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With the significant growth of problems relating to the natural environment, an increasing
number of firms are engaged in environmentally friendly activities. This paper reports the results
of a study conducted among 153 small-sized manufacturing units located in Cyprus, focusing on
the external drivers and financial outcomes of their eco-friendly orientation. The findings con-
firmed the instrumental role of environmental regulations, environmental public concern, com-
petitive intensity, and market dynamism in harnessing an eco-friendly orientation within the
small firm. They also underline the critical role of this orientation in enhancing the firm’s
financial results, although this link was found to be stronger when the firm possesses adequate
resources and capabilities committed to environmental activities. Our study contributes to the
literature by putting together, in a theoretically anchored, integrative, and causal fashion, con-
cepts and ideas that touch upon important aspects of small firms’ environmental behavior that
have been only tangentially studied in the past, namely the role of external forces in stimulating
sensitivity to green issues, the dynamics of forming an ecological orientation within the organi-
zation, the positive link between eco-friendly thinking and financial performance, and the
importance of supporting ecological actions with appropriate organizational resources/
capabilities. Critical implications for small business managers and public policymakers are also
derived from the study findings.

Introduction
The rapid pace of industrialization in recent

decades has been responsible for the signifi-
cant growth of problems associated with the
natural environment, such as global warming,
water pollution, soil erosion, ozone depletion,

and declining biodiversity (Banerjee 2002;
Gadenne, Kennedy, and McKeiver 2009;
Shrivastava 1995). Although the individual
effect of small manufacturing firms on harming
the environment is negligible, their collective
impact is substantial, estimated at approxi-
mately two-thirds of total industrial pollution
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(Hillary 2000). However, there are indications
that small firms are unaware of their own
environmental impact, have low eco-literacy
levels and limited understanding of the benefits
accrued from eco-friendly actions, consider
green practices as too costly and risky to
implement, are inadequately informed of the
prevailing environmental legislation and its
repercussions, and resist voluntary initiatives
aiming to promote environmental self-
regulation within their specific industrial sector
(Revell and Rutherfoord 2003).

Various obstacles are responsible for pre-
venting small firms from engaging in environ-
mentally friendly business practices, such as (1)
the absence of an appropriate organizational
structure, culture, and policy that will support
green approaches (del Brio and Junquera 2003;
Masurel 2007); (2) the possession of limited
financial, human, technological, informational,
and allied resources that are vital in supporting
ecological operations (Tilley 1999); (3) the
adoption of a short-term business perspective,
which does not allow for the anticipation of
new trends in the industry, such as future envi-
ronmental regulations, new clean technologies,
and innovative green products/services
(Verheul 1999); (4) reliance on a single owner/
manager who is confined by preexisting values
that, in many cases, are guided by profit rather
than sensitivity to environmental issues
(Schaper 2002); and (5) heavy dependency on
external organizations and/or associations to
implement environmental initiatives, especially
when these involve a significant amount of
investment (Verheul 1999).

Despite these obstacles, several compelling
reasons are pressing small firms to adopt a
strategic orientation toward environmental
activities. First, legislation regulating environ-
mental practices is increasingly becoming more
strict, and in many cases imposing severe pen-
alties on firms not abiding by the law (Patton
and Worthington 2003). The emergence of a
growing segment of consumers who reward
companies that undertake green imperatives,
but punish those that harm the natural environ-
ment, is another key stimulating factor
(Langerak, Peelen, and van der Veen 1998).

The intensification of competition is also
an important driver of organizational eco-
orientation, since many firms capitalize on
green issues to achieve positional competitive
advantages (Simpson, Taylor, and Barker
2004). Lastly, but not least, is the fact that
rapidly changing market conditions concerning
green issues provide opportunities for small
firms to exploit, because of their more flexible
and less formalized structure compared with
their larger counterparts (Lefebvre, Lefebvre,
and Talbot 2003).1

An eco-friendly orientation is a core organi-
zational value that denotes (1) respect and
responsibility for the environment, as well as
recognition that the firm has to reduce any
harmful effects on it; (2) setting standards of
ethical behavior and long-lasting commitment
to protecting the environment; (3) understand-
ing and responding to the needs of external
stakeholders (e.g., regulators, communities,
buyers) with regard to the environment; and (4)
acting as a good corporate citizen with the
responsibility to sustain the environment for
future generations and care about the well-
being of society at large (Banerjee 2002).
Although the issue of eco-orientation has been
extensively studied within the context of larger
firms (e.g., Menon and Menon 1997; Miles and
Munilla 1993; Stone and Wakefield 2000), it has
been only peripherally tackled in the case of
small business units, probably because of the
misconception that the latter are less aware of
the negative effects of their operations and the
concomitant lack of interest in pursuing eco-
friendly activities (Patton and Worthington
2003). However, there are indications that the
adoption of such an orientation is expected to
yield significant gains for the small firm, such
as those pertaining to cost savings, improved
reputation, and customer attraction/retention
(Gadenne, Kennedy, and McKeiver 2009; Lee
2009).

The intention of our study is to shed light on
this important issue by developing and testing
a model of the external drivers of small-firm
environmental orientation and how this, in
turn, affects financial performance. Specifically,
our aim is to investigate (1) the effect of key

1Some authors (e.g., Aragón-Correa et al. 2008; Lefebvre, Lefebvre, and Talbot 2003; Walley and Taylor 2002)
conceive green market opportunities as corresponding to “niche” markets, which are particularly suitable for
small firms because of their ability to have a more focused and/or flexible approach in their business
activities.
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external forces, namely regulatory framework,
environmental public concern, competitive
intensity, and market dynamism, in determin-
ing eco-friendly orientation within the small
firm; (2) the extent to which this environmental
orientation has a favorable effect on the firm’s
financial outcomes; and (3) the role of both
organizational resources and capabilities in
moderating the relationship between environ-
mental orientation and financial performance.

The article is organized into seven sections.
Following this introductory section, we review
the literature on small-firm environmental
behavior. We then illustrate the conceptual
model of the study and develop the research
hypotheses. This is followed by an explanation
of the research methodology used to carry out
the study. In the next section, we present the
results with regard to testing our hypotheses.
Finally, the key findings of the study are sum-
marized and conclusions drawn for company
and public policymakers.

