adopted from Tomsic et al. (2015). Seven items were used to measure this scale. Table 1 presents

the profile of the respondent firms. Appendix A shows the items used in the survey questionnaire.

3.3. Statistical method

This study chooses multivariate statistical technique such as structural equation modelling
(SEM) to examine measurement and structural models. The application of SEM is widely accepted
in social science since it provides researchers with sufficient means for examining and modifying
the associations among constructs, while it offers great potential for further development of testing
theory and modification of the association among proposed structural relationships (Jabbour et al.,

2020). Currently, two widely practiced SEM techniques are available, that is, covariance-based
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SEM (CB-SEM) and variance-based SEM (partial least squares-SEM) (Hair et al., 2017; Richter
et al., 2015; Rigdon et al., 2017; Sarstedt et al., 2016). PLS-SEM is widely used, including
environmental management and sustainable research (Jabbour et al., 2020; Latan et al., 2018b).
This study argues that the application of PLS-SEM via SmartPLS 3 software (Ringle et al., 2015)
IS more appropriate for the scope of this study (Latan, 2018; Latan et al., 2018b; Rigdon, 2016)
because: (1) PLS-SEM is a more suitable approach for prediction-oriented research (Chin, 2010;
Hair et al., 2012; Richter et al., 2015; Sarstedt et al., 2016). (2) PLS-SEM is a more appropriate
technique while testing complex relationships in the structural models concerning the associations
among the latent variables (Richter et al., 2015; Sarstedt et al., 2016), whereas the model being
tested is considered in large systems (Latan et al., 2018b). Finally, PLS-SEM is a valuable
approach for testing the relationship between latent variables which is believed to be an early stage
of development of testing theory or theory extension (Richter et al., 2015; Sarstedt et al., 2016).
Before analyzing the model, the sample size was calculated according to Cohen’s (1992) rule. The
minimal sample size recommended for this study is 66 (power 80%, significance level of 5%, R?
<0.15 and maximum number of independent variables pointing at a dependent variable are 3). In
addition, using statistical power analysis via the G*Power 3.1.9.2 program (Faul et al., 2007), the
minimum sample size required for this study is 77 (where level of power = 0.80, effect size = 0.15,
significance value = 0.05 and number of predictors = 3). The estimation for sample size in both

analyses suggests that the sample size in this study is not an issue.

4. Results
4.1 Measurement model assessment
This study follows recent guidelines suggested by Latan (2018) based on Hair et al. (2017)

to report the results of measurement model. First, the convergent validity is assessed through

21



O©CO~NOOOTA~AWNPE

examining individual item reliability by looking at standardized factor loadings and the analysis
of average variance extracted (AVE) index. A general rule of thumb required for the acceptance
of an item is that a standardized factor loading value should be >0.70 (Fornell and Larcker, 1981),
while an item with standardized factor loading value should be >0.50 in research of an exploratory
nature (Nunnally, 1978). During the preliminary analysis of standardized factor loading values, all
indicators used in the final measurement and structural models have standardized factor loading
values with an acceptable value of > 0.70, except for two items from the sustainable performance
(i.e, SC5 and SC6). The deletion of these two items is consistent with the original scale (Tomsic¢
et al., 2015). All standardized factor loading values are above the minimum acceptable value and
are strongly statistically significant at 0.01 percent with two-tailed test (Roldan and Sanchez-
Franco, 2012) as shown in Table 2. Therefore, individual item reliability via standardized factor
loading values shows acceptable convergent validity in the measurement model. Secondly, the
analysis of AVE confirms the convergent validity for each multi-item construct. An acceptable
value for AVE is > 50, which reflects that 50 percent of the item variance should be accounted for
(Fornell and Larcker, 1981). As shown in Table 2, the values of AVE for all multi-item constructs
are above the minimum threshold value suggesting acceptable convergent validity in the
measurement model. In addition, the internal consistency reliability of the multi-item constructs is
calculated through construct reliability using three measures: Cronbach’s alpha, Dijstra-Henseler’s
and composite reliability. Hair et al (2017) recommends a general rule of thumb required for these
reliability measures is a value of >0.70. Table 2 reports that the Cronbach’s alpha values are ranged
from 0.70 to 0.86, the Dijstra-Henseler’s values are ranged 0.71 to 0.87, and the composite
reliability values are ranged from 0.82 to 0.90, suggesting acceptable internal consistency

reliability of the multi-item constructs (Henseler et al., 2015).
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*FrxxExE* please insert Table 2 about herg ********