Literature on Small-Firm
Environmental Issues

Research on environmental issues relating to
small firms has taken a number of different
directions. The first stream focused on environ-
mental awareness, which, although found to be
relatively high among small firms, was rarely
translated into real commitment to environ-
mental issues (Williamson and Lynch-Wood
2001; Worthington and Patton 2005). Among
the most frequent sources of environmental
information reported by small firms were
members of the supply chain (Williamson
and Lynch-Wood 2001), trade associations
(Worthington and Patton 2005), and regulatory
agencies (Gadenne, Kennedy, and McKeiver
2009). However, there was a great disparity in
the degree of awareness with regard to specific
environmental aspects. For example, whereas
most small firms were found to be well aware
of environmental legislation (especially that
relating to packaging, duty of care, and inte-
grated pollution prevention/control) (Simpson,
Taylor, and Barker 2004), the opposite was true
with regard to other dimensions of environ-
mental friendly practices, such as possible cost
savings (Gadenne, Kennedy, and McKeiver
2009) and performance measurement (Rowe
and Hollingsworth 1996).

The second group of studies attempted to
shed light on the environmental attitudes of
managers in small firms. Although a number of

studies (e.g., Revell and Blackburn 2007;
Revell, Stokes, and Chen 2010; Simpson,
Taylor, and Barker 2004; Worthington and
Patton 2005) highlight the fact that managers/
owners do indeed recognize that their compa-
nies could be harmful to the environment and
for this reason are willing to take the respon-
sibility of solving environmental problems, at
the same time they show that these managers
are not convinced that, by taking environmen-
tal initiatives, they will win customers and/or
reduce their costs. This implies that a “green
managerial attitude” does not necessarily lead
to actual environmentally friendly behavior
(Schaper 2002). Because of this discrepancy,
adjustments in structures, policies and strate-
gies to accommodate environmental issues
were found in only a low proportion of small
firms (Lee 2009; Williamson and Lynch-Wood
2001). Schaper (2002) tries to explore whether
the demographic profile of the owner/manager
in small business units (namely, age, gender,
educational level) could be responsible for
shaping green attitudes and yielding high envi-
ronmental performance, but no significant
results were revealed.

The third line of research dealt with factors
that drive/stimulate environmentally friendly
behavior in small firms. Revell, Stokes, and
Chen (2010) distinguish between “push”
motives (e.g., environmental legislation, techni-
cal standards, local community rules) and
“pull” motives (e.g., cost savings, new custom-
ers, good publicity). The most common forces
driving eco-friendly response were environ-
mental legislation (McKeiver and Gadenne
2005; Revell, Stokes, and Chen 2010; Rowe and
Hollingsworth 1996; Worthington and Patton
2005), cost reductions (Revell, Stokes, and
Chen 2010; Rowe and Hollingsworth 1996),
customer demand (Revell, Stokes, and Chen
2010; Rowe and Hollingsworth 1996;
Worthington and Patton 2005), and better
employee motivation/performance (Masurel
2007; Revell, Stokes, and Chen 2010). Cleaner
environmental conditions, improved local envi-
ronment, and safer working conditions were
also mentioned in some studies (e.g., McKeiver
and Gadenne 2005) but at a low frequency rate.

The fourth stream of studies focused on the
factors obstructing the adoption of environmen-
tal initiatives by small firms, such as increased
costs (e.g., Revell, Stokes, and Chen 2010;
Worthington and Patton 2005), loss of market
competitiveness (e.g., Revell, Stokes, and Chen
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2010; Verheul 1999), and lack of staff time
(e.g., Revell, Stokes, and Chen 2010). A number
of studies (e.g., Dean, Brown, and Stango 2000;
Petts et al. 1999; Williamson and Lynch-Wood
2001) also point to the fact that environmental
regulations may pose a problem for small firms,
in the sense that (1) it is not very clear and/or
obvious what one is actually required to do,
especially as regards what constitutes a compli-
ant versus a noncompliant state; (2) there is
some disparity between owner/manager’s con-
cerns about the environment and the perceived
role played by legislation to protect the envi-
ronment; and (3) the high costs incurred
because of environmental regulations (espe-
cially as regards health and safety and waste
management), which put the firm in a disad-
vantageous position.

The fifth group of studies dealt with
external/internal drivers influencing the green
strategic behavior of small firms. With regard to
external forces, some researchers stressed the
role of legislation, suppliers, customers,
and institutions in adjusting organizational
procedures, developing environmental policies,
using environmental audits, and seeking
accreditation from external environmental stan-
dards (Gadenne, Kennedy, and McKeiver 2009;
Tilley 1999; Williamson and Lynch-Wood 2001).
In the case of internal forces, these focused
mainly on the availability of time and informa-
tion resources of small firms (Schaper 2002), as
well the managerial risk-taking behavior, which
is vital in positively responding to ecological
intelligence (Stone and Wakefield 2000). More-
over, a study conducted by Aragón-Correa et al.
(2008) confirmed the role of certain organiza-
tional capabilities, namely shared vision (i.e.,
the owners-founder’s vision and his or her
close interaction and communication with
other employees), strategic proactivity (i.e., the
firm’s entrepreneurial orientation and
innovativeness), and stakeholder management
(i.e., organizational flexibility in managing
inter-firm and external relationships), in devel-
oping proactive environmental strategies.

The sixth stream of research referred to envi-
ronmental management system/practices,
which in the majority of cases were not in place

in small firms (McKeiver and Gadenne 2005).
In those cases where they did exist, they were
mainly of an informal (e.g., changing processes
to reduce waste) than a formal (e.g., ensuring
compliance with all environmental laws and
regulations) nature (McKeiver and Gadenne
2005). Some of the most common environmen-
tal management systems/practices found to
be adopted by small firms included recycling
activities (Cordano, Marshall, and Silverman
2010; Revell, Stokes, and Chen 2010), energy
conservation (Cordano, Marshall, and
Silverman 2010; Revell, Stokes, and Chen
2010), and carbon emission reduction (Revell,
Stokes, and Chen 2010). In Rutherfoord,
Blackburn, and Spence’s (2000) study, it was
found that the environmental practices of small
firms are influenced by national stereotypes
and that countries adopt different approaches
(e.g., when appealing to their social responsi-
bility role) to mobilize firms to engage in envi-
ronmentally beneficial activities.

The seventh group of studies focused on the
formal environmental certification program of
ISO 14000 and particularly its ISO 14001
variant.2 The convergence of the findings of
empirical studies on the subject revealed that
the overwhelming majority of small firms have
both a low awareness (Lee 2009; Revell, Stokes,
and Chen 2010; Worthington and Patton 2005)
and limited adoption (Cordano, Marshall, and
Silverman 2010; Hillary 2004; Lefebvre,
Lefebvre, and Talbot 2003; McKeiver and
Gadenne 2005; Revell, Stokes, and Chen 2010)
of this type of environmental management
system. Although smaller firms were found to
acknowledge the existence of both internal
(e.g., quality improvement, cost savings, boost-
ing employee motivation and morale) and
external (e.g., gaining a competitive advantage,
improved environmental performance, creating
a positive public image) benefits from the use
of this program, a number of obstacles (e.g.,
resource constraints, lack of market rewards,
implementation complexities) are often respon-
sible for inhibiting its adoption (Heras and
Arana 2010; Hillary 2004). In light of this,
several studies (e.g., Ammenberg and Hjelm
2003; Halila 2007; Halila and Tell 2013)

2The ISO 1400 consists of a series of standards that focus on environmental management systems, environ-
mental auditing, eco-labeling, environmental product specifications, and environmental performance evalua-
tion (Miles, Munilla, and McClurg 1999). The ISO 1401 provides a specific standard within this category, because
it is intended for registration by a nongovernmental third party (Cordano, Marshall, and Silverman 2010).
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explored the feasibility of using an existing
network of small firms to jointly initiate and
implement an ISO 14001 certification project,
revealing that, although possible and beneficial
for improving relationships with various stake-
holders (e.g., customers), it is very difficult to
keep the firms in the network working together
as a homogeneous group.

The eighth set of studies examined the envi-
ronmental behavior and performance of
small firms. For instance, Williamson and
Lynch-Wood (2001) found that very few of
these firms have an environmental manager in
place, most do not have environmental poli-
cies, and they do not produce environmental
reports/audits. Bianchi and Noci (1998) also
showed that small firms have a greater ten-
dency to adopt reactive rather than proactive
environmental behavior, because, on the one
hand, they lack the necessary financial means,
technological equipment, and personnel skills
required to develop green initiatives, and, on
the other, they are less committed to environ-
mental activities on the grounds that these will
not yield adequate returns in the short term.
Finally, with regard to the environmental per-
formance of small firms, the following obser-
vations were made: (1) the actual measurement
of environmental performance is limited
and/or not properly conducted (Williamson
and Lynch-Wood 2001); (2) there is a disparity
between perceived and actual environmental
performance levels (Rowe and Hollingsworth
1996); and (3) the outcome of most green
activities is measured in terms of business per-
formance (Williamson and Lynch-Wood 2001).

The final group of studies dealt with various
specialized green topics pertaining to small
firms. For example, Paton (1994) focused on
environmental auditing in small firms and
revealed that environmental audits were rare,
because they were considered either irrelevant
to the running of the business or required
excessive amounts of cost and time, whereas
the cases in which audits were undertaken
were more prevalent in industries harmful to
the environment, such as minerals and energy.
Noci and Verganti (1999) explored green
product innovation and found that this was not
a marginal issue for most small firms (even for
those not directly affected by environmental
regulations), thereby stressing the need to
select a proper research and development strat-
egy that would explicitly account for the eco-
efficiency of product technologies. Finally,

Tilley (2000) investigated the ethical aspects of
small firms and found that (1) they are mostly
driven by a value system that stresses economic
prosperity as a goal; (2) they are characterized
by non-responsible behavior and, therefore,
external regulations are critical to constrain this
behavior; (3) they regard the environmental
challenge from a shallow ecology perspective,
because they are operating within the conven-
tional ethical discourse system.

A number of observations can be made
with regard to the previous review of the lit-
erature on the green activities of small firms:
first, it is very fragmented, taking many dif-
ferent directions, which, however, cover envi-
ronmental issues in a rather shallow way;
second, it is relatively descriptive in nature,
with only a few studies trying to establish and
test causal associations between the environ-
mental behavior of small firms and its ante-
cedents and outcomes; third, with a few
exceptions, the analysis of the various envi-
ronmental issues did not rely on sophisticated
quantitative methods but was rather simplistic;
fourth, it is relatively atheoretic in nature,
with most studies lacking a sound theoretical
foundation and conceptual development;
finally, important issues that have been
widely studied in the broader environmental
business literature, such as the role of exter-
nal influences, internal resources/capabilities,
the firm’s eco-friendly orientation, and finan-
cial implications of environmental initiatives,
have only been tangentially tackled.

Research Model and
Hypotheses

To fill some of the gaps identified from the
previous review of the literature on the
environmental-related aspects of small firms, we
have developed a conceptual model particularly
focusing on external forces, eco-friendly orien-
tation, financial performance, and organiza-
tional resources/capabilities (see Figure 1).
Specifically, our model indicates that external
forces (i.e., environmental regulations, environ-
mental public concern, competitive intensity,
market dynamism) have a positive impact on the
development of an eco-friendly orientation in
the small firm, which, in turn, has a positive
effect on its financial performance. It also shows
that the eco-orientation → financial perfor-
mance path is moderated by the existence of
appropriate organizational resources and
capabilities. In total, there are five main
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hypothesized associations and two moderating
hypotheses, which are elaborated in the follow-
ing sections.

Main Hypotheses
The environmental regulatory framework

has been considered in many studies (e.g.,
Baylis, Connell, and Flynn 1998; Rutherfoord,
Blackburn, and Spence 2000; Williamson and
Lynch-Wood 2001) as a major stimulus for the
adoption by small firms of an eco-friendly
approach to their business. Environmental
regulations may cover a wide array of issues,
ranging from clean technologies and technical
standards to package recycling and waste man-
agement (Banerjee, Iyer, and Kashyap 2003).
Most of these regulations aim to increase social
and economic benefits through, for example,
the lowering of illness and mortality, reduction
of damage to vegetation, improvement of aes-
thetics, and enhancement of recreational
opportunities (Carlton and Perloff 1990). Envi-
ronmental regulations stimulate eco-friendly
orientation in smaller firms in three ways: (1)
they generate awareness of environmental pro-
tection issues, such as packaging recycling,
energy efficiency, and reduction in carbon
emissions; (2) they help toward establishing
formalized procedures with regard to environ-

mental management systems; and (3) they are
often associated with fines and penalties that in
many cases are excessively high compared with
the limited financial means of small firms
(McKeiver and Gadenne 2005; Revell, Stokes,
and Chen 2010; Simpson, Taylor, and Barker
2004). Thus, we may hypothesize that

H1: High levels of environmental regulatory
intensity will lead to the adoption of an
eco-friendly orientation by the small
firm.