The discriminant validity of the multi-item constructs is calculated by using two criteria:
the Fornell-Larcker criterion and the heterotrait-monotrait ratio of correlations (HTMT) criterion.
According to the Fornell-Larcker criterion, the square root of a multi-item construct’s AVE should
be greater than the absolute value of their bivariate correlation with all opposing dependent
constructs (Fornell and Larcker, 1981). The results in this study meet this criterion as shown in
lower-left half of Table 3, the square root of each multi-item construct’s AVE is higher than its
absolute value of bivariate correlation with other multi-item constructs (Fornell and Larcker,
1981). Finally, the HTMT is an estimate of the correlation between multi-item constructs, which
is consistent with the disattenuated construct score (perfectly reliable). According to the HTMT
criterion, a general rule of thumb is that for assessing discriminant validity, the value of HTMT
index should be <0.85 or < 0.90 for all multi-item constructs in the structural model (Franke and
Sarstedt, 2019). The results in this study meet this criterion as shown in upper-right half of Table
3; the HTMT values via the correlation between two construct measurements is >0.85. These
analyses suggest that there is no evidence of a lack of discriminant validity, and it concludes that

all multi-item constructs are sufficiently distinct from each other in the structural model.

Fxxxxkx* please insert Table 3 about herg ********

4.2 Structural model assessment

Structural model is assessed following the updated guidelines in Hair et al. (2017). In this
study, collinearity in the structural model is assessed through examining the values of variance
inflation factor (VIF). The results reported in Table 3 suggest that VIF values are below the
threshold of 3.3 indicating no vertical or lateral collinearity between independent and dependent

variables (Kock and Lynn, 2012). The coefficient of determination (R?) values for corporate
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sustainability performance and financial performance indicate that theoretical model explains 42%
and 59% of the variance of the construct respectively, which is considered as satisfactory in-sample
predictive power of the structural model predictability. The R? values are further confirmed by the
predictive relevance (Q?) of structural model fit resulting from the blindfolding technique. The
predictive relevance for corporate sustainability performance (0.27) and financial performance
(0.30) are above zero, suggesting a satisfactory level of predictive relevance of model fit in terms
of out-of-sample prediction. Furthermore, in present study, the effect size (f°) measures if a
predictor (exogenous) construct has a substantive impact on an endogenous construct’s R%. The
threshold values of f2 are as follows: small = 0.02, medium = 0.15, and large 0.35 (Chin, 1998).
Table 4 reports the results for the effect size f2. The effect size (f?) values are obtained for all the
predictors in the structural model, which are ranged from 0.07 to 0.23, covering the small and

medium categories.

Frxkxkx* please insert Table 4 about herg ********

4.3 Hypothesis testing (direct and mediating effects)

4.3.1 Direct effects (H1-H4)

To assess the direct relationship hypotheses (H1- H5), the significance levels of direct path
coefficients are obtained using the bootstrapping procedure (with number of 5000 bootstrap
samples and 311 bootstrap cases; using no sign changes). Figure 1 and Table 4 provide the results.
The empirical results show that corporate sustainability performance is positively related to
financial performance (H1; g = 0.24; p<0.001, BCa-Clgse [0.14, 0.36]). Therefore, H1 is accepted.
The results also demonstrate that adaptation capability is positively related to corporate
sustainability performance (H2; p = 0.48; p<0.001; BCa-Closy [0.38, 0.56]) and financial

performance (H3; 5 = 0.29; p<0.001; BCa-Clgse [0.19, 0.40]); therefore, H2 and H3 are accepted.
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The results also demonstrate that environmental behavior is positively related to corporate
sustainability performance (H5; p = 0.23; p<0.001; BCa-Clgse [0.13, 0.33]) and financial

performance (H6; # = 0.36; p<0.001; BCa-Clgsy [0.24, 0.47]); therefore, H5 and H6 are accepted.

4.3.2 Mediating effects (H4 and H7)

The proposed structural model (Figure 1) reflects a partially mediated model. More
specifically, this study investigates whether corporate sustainable performance serve a significant
mediating role in the model. Following updated guidelines in Nitzl et al. (2016), which are based
on Zhao et al. (2010), the non-parametric bootstrapping method embedded in SmartPLS 3 software
(Ringle et al., 2015) is used to generate t-values, significance level, p-values as well as the
corresponding 95% BCa bootstrap confidence intervals for examining the significance of the
mediating effects (Hair et al., 2017; Sarstedt et al., 2020). Consistent with H4, that corporate
sustainability performance positively mediates the relationship between adaptive capability and
financial performance, the results of mediation analysis show that adaptation capability has a
significant total effect on financial performance (f = 0.41; p<0.001; BCa-Close [0.31, 0.51]); when
adding corporate sustainability performance as a mediator, then the adaptation capability —
corporate sustainability performance — financial performance link is significant (H4; § = 0.12;
p<0.001; BCa-Clgsy [0.04, 022]); adaptive capability decreases its influence, but maintains a
significant direct effect on financial performance (H3; f = 0.29; p<0.001; BCa-Clgs [0.19, 0.40]).
Therefore, this result supports H4 and suggests a partial mediation between adaptive capability
and financial performance. Similarly, H7 predicts that corporate sustainability performance
positively mediates the relationship between environmental behavior and financial performance;
the results of mediation analysis show that environmental behavior has a significant total effect on

financial performance (f = 0.41; p<0.001; BCa-Clgsy [0.32, 0.52]); when adding corporate
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sustainability performance as mediator, then the environmental behavior — corporate
sustainability performance — financial performance link is significant (H7; g = 0.12; p<0.001,
BCa-Clgsy [0.04, 022]); environmental behavior decreases its influence, but maintains a
significant direct effect on financial performance (H6; # = 0.36""; p<0.001; BCa-Clgse [0.24,
0.47]). Therefore, this result supports H7 and suggests a partial mediation between environmental
behavior and financial performance.
4.4 Control variables

Table 4 reports the results of control variables. As shown in Table 4, several control
variables have positive and significant effects in the proposed structural model. In particular, firm
size is positively related to financial performance (f = 0.09; p<0.05; BCa-Clgsy [0.02, 0.10]).
Industry type is positively related to corporate sustainability performance (5 = 0.11; p<0.01; BCa-
Closy [0.05, 0.18]). Finally, firm type is negatively related to corporate sustainability performance
(8 =-0.07; p<0.05; BCa-Clgsy [-0.14, 0.00]). The results of the control variables are in line with

similar previous research (Akgun et al., 2012; Ali, 2021; Dal Maso et al., 2018).

*hxFxAxk please insert Figure 1 about herg *****x*x

5. Discussion and conclusion

5.1 Discussion of results

The first primary finding of this study confirms that corporate sustainability performance
affects financial performance. This finding provides additional evidence to previous studies that
corporate sustainability performance has a positive effect on financial performance (Achim and
Borlea, 2014; Charlo et al., 2015; Dal Maso et al., 2018; Jung et al., 2018; Kim et al., 2021; Laskar
etal., 2017; Weber, 2017). In addition, this finding adds further support and weight to the previous

studies which examine that the relationship between corporate sustainability performance and
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financial performance is asymmetric (Fujii et al., 2013; Latan et al., 2018b; Pierce and Aguinis,
2013) and bi-directional (Weber, 2017). The second primary finding of this study confirms that
adaptive capability directly impacts corporate sustainability performance as well as financial
performance. This finding provides additional evidence to previous studies that adaptive capability
has a positive effect on organizational performance including corporate sustainability performance
(Lee et al., 2001; Wei and Lau, 2010) and financial performance (Oktemgil and Greenley, 1997).
The finding of this study also confirms the antecedent’s role of adaptive capability to explore the
competitive benefits of adaptive capability. The evidence for adaptive capability as an antecedent
helps to explain corporate sustainability performance by which it helps to improve financial
performance. Based on the dynamic capability’s perspective, the adaptive capability as built on
antecedent role enables the organization to gain higher rent. The result of this study strengthens
the argument that adaptive capability provides support to both corporate sustainability
performance and financial performance. This finding provides one of the main theoretical and
empirical contributions of this study. The third primary finding of this study confirms that
employee’s environmental behavior directly affects corporate sustainability performance and
financial performance. This finding provides additional evidence to previous studies that
employees’ environmental behavior has a positive effect on organizational performance including
corporate sustainability performance (Ahmad et al., 2021; Hameed et al., 2020; Kim et al., 2019;
Nisar et al., 2021; Paillé and Boiral, 2013) and financial performance (Flammer, 2015; Heal, 2005;
King and Lenox, 2001; Song et al., 2017; Waddock and Graves 1997). Given the dearth of studies
of organizational outcomes or competitive benefits of environmental behavior, the examination of
environmental behavior with corporate sustainability performance and financial performance adds