Increasing environmental public concern has
been a major driving force behind the adoption
of ecological thinking by many firms. Such
public concern can be of either an economic
(e.g., customers) or political (e.g., local commu-
nity) nature (Banerjee, Iyer, and Kashyap 2003).
Irrespective of its origin, to be able to generate
an eco-friendly orientation within the organiza-
tion, the public has to fulfill the following pre-
conditions: (1) to express awareness, sensitivity,
and commitment to environmental issues; (2) to
develop a certain level of expectation about
company environmental activities; and (3) to
exert influence on the firm should it not conform
to their environmental expectations (Langerak,
Peelen, and van der Veen 1998; Menon et al.

Figure 1
The Conceptual Model
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1999). Although the ecological behavior of large
firms is more likely to attract the attention of the
public because of greater exposure, higher vis-
ibility, and wider impact of their actions, smaller
firms can also be affected, especially when they
operate in industries harmful to the environ-
ment (Peretz, Bohm, and Jasienczyk 1997).
Based on the previous discussion, we may
hypothesize that

H2: High levels of environmental public
concern will lead to the adoption of an eco-
friendly orientation by the small firm.

The competitive environment has often been
described as a key stimulus for the firm’s envi-
ronmental actions (Menon et al. 1999). Specifi-
cally, under conditions of high competitive
intensity, small firms try to find ways to differ-
entiate their offerings from rival firms, and one
way to achieve this is through the adoption of
eco-friendly activities, such as recyclable pro-
cedures, use of clean technologies, and waste
management protocols (Menon and Menon
1997). Although such an environmental orien-
tation will help large firms to stay ahead of
competitors by establishing new sets of envi-
ronmental norms (especially when following
voluntary/proactive programs), in the case of
small firms it will ensure that they reach the
minimum environmental requirements set by
the industry (Arora and Cason 1995). Small
firms that take competitive movements into
consideration seriously are more likely to per-
ceive green issues as an opportunity they
can exploit and be in a position to anticipate
future environmental pressures more quickly
(Perez-Sanchez, Barton, and Bower 2003).
Hence, we can posit that

H3: High levels of competitive intensity will
lead to the adoption of an eco-friendly ori-
entation by the small firm.

Another important external determinant of
ecological orientation refers to market dyna-
mism, that is, the rate at which market forces in
the firm’s operating environment (e.g., con-
sumer preferences, demand levels, product
characteristics) are changing (Achrol and Stern
1988). Under conditions of high market dyna-
mism, firms have to better understand buyers’
needs, absorb market information faster, and
realign their competitive strategies (Jaworski
and Kohli 1993). The cultivation of favorable

consumer attitudes toward eco-friendly firms,
buyer shifts toward purchasing and using eco-
logical products, and the increasing power of
the consumerism movement are some of the
elements characterizing today’s markets in
many parts of the world, which are responsible
for instilling eco-friendly thinking in an ever
greater number of firms (Menon and Menon
1997). The flexible and flat organization struc-
ture of small firms allows them to grasp eco-
logical trends in the market quickly, although
resource constraints may prevent them from
fully adopting and implementing eco-friendly
initiatives (Aragón-Correa et al. 2008). The exis-
tence of dynamic conditions in the market can
facilitate first mover advantage for those small
firms that first conceive and swiftly respond to
green market changes (Baker and Sinkula
2005). The following hypothesis can, therefore,
be made:

H4: High levels of market dynamism will lead
to the adoption of an eco-friendly orienta-
tion by the small firm.

An eco-friendly orientation is an important
prerequisite for formulating and implementing
environmentally friendly business practices
(e.g., product stewardship, waste management,
pollution prevention) within the organization
(Menon and Menon 1997; Miles and Munilla
1993). Environmentally oriented organizations
are characterized, inter alia, by (1) objectives,
focusing on producing high-value eco-friendly
products that will create consumer brand pref-
erence; (2) systems, monitoring corporate sen-
sitivity toward ecological market trends,
especially as regards the green market segment;
(3) values, that are centering on providing cus-
tomer satisfaction by offering green products
and other eco-friendly business activities;
and (4) behavior, such as tracking ecological
intelligence, sharing environmental information
across functional areas, and responding to con-
sumer green needs (Miles and Munilla 1993;
Stone, Joseph, and Blodgett 2004). Obviously,
top management has a decisive role to play in
instilling such an orientation within the organi-
zation, since their ideas, values, and beliefs
determine to a great extent the nature and scope
of the firm’s social responsibility (Menon et al.
1999). This is more evident in the case of small
firms, whereby the owner/manager is usually
the single decision-maker and the driving force
behind any strategic initiative within the
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organization (Schaper 2002). Growing evidence
in the literature (e.g., Aragón-Correa et al. 2008;
Menon and Menon 1997; Stone and Wakefield
2000) indicates that acting in an ecologically
oriented manner will yield better financial
results for the company. This is because the
firm’s responsiveness to ecological issues helps,
on the one hand, to reduce costs (e.g., recycling
material waste, energy/water savings, avoiding
green penalties) and, on the other, to increase
benefits (e.g., increasing customer satisfaction,
improving firm reputation, enhancing brand
loyalty). This leads us to the following
hypothesis:

H5: High levels of company eco-friendly orien-
tation will lead to high levels of financial
performance.