to the literature on environmental behavior research. The result of this finding provides empirical
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evidence for the proposition that environmental behavior generates corporate sustainability
performance that promotes financial performance. The result of this study also confirms that
environmental behavior could be an antecedent of corporate sustainability performance and
financial performance, which is also another main theoretical and empirical contributions of this
study. The fourth and final primary findings of this study confirm that adaptive capability and
employees’ environmental behavior have indirectly impact on financial performance respectively.
These results suggest that corporate sustainability performance mediates the relationship between
adaptive capability and financial performance, and the relationship between employees’
environmental behavior and financial performance. The mediating role of corporate sustainability
performance is consistent with previous studies (Anwar, 2018; Latan et al., 2018a, 2018b; Magon

etal., 2018).

5.2 Theoretical contributions

This study contributes to both theory and literature in several ways. First, although research
has been devoted to outcomes of adaptive capacity and employees’ environmental behavior,
organizational antecedents of adaptive capacity and employee’s environmental behavior and have
been largely ignored. This empirical study contributes to the literature on organizational
citizenship behavior for the environment and the dynamic capabilities view of the firm by
assessing the antecedental roles of adaptive capacity and employees’ environmental behavior and
on corporate sustainability performance and financial performance. The challenge in the currently
hypercompetitive landscape deals with the firm’s ability to adapt to contextual conditions of
uncertainty, dynamism, and overnight change by means of the recurrent reconfiguration of its base
of resources and capabilities (Teece, 2007). By merging the two above-mentioned conceptual

strings to address the links between adaptive capability, environmental behavior and corporate
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sustainability performance, this study presents a novel perspective for financial performance
prediction. Second, this study focuses on adaptive capability and environmental behavior as
effective tools to improve corporate sustainability performance as it ultimately enhances financial
performance. For example, if a company has a rapid capacity to adapt an environmental behavior,
it will try to reduce its carbon footprint. In this way, they will improve their brand and reputation,
while reducing operating costs (Klassen and McLaughlin, 1996). Third, no studies have yet
analyzed the mediating effect of corporate sustainability performance in the framework of adaptive
capability and employees’ environmental behaviors as a form of dynamic capability and OCBE
respectively in cleaner production and environmental management research. Thus, the most
significant theoretical contribution comprised at this study deals with the assessment of the
mediation role of corporate sustainability performance between financial performance and its two
antecedents —adaptive capability and environmental behavior. Hence, the two antecedent
constructs can not only positively impact financial performance directly, but also positively
influence it indirectly through corporate sustainability performance. In other words, this paper
shows that corporate sustainability performance mediates the relationship between both antecedent

variables with financial performance, hence shaping a key enabler.

Finally, the present study is a valuable addition to the literature on the influence of
corporate sustainability on financial performance, a relationship that, despite having been

extensively discussed, has so far generated a great deal of debate and led to inconclusive results.

5.3 Managerial contributions
This study provides practical insights and implications for managers, practitioners, and
policy makers. First, this study reinforced the validity of adaptive capability as a driver of corporate

sustainability performance and financial performance. This study recommends that practitioners
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and policy makers should encourage the adaptive capability which will enable employees to find
alternative ways and flexible processes of doing their work and solving problems, which will help
the firms to handle the changing environmental conditions, ultimately enhancing the attainment of
more sustainable and cleaner operations and superior organizational performance (Akgun et al.,
2012; Gibson and Birkinshaw, 2004). Notwithstandingly, adaptive capability demands the
effective implementation of certain practices and behaviors on the part of both managers and
employees. These practices are related to a greater tolerance or acceptance of change, the ability
to question the status quo, organizational routines and prevailing paradigms, the search for new
formulas or work methods or innovative problem solving. Thus, firms may need to focus more on
how to make their managers and employees effective in generating the appropriate level of
adaptive capability. Hence, considering the important role of adaptive capability in sustaining a
corporate sustainability and financial performance, managers should proactively invest in training
their people to reap the benefits of implementing change, adaptability and environmental behavior.
Second, this study reinforced the validity of employees’ environmental behavior as a driver of
corporate sustainability performance and financial performance. This study recommends
organizational practitioners and policy makers to appreciate employees who reflect a high level of
pro-environmental behavior because employees’ environmental behavior and commitment
towards cleaner activities is pivotal in realizing organizations’ sustainability initiatives (Afsar et
al., 2020; Faraz et al., 2021; Saeed et al., 2019; Zwarun and Hall, 2012). This way, firms are
required to provide training and development to their employees regarding environmental practices
and initiatives. Moreover, firms should also give their employees the chance to put into practice
what they have learned during the training. In this manner, this knowledge received in the courses

and training, through practice, can be internalized, subsequently becoming routines and good
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practices that form part of the environmental behavior of employees. Firms could also stimulate
their employees’ environmental behavior and engagement with cleaner production by linking their
contributions to corporate sustainability performance to their performance appraisal and
compensation. Finally, managers, practitioners and policy makers are focused on the only
necessary and sufficient condition for the existence of a business: to achieve financial benefits.
And not only that, but companies may also try to maximize their annual profits to continue in the
market. For this, scholars have developed numerous research models that seek to explain that
internal capabilities, skills or behaviors need to achieve a financial performance (Gémez-Bezares
etal., 2017; Song et al., 2017; Torugsa et al., 2012). However, companies can not only worry about
increasing their financial performance. They must also be responsible with the preserving a more
sustainable and cleaner environment. So, they must apply special measures to take care of and
reduce the impact of business activity on the environment. These measures may translate into

changes in their abilities, knowledge or behavior.

5.4 Limitations and suggestions for future research

This study has several limitations that are requested to be addressed in future research.
First, though the structural relationships in the proposed model are confirmed, the results are still
based on exploratory analysis. This study provides a first step towards future research to examine
the association among employees’ environmental behavior, adaptive capability, corporate
sustainability performance and financial performance by using confirmatory analysis. Second,
considering mediation and moderation mechanisms in the structural relationships proposed in this
study would provide additional contributions to the literature. Third, the limited generalizability
of this study is acknowledged. Though the data for this study is collected from ISO 14001 certified

firms which have a strong commitment towards environmental management systems, the specific
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working culture and context of Saudi Arabia was difficult to control. The applicability of findings
of this study to the Middle East and North Africa (MENA) region and later in other emerging
economies would increase the generalizability of this study. Fourth, Fourth, comparative studies
between the Arab and non-Arabic companies would provide more deep insights about the findings
of this study. The comparative studies would confirm if adopting a Western standard of
environmental behavior - the ISO 14001 make any difference in the context of non-Western
(Arab). Fifth, using dyadic, time lagged, or longitudinal data in future studies would increase the
reliability and validity of the results which would help to capture variation in structural
relationships. sixth, given that both fostering adaptive capability and environmental behavior are
likely to entail a cultural shift at the corporate level, it might be very interesting to explore the
potential effect that corporate culture, and particularly a pro-environmental culture might exert
within the linkages comprised at the model. Finally, future studies should also attempt to study the
potential non-recursive tie between corporate sustainability performance and financial
performance. Given the existence of a separate approach that assesses the opposite link from
financial performance to environmental performance (i.e., Earnharty and Segerson, 2012), perhaps
a non-recursive model in which a particular variable is sometimes a cause and sometimes an effect

would be of utmost interest.
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Appendix A: Questionnaire items**

1=

Strongly Disagree, 2 = Disagree, 3 = Disagree somewhat, 4 = Undecided, 5 = Agree

somewhat, 6 = Agree, and 7 = Strongly Agree.

Adaptation capability

1.
2.

3.

The workers in our firm are able to find alternative ways of doing their work.
Our firm is able to develop flexible processes to respond rapidly to changes and
opportunities detected in our markets.

Our firm is able to change strategy rapidly according to our business priorities.

Environmental behavior

1.
2.

3.

4.

| believe that pollution levels are too high.
| believe that when companies manufacture things, they often release dangerous substances
into the air and water.

| believe that There are harmful substances in the air and water that we may not know we’re

being exposed to.
| am motivated to reduce pollution.

Corporate sustainability performance

1.
2.

We know enough about corporate sustainability.

Our operations are based on sustainable growth, social responsibility and environmental
protection.

Our attitude is that sustainability is one of the essential components of corporate culture.
We exploit environmental challenges and legislation to our advantage by developing new
greener products.

Ecological regulations restrict our business.

Due to ecological constraints we are thinking to relocate production to countries, where
ecological requirements are lower.

Sustainability is taken as an important route for long-term development of the enterprise.