Moderation Hypotheses
So far, we have seen the role of external

factors in determining environmental orienta-
tion and how this, in turn, leads to superior
financial performance. However, for eco-
friendly orientation to produce financial
results, it is important to understand the mod-
erating effect of certain factors internal to the
firm. Specifically, drawing on the resource-
based theory, which adopts an inward-looking
perspective regarding the firm (Barney
1991), we explore the role of organizational
resources and capabilities on the association
between the firm’s eco-orientation and finan-
cial performance.3

Organizational resources are tangible (e.g.,
finance, equipment, installations) or intangible
(e.g., technical know-how, reputation, experi-
ence) assets controlled by the firm that help to
design and implement strategies that will
improve business performance (Grant 1991).
They are cumulative in nature, socially complex,
and tacit (Barney 1991). However, to be useful,
these resources must be valuable, rare, imper-
fectly imitable, and non-substitutable (Barney
1991; Bharadwaj, Varadarajan, and Fahy 1993).
Organizational resources are crucial in support-
ing environmental orientation by, for example,
covering the cost of green initiatives, seeking

new areas of ecological success based on previ-
ous experience, exploiting economies of scale in
sharing environmental costs, and providing a
sound technological basis for sustainable eco-
friendly programs (Russo and Fouts 1997).
Organizational resources can influence both
strategic (e.g., green technology) and operating
(e.g., reverse logistics) dimensions of the firm’s
ecological behavior, and their degree of use will
depend on the specific problem that the firm has
at hand (Barney 1991). Although small firms, by
default, have limited organizational resources,
those that are in a position to make wise use of
appropriate resources for environmentally
friendly purposes are very likely to achieve
superior performance (Aragón-Correa et al.
2008). Hence, we may posit that

H6: High levels of organizational resources
associated with environmental activities will
have a strong positive effect on the link
between eco-friendly orientation and finan-
cial performance, and vice versa.

Organizational capabilities assemble, inte-
grate, and manage resources in order to
address the challenges of the external business
environment and meet changing market
demands (Eisenhardt and Martin 2000). Such
capabilities are essential in activating and coor-
dinating resources to perform their function,
update their current status, and preserve their
existence (Teece et al. 1997). They are
expressed in the form of inward (e.g., new
product development), outward (e.g., market
sensing), or spanning (e.g., relationship build-
ing) processes, that help to organize and get
things done within the organization in an effec-
tive and efficient way (Day 1994). The pertinent
literature points to specific capabilities, such as
shared vision, cross-functional coordination,
and technology sensing/response, that are
crucial to the adoption and implementation of
sustainable business programs (Hart 1995;
Shrivastava 1995). Although small firms are
usually less endowed with organizational capa-
bilities compared with their larger counter-
parts, the literature shows that the proper use

3This theoretical paradigm stresses the instrumental role of organizational resources (and capabilities) in
achieving positional competitive advantage and superior performance (Barney 1991). It also stresses the
mediating role of business strategy formulation and implementation, by exploiting environmental opportu-
nities, accommodating external threats, capitalizing on internal strengths, and limiting the impact of company
weaknesses (Bharadwaj, Varadarajan, and Fahy 1993).
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of the right capabilities that are instrumental to
eco-efficient practices will enhance business
performance (Aragón-Correa et al. 2008). Thus,
we can hypothesize that

H7: High levels of organizational capabilities
associated with environmental activities will
have a strong positive effect on the link
between the firm’s eco-friendly orientation
and financial performance, and vice versa.

Methods
To test our hypotheses, we conducted a

study in Cyprus, which is characterized mainly
by a light manufacturing sector dominated by
firms of small size. The existence of numerous
smaller-sized firms in the country can be attrib-
uted to the family nature of most businesses,
the underdeveloped capital market system, and
the limited size of the domestic market. Since it
joined the European Union in 2004, the country
has had to adopt stringent legislation relating to
the protection of the environment, such as that
concerning the recycling of packaging materi-
als, clean production technologies, energy and
water conservation mechanisms, and waste
management processes.

The target population was firms listed in the
most recent directory of manufacturers pub-
lished by the Cyprus Chamber of Commerce
and Industry (CCCI, 2011). These were
screened out on several criteria, namely to have
been in operation for at least three years, to be
of a size greater than 10 employees but less
than 250, to be of an indigenous character
rather than branches of international firms, and
to belong to the private, as opposed to the
public, sector of the economy. Those firms that
fulfilled our eligibility criteria were contacted
by telephone to explore their interest in par-
ticipating in the study, as well as to identify key
informants. The outcome of this process was to
secure 513 firms expressing an initial interest in
participating in the study.

Constructs were operationalized based on
scales established in the literature and were
further refined after discussions with a panel of
managers from small manufacturing units
(see Appendix). Analytically, “regulatory frame-

work” and “environmental public concern”
comprised six items, each taken from Banerjee,
Iyer, and Kashyap (2003). Jaworski and
Kohli’s (1993) study was the source of the
four-item scale for “competitive intensity,”
whereas the three-item scale for “market dyna-
mism” was adopted from Baker and Sinkula
(2005). “Eco-friendly orientation,” the central
construct of our model, consisted of 11 items
taken from Fraj-Andres, Martinez-Salinas, and
Matute-Vallejo (2009). Seven items, derived
mainly from Leonidou et al.’s (2013) study, were
employed to measure the firm’s “financial per-
formance.”4 Finally, with regard to moderating
factors, the scale of “organizational resources”
comprised five items taken from Buysse and
Verbeke 2003, whereas “organizational capabili-
ties” was a six-item scale extracted from Sharma,
Aragón-Correa, and Rueda-Manzanares (2007).

Scale items were measured on a seven-point
Likert scale, ranging from strongly disagree (1)
to strongly agree (7), whereas some of the
items were reversed. The survey instrument
contained additional questions referring to
organizational demographics, such as establish-
ment year, number of employees, and type of
goods produced. The questionnaire was first
developed in English and then translated into
Greek, which is the official language of the
country. A back-translation procedure revealed
that the questionnaire did not suffer from any
linguistic problems. To ensure the workability
of the questionnaire, it was pretested with five
managers of small companies, revealing no par-
ticular problems.

Those firms that showed a willingness to
participate in the study were sent a mail ques-
tionnaire, accompanied by a covering letter
stating the purpose of the study and explaining
how to administer the questionnaire. In some
cases, the questionnaire was hand-delivered to
the firm’s premises, whereas in others the
respondents were provided with an electronic
version. A series of reminder letters, telephone
contacts, and even personal visits was
employed in order to increase participation in
the study. The outcome of these efforts was to
collect 161 questionnaires (31.4 percent
response rate) within a period of three months.

4Similar multiple scales of financial performance have also been used in key articles in the wider environ-
mental business literature, such as those by Menon and Menon (1997) (which focused on market share and
ROI), Judge and Douglas (1998) (which focused on profit growth, sales growth, market share change, and
ROI), and Menguc and Ozanne (2005) (which focused on sales growth, market share, and profit).
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Of these, only 153 were adequately completed
for data analysis purposes. The existence of
possible nonresponse bias was tested using
Armstrong and Overton’s (1977) procedures,
whereby the answers given by early respon-
dents were compared with those of late respon-
dents, revealing no statistically significant
differences.