Financial performance

Based on the targets set by your firm, please rate the performance in terms of

1. Market share growth
2. Sales growth

3. Reducing selling costs
4. Return on investment

“ The Arabic version may be asked from the first author.
T References of the all the scales are given in the paper - Section 3.3 — Measure.
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Figure 1: Conceptual model and Structural model results.
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Table 1

Demographic characteristics of the sample.

Click here to access/download;Table;Tables_R2.docx %

Personal information

Company information

Variable Items Variable Items

Gender Industr Hospital, health, clinic, and 32 (10.3%
Male 276 (69.7%) type ’ pharmaceutical ( )
Female 120 (30.3%) Consulting, service industry 36 (11.6%)

Age 20-30 years 119 (38.3%) Electronics, equipment, and cable 33 (10.6%)
31-40 years 134 (43.1%) IT, software, and telecommunication 31 (10.0%)
41-50 years 47 (15.1%) Chemical and associates’ products 36 (11.6%)
50s or above 11 (3.5%) Transportation and travel 32 (10.3%)

Education High school 27 (8.7%) Distribution and logistics 26 (8.4%)
Diploma 32 (10.3%) Finance and banking 28 (9.0%)
Bachelors 169 (54.3%) Construction 27 (8.7%)
Masters 78 (25.1%) Power plants 30 (9.6%)
Ph.Ds 5(1.6%) Firm age 1-5 years 71 (22.8%)

Position Operational level employees 97 (31.2%) 6-10 years 86 (27.7%)
Basic level leaders 74 (23.8%) 11-15 years 54 (17.4%)
Middle level manager 77 (24.8%) 16 and more years 100 (32.2%)
Senior manager 22 (7.1%) Firm size 1-49 employees 84 (27.0%)
CEO 6 (1.9%) 50-200 employees 92 (29.6%)
Others” 35 (11.3%) 201 and more employees 135 (43.4%)

Experience 0-2 years 54 (17.4%) Firm type Manufacturing 114 (36.7%)
2-5 years 106 (34.1%) Services 197 (63.3%)
6-9 years 80 (25.7%) Certification 1SO 14001 certified 175 (56.3%)
10-15 years 46 (14.8%) In process of getting 1ISO 14001 89 (28.6%)

certification
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16 and more years 25 (8.0%)
Department HR 69 (22.2%)
Sales 40 (12.9%)
Marketing 45 (14.5%)
Production 46 (14.8%)
Customer service 33 (10.6%)

Others®

78 (25.1%)

Intention to get ISO 14001 certification

47 (15.1%)

Note: “Other includes research and development, logistics department, IT and technology department, and finance and

accounting department.



Table 2
Measurement model results.

Constructs Code PCA SFL SE tvalue®® a CR pa® AVE“
Adaptive capability 0.74 075 0.85 0.65
AC1 0.76 0.74 0.04 18.99
AC2 0.81 0.82 0.03 32.36
AC3 0.85 0.86 0.02 48.25
Environmental behavior 0.75 0.76 0.84 0.56
EB1 0.73 0.66 0.06 11.73
EB2 0.78 0.80 0.03 29.90
EB3 0.79 0.76 0.03 23.80
EB4 0.71 0.77 0.03 31.28
Corporate sustainability performance 0.86 0.87 090 0.65
SC1 0.78 0.81 0.02 36.73
SC2 0.79 0.80 0.02 33.12
SC3 081 0.82 0.02 40.31
SC4 0.78 0.78 0.03 30.44
SC5” 042 0.33 0.08 3.89
SC6” 0.47 0.39 0.08 4.96
SC7 0.78 0.80 0.03 31.22
Financial performance 0.70 071 082 053
FP1 0.77 0.79 0.02 36.37
FP2 0.75 0.73 0.04 20.54
FP3 0.62 064 0.05 13.42
FP4 0.76 0.74 0.03 24.78

Control variables

Firm size SIZE 1.00 0.00 0.00 1.00 1.00 1.00 100 1.00
Firm age AGE 1.00 0.00 0.00 1.00 1.00 1.00 100 1.00
Industry type IND 1.00 0.00 0.00 1.00 1.00 1.00 100 1.00
Firm type TYPE 1.00 0.00 0.00 1.00 1.00 100 100 1.00

Note: * Items have low factor loadings, and were deleted accordingly; PCA = Principal component analysis;
SFL = Standardized factor loadings; SE = Standard error; ® Test-statistics are obtained by 500 Bootstrap

runs; ® Absolute t-values > 1.96 are two-tailed significant at 5 percent; o. = Cronbach’s Alpha; CR =

Composite reliability; ¢ Dijstra-Henseler’s rho; AVE = Average variance extracted; ¢ Percentage of variance

of item explained by the latent variable.



Table 3
Mean, standard deviations, correlations and discriminant validity results.

Construct Mean SD VIF 1 2 3 4 5 6 7 8
1. Adaptive capability 499 130 19 081 074 075 090 018 021 003 0.6
2. Environmental behavior 481 119 159 0577 075 o061 088 008 011 004 007
3. Corporate sustainability performance  4.48 122 174 0617 0517 080 079 010 014 012 0.3
4. Financial performance 490 112 222 0657 0.65" 061 073 020 017 009 0.03
5. Firm size' 216 082 196 0167 0.08 0.09 016" 1.00 070 004 0.06
6. Firm age’ 259 116 1.97 018" 0.08 013" 0.14° 069" 100 001 0.02
7. Industry type’ 638 385 107 003 000 011 008 0-04 001 1.00 0.20
8. Firm type' 163 048 108 0.13° 002 001 0.02 006 0.02 020" 1.00

Note: Significance levels: p<0.05"; p<0.01™"; SD = Standard deviation; NA = not applicable;
Diagonal and italicized elements are the square roots of the AVE (average variance extracted);
Below the diagonal elements are the correlations between the construct’s values;

Above the diagonal elements are the HTMT values;

"The AVE value is not meaningful criterion for single-item measures.



Table 4

Significant testing results of the structural model path coefficients.

Standardized Significant 95% BCa Effect size
Structural Path Path p-value difference  Confidence ) Conclusion
coefficient (p <0.05)? interval
Total effects
Adaptation capability — Financial performance_ 0.41™ 0.00 Yes (0.31,0.51) 0.12
Environmental behavior — Financial performance 0.41™ 0.00 Yes (0.32,0.52) 0.19
Direct effects
Corporate sustainability performance — Financial 0.24™ 0.00 Yes (0.14, 0.36) 0.08 H1 is accepted
performance
Adaptation capability — Corporate sustainability 0.48™ 0.00 Yes (0.38, 0.56) 0.23 H2 is accepted
performance
Adaptation capability — Financial performance 0.29™ 0.00 Yes (0.19, 0.40) 0.12 H3 is accepted
Environmental behavior — Corporate sustainability 0,23 0.00 Yes (0.13, 0.33) 0.07 H5 is accepted
performance
Environmental behavior — Financial performance 0.36™" 0.00 Yes (0.24,0.47) 0.19 H6 is accepted
Mediating effects
Adaptation capabl_llty - Corporate sustainability 012" 0.00 Yes [0.04, 0.22] H4 is accepted
performance — Financial performance
Environmental be_hawo_r — Corporate sustainability 0.06" 0.01 Yes [0.03, 0.31] H7 is accepted
performance — Financial performance
Non-hypothesized (control variables)
Firm size — Corporate sustainability performance -0.02" 0.38 No (-0.10, 0.07) 0.00
Firm size — Financial Performance 0.09" 0.02 Yes (0.02, 0.10) 0.01
Firm age — Corporate sustainability performance 0.03 0.29 No (-0.06, 0.13) 0.00
Firm age — Financial Performance -0.03 0.25 No (-0.11, 0.05) 0.00
Industry type — Corporate sustainability performance 0.11™ 0.00 Yes (0.05, 0.18) 0.02



Industry type — Financial Performance 0.05 0.08 No (-0.01, 0.11) 0.01

Firm type — Corporate sustainability performance -0.07" 0.04 Yes (-0.14, 0.00) 0.01
Firm type — Financial Performance -0.04 0.14 No (-0.10, 0.02) 0.00
Determination coefficients (R?) and predictive relevance (Q?) of endogenous (omission distance=7).

R2 (Corporate sustainability performance) = 0-42; Q2 (Corporate sustainability performance) = 0-27;

R2 (Financial performance) = 0-59; Q2 (Financial performance) = 0.30;

Note: ns = non- significant; « (0.05, 4999) = 1.645; t (0.01, 4999) = 2.327; t (0.001, 4999) = 3.092.
“p<0.05; 7p<0.01; " p<0.001, based on t (4999), one-tailed test.
BCa = Bias corrected confidence interval. Bootstrapping based on n = 5000 subsamples
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