Data Analysis and Findings
Using structural equation modeling (SEM)

based on EQS, we performed three major types
of analysis with regard to our conceptual
model, namely measurement model validation,
structural model estimation, and moderating
effects assessment.

Measurement Model Validation
The psychometric properties of our con-

structs were evaluated using the iterative puri-
fication process recommended by Gerbing
and Anderson (1988). First, we carried out an
exploratory factor analysis on the scales
employed and any items exhibiting low factors
loadings, low item-to-total correlations, or
heavy loadings on more than one factor were
dropped. With the remaining items, a confirma-
tory factor analysis (CFA) was used to verify the
hypothesized factor structure and assess con-
vergent validity and discriminant validity. To
perform this analysis, we used the elliptical
re-weighted least square procedure, whereby
each measurement item was restricted to load
only on its a priori specified factor. The chi-
square statistic of this model was found to be
significant (χ2

(362) = 573.49, p < .01), which was
expected, due to the sensitivity of this statistic
to sample size (Bagozzi and Yi 1988). However,
the ratio of chi-square to degrees of freedom
(χ2/df = 1.58), as well as the other alternative fit
indices (NFI = .90, NNFI = .94, CFI = .94, and
RMSEA = .06) indicate a good fit to the data
(see Table 1).

With regard to convergent validity, this was
met because the t-value for each item was
always significant, all standard errors of the
estimated coefficients were very low, and the
average variance extracted for each construct
was above the threshold level of .50 (Hair et al.
2011). Discriminant validity was also observed
because the confidence interval around the cor-
relation estimate for each pair of constructs
investigated never included 1.00 (Anderson and
Gerbing 1988), whereas the squared correlation
for each pair of constructs never exceeded their

average variance extracted (Fornell and Larcker
1981) (see Table 2). Construct reliability was
also estimated, with all constructs satisfying
recommended thresholds in terms of
Cronbach’s alpha coefficients (>.7), composite
reliability scores (>.69), and average variance
extracted (>.5) (Bagozzi and Yi 1988; Fornell
and Larcker 1981).

Common method bias was tested using
Harman’s one-factor test (Podsakoff and Organ
1986). First, a principal components analysis on
all items examined in this study was performed.
The unrotated solution resulted in six factors
with eigenvalues greater then 1.0, accounting
for 66.3 percent of the variance. Second, a CFA
model was estimated, where the measurement
items and the factors included in the structural
model were restricted to load on a single factor.
The results obtained from this analysis indicate
a poor fit (χ2

(324) = 1868.72, p < .001, NFI = .53,
NNFI = .54, CFI = .57and RMSEA = .18.), imply-
ing that common method bias does not pose a
problem in our investigation.

Structural Model Estimation
Table 3 presents the standardized path coef-

ficients for each main hypothesis in the model,
together with the corresponding t-values. The
research hypotheses were tested by estimating
the structural model based again on the elliptical
re-weighted least-square method. Although the
chi-square for this model was found to be sta-
tistically significant (χ2

(372) = 642.10, p = .00),
the ratio between chi-square and degrees of
freedom was satisfactory (χ2/df = 1.73) and
the values of all alternative fit indices were
within acceptable levels (NFI = .90, NNFI = .94,
CFI = .94, RMSEA = .07).

H1, which connects regulatory framework
and eco-friendly orientation, was confirmed
(β = .32, t = 2.90, p = .00). This finding is in
harmony with the findings of other studies (e.g.,
Banerjee, Iyer, and Kashyap 2003; Menon and
Menon 1997), which also underline the instru-
mental role of environmental regulations in
instilling green thinking within the organization.
This finding is in line with that of Baylis,
Connell, and Flynn (1998), who report environ-
mental regulations as the most common source
of environmental motivation of small firms.
Although complying with such regulations has
often been associated with a reactive approach
to environmental business (Sharma and
Vredenburg 1998), our study revealed that these
can seriously stimulate awareness and interest
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among small firms toward taking a more strate-
gic perspective in their green business activities.
To some extent this can be attributed to the fact
that sensitivity to green issues by smaller firms
has increased dramatically in recent years, as a
result of Cyprus’ membership of the European
Union and the concomitant introduction of a
wide range of rules and regulations for protect-
ing the environment.

With regard to H2, the positive impact of
environmental public concern on green busi-
ness orientation was also verified (β = .36,
t = 3.45, p = .00), stressing the importance of
citizens, buyers, local communities, and other

groups in making organizations more sensitive
to ecological issues (Kassinis and Vafeas 2006;
Menon and Menon 1997). This is in accord with
the findings of earlier research on eco-
orientation conducted within the domain of
large firms (e.g., Banerjee, Iyer, and Kashyap
2003; Langerak, Peelen, and van der Veen
1998; Stone, Joseph, and Blodgett 2004).
Despite the relatively low individual impact of
small firms on the environment, it seems that
the views of the public about ecological pro-
tection are inextricably linked with their busi-
ness operations (Peretz, Bohm, and Jasienczyk
1997). This is particularly evident in countries

Table 2
Correlation Matrix

Constructs 1. 2. 3. 4. 5. 6.

1. Regulatory framework 1
2. Environmental public concern .26 1
3. Competitive intensity .30 .11 1
4. Market dynamism .22 .20 .40 1
5. Eco-friendly orientation .40 .42 .15 .17 1
6. Financial performance .11 .04 .02 .00 .15 1

Note: Correlations greater than |± 0.21| are significant at the .01 level.
Correlations greater than |± 0.16| are significant at the .05 level.

Table 3
Structural Model Results

Hypothesis Hypothesized Association Standardized
Path Coefficient

t-Value p-Value Status

H1 Regulatory framework →
eco-friendly orientation

.32 2.90 .00 Accepted

H2 Environmental public concern
→ eco-friendly orientation

.36 3.45 .00 Accepted

H3 Competitive intensity →
eco-friendly orientation

.18 1.86 .06 Accepted

H4 Market dynamism →
eco-friendly orientation

.20 2.11 .03 Accepted

H5 Eco-friendly orientation →
financial performance

.19 2.05 .04 Accepted

Fit statistics: Chi-square (χ2) = 642.10, p = .000; df = 372; ratio chi-square to d.f. (χ2/df) = 1.73;
Normed Fit Index (NFI) = .90; Non-normed Fit Index (NNFI) = .94; Comparative Fit Index
(CFI) = .94; Root Mean Squared Error of Approximation (RMSEA) = .07; 90 percent confidence
interval of RMSEA = (.06, .08).
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characterized by high educational standards, as
in the case of Cyprus, where people are more
aware of environmental problems and, there-
fore, expect suppliers of goods to behave in a
more socially responsible manner (Leonidou,
Leonidou, and Kvasova 2010).

Significant results were also found in the case
of H3, indicating that competitive intensity can
indeed be responsible for cultivating a green
orientation within the organization (β = .18,
t = 1.86, p = .06). This confirms the view that
one way for the firm to cope with intensified
competition is by adopting an ecological per-
spective in its business activities (Dechant and
Altman 1994; Menon and Menon 1997).
Although such an eco-friendly orientation will
help the small firm to attain the minimum envi-
ronmental standards set by the industry within
which it operates, it can create a positive differ-
entiation from its rival firms (Arora and Cason
1995; Langerak, Peelen, and van der Veen 1998).
It would also help to create a more proactive
stance toward green issues, with all the benefits
that this may entail, such as taking the lead in a
specific niche market, strategically handling
competitors’ movements, and capitalizing on
ecological product innovations (Aragón-Correa
1998; Dechant and Altman 1994). This is of
particular relevance for Cypriot manufacturing
concerns, which are increasingly facing stiff
competition not only from other local produc-
ers, but also from foreign firms (especially from
Europe and Asia).

Support was also given to the hypothesis
linking market dynamism with eco-friendly ori-
entation (H4) (β = .20, t = 2.11, p = .03).
Indeed, in highly dynamic markets, small firms
are bound to adapt quickly to changes relating
to consumer habits/attitudes and competitors’
movements, which to a great extent nowadays
incorporate ecological elements (Baker and
Sinkula 2005). Such changes have become
more profound in the Cyprus market recently,
as a result of growing consumer sophistication,
involvement in European business practices,
and exposure to worldwide financial problems
(Leonidou, Leonidou, and Kvasova 2010).
Despite unconvincing evidence to support the
direct link between market turbulence and eco-
orientation within the domain of large firms
(Baker and Sinkula 2005), it seems that, within
the context of small firms, market turbulence
has an important role to play in harnessing
eco-friendly commitment because of their
inherent greater adaptive capability.

Finally, our study confirmed H5, which
stated that that the cultivation of an eco-
friendly orientation could yield positive finan-
cial results for the firm (β = .19, t = 2.05,
p = .04). This implies that thinking (and subse-
quently acting) in an eco-friendly way helps to
make significant cost savings for the small firm,
while at the same time boosting sales and
improving market share. Although this positive
association between eco-orientation and busi-
ness performance has been repeatedly cited in
the literature with regard to large firms (e.g.,
Baker and Sinkula 2005, Menon and Menon
1997, Stone and Wakefield 2000), our study
confirms that such a relationship is also plau-
sible in the case of their smaller counterparts.
This finding contradicts the negative predispo-
sition expressed by some small business man-
agers (not only in Cyprus, but also in other
parts of the world) that eco-friendly initiatives
are costly to adopt and take time to yield sat-
isfactory results.

Moderating Effects
Moderating effects were tested through

multigroup analysis, where the initial sample
was split into two groups based on the median
(see Table 4). Specifically, for each moderator,
we ran two different models: whereas in the
first model all parameter estimates were free to
vary between the two subsamples, in the
second model an equality constraint was set on
the hypothesized moderated link between the
two groups.

With reference to H6, our results indicate
that the possession of adequate organizational
resources committed to environmental activi-
ties positively affects the association between
eco-friendly orientation and financial perfor-
mance (Δχ2

(1) = 2.80, p < .10). Analytically,
when the firm deploys a higher amount of
resources, the adoption of an eco-friendly ori-
entation will have a statistically significant
impact on financial performance (β = .25,
t = 2.25, p = .02), though this association
becomes nonsignificant when there are
resource constraints in the organization
(β = .07, t = .58, p = .56). This finding is in line
with the resource-based view paradigm, which
stresses the decisive role of resources in sup-
porting the firm’s initiatives to create sustain-
able competitive advantage (Barney 1991). It
also dilutes the prevailing myth that small
firms, because of their size constraints, are by
default hesitant in deploying appropriate
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resources to support environmentally friendly
purposes (Aragón-Correa et al. 2008).

Our analysis also confirmed H7, since orga-
nizational capabilities associated with environ-
mental activities were found to play a
significant moderating role in the eco-friendly
orientation → financial performance path
(Δχ2

(1) = 2.88; p < .10). Specifically, although
with the possession of lower organizational
capabilities, the relationship between eco-
orientation and financial performance is statis-
tically nonsignificant (β = .08, t = .77, p = .56),
this relationship becomes significant when the
firm possesses a higher amount of these capa-
bilities (β = .29, t = 2.66, p = .01). Again, this is
in harmony with the resource-based view
theory, which considers capabilities as vital in
effectively and efficiently combining resources
to support the implementation of the firm’s
strategies (Barney 1991). Our results are in
accord with those of Aragón-Correa et al.
(2008), who found that small firms possessing
certain capabilities (e.g., shared vision, strate-
gic proactivity, stakeholder management) are
very likely to successfully implement environ-
mental strategies.

Summary and Conclusions
Our study has shown that external environ-

mental forces can be conducive to building

eco-friendly-oriented behavior within the small
firm, which in turn can improve financial per-
formance. It has also shown that the positive
effect of environmentally friendly orientation
on performance becomes stronger when the
small firm commits adequate resources and
capabilities to green initiatives. These findings
suggest that (1) as in the case of larger firms,
small units are also likely to cultivate green
thinking, provided that these are properly
stimulated by certain external forces, namely
environmental regulations, environmental
public concern, competitive intensity, and
market dynamism; (2) although many small
firms believe that taking environmental initia-
tives are prohibitively costly, such initiatives
can enhance financial results (e.g., profits,
sales, market share); and (3) despite the fact
that eco-orientation can improve financial per-
formance, the strength of this link will be con-
tingent on the deployment of appropriate
resources (e.g., financial) and capabilities (e.g.,
adaptability).

This study puts together, in a theoretically
anchored, integrative, and causal fashion, con-
cepts and ideas that touch upon important
aspects of small firms’ environmental behavior.
It particularly adds to the small business disci-
pline in four possible ways. First, it identifies
a set of key external factors that have been

Table 4
Moderating Effects Results

a. Organizational resources as a moderator

Main effect Hypothesized
moderating effect

High organizational
resources group

Low organizational
resources group

Δχ2 (Δdf = 1)

EFO → FIP H6: Effect is stronger
when committing
more organizational
resources

β = 0.25 β = 0.07 2.88
t = 2.25 t = 0.58 (p < .10)

b. Organizational capabilities as a moderator

Main effect Hypothesized
moderating effect

High organizational
capabilities group

Low organizational
capabilities group

Δχ2 (Δdf = 1)

EFO → FIP H7: Effect is stronger
when committing
more organizational
capabilities

β = 0.29 β = 0.08 2.80
t = 2.66 t = 0.77 (p < .10)

JOURNAL OF SMALL BUSINESS MANAGEMENT14



examined under different situations in prior
research to stimulate the small firm’s sensitivity
to environmental issues. Second, it focuses on
the dynamics of forming an ecological orienta-
tion within the small firm, an issue that has
been tangentially tackled in the environmental
business literature. Third, it associates environ-
mental issues with financial performance, a link
that, although studied within the context of
large firms, has been virtually neglected by
previous studies focusing on the green behav-
ior of small firms. Finally, building on the
resource-based theory, the study underscores
the critical role of both organizational resources
and capabilities in enhancing the impact
of small firm eco-orientation on financial
performance.

The study findings point to the need for
small firms to adopt an ecological perspective
in their business as one way to enhance finan-
cial performance. This is imperative nowadays
due to a growing ecological sensitivity by both
internal and external stakeholders. However, to
enhance an eco-oriented spirit in the firm, it is
essential to monitor changes in its external
environment closely with regard to regulatory
frameworks, environmental public concern,
competitive intensity, and market dynamism.
For this purpose, it is necessary, on the one
hand, to implant policies (e.g., waste minimi-
zation) and procedures (e.g., environmental
audits) for better understanding these forces
and, on the other, to cultivate the right culture
within the organization that is sensitive to eco-
logical matters. Despite resource/capability
constraints by small firms, it seems that direct-
ing some of them toward green activities
and/or seeking their acquisition from external
sources (e.g., trade associations, government
agencies, consulting organizations) will facili-
tate the successful implementation of these
activities. Since previous research has under-
lined the decisive role of the top manager in
taking green initiatives, managers who are both
sensitive to ecological issues and ready to
commit adequate time and effort toward adopt-
ing and implementing environmental programs
need to be appointed.

Governments, regulatory bodies, and other
nongovernmental organizations have a role to
play in harnessing an eco-friendly orientation
among small business units. For instance, they
could improve awareness of ecological issues,
explain the monetary benefits from engaging in
eco-friendly activities, provide financial, advi-

sory, educational and other support to firms
involved in environmental initiatives, and
recognize/reward companies that excel in their
environmental actions. However, it is crucial to
take into consideration the great heterogeneity
that exists among small firms with regard to
their information sources, barriers/stimuli, and
attitude/behavior with regard to environmental
issues. Most importantly, small firm managers/
owners have to be convinced that engagement
in environmental actions can enhance commer-
cial benefits, reduce costs, and create positional
advantages. Finally, it is vital to proceed with
the necessary institutional reforms in educa-
tional systems, regulatory frameworks, and
business infrastructure that will facilitate the
smoother adoption of eco-friendly initiatives by
small firms.
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Appendix
Operationalization of Constructs

Constructs Item
Code

Item Description Source

Regulatory
Framework

RFR1 Government regulations have influenced
very much our firm’s environmental
strategy.

Banerjee, Iyer, and
Kashyap (2003)

RFR2 Environmental legislation affects the growth
of our firm.

RFR3 Strict environmental regulations is a major
reason for our firm to worry about its
impact on the environment.

RFR4 More strict regulations are required so that
environmental responsible firms to be
able to grow and survive.

RFR5 The environmental efforts of our firm can
determine future environmental
legislation for our industry.

RFR6 Our industry is influenced by strict
environmental regulations.

Environmental
Public
Concern

EPC1 The public worries too much about the
destruction of the environment.

Banerjee, Iyer, and
Kashyap (2003)

EPC2 The public worries more about the
economy rather then the protection of
the environment (R).

EPC3 The public shows great concern for
environmental issues.

EPC4 Our customers consider the protection of
the environment as a critical issue facing
the world nowadays.

EPC5 Our customers increasingly demand
products and services that are friendly to
the environment.

EPC6 Our customers expect our company to be
friendly to the environment.

EPC7 Our stakeholder (e.g., banks, suppliers)
consider environmental protection a
critical issue facing the world.

EPC8 Our stakeholders are increasingly pressing
our firm to produce goods friendly to the
environment.

EPC9 Our stakeholders expect from our company
to be friendly to the environment.
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Appendix
Continued

Constructs Item
Code

Item Description Source

Competitive
Intensity

CIN1 Firms in our industry spend a large part of
their sales on marketing efforts because
of growing competition.

Sarin and Mahajan
(2001)

CIN2 In our industry, companies firms compete
fiercely in order to maintain their market
share.

CIN3 The competition in our industry is intense.
CIN4 Firms in our industry follow a philosophy

of peaceful coexistence (R).
Market

Dynamism
MDY1 The production technology in our market

has changed in the last three years.
Baker and Sinkula

(2005)
MDY2 The level of competitive intensity in our

industry is high.
MDY3 The rate of market change in our industry

is high.
Eco-friendly

Orientation
EFO1 The environmental issues are very relevant

to the basic function of our company.
Fraj-Andres,

Martinez-Salinas,
and Matute-Vallejo
(2009)

EFO2 In our firm, we put an effort in making
each employee understand the meaning
of environmental protection.

EFO3 We try to promote environmental protection
as the objective of all departments in our
company.

EFO4 Our firm has a clear policy to promote
environmental conscious in all business
areas.

EFO5 Environmental protection is a top priority
issue in our company.

EFO6 The protection of the environment is a
central value in our company.

EFO7 The natural environment has an impact on
the business activity of our firm.

EFO8 The good financial situation of our firm
depends on the condition of the natural
environment.

EFO9 In our firm, the protection of the
environment contributes to a great extent
to maintain its good image.

EFO10 Environmental protection is of vital
importance for the survival of our firm.

EFO11 Our firm tries to have the image of an
environmentally responsible organization.
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Appendix
Continued

Constructs Item
Code

Item Description Source

Financial
performance

FIP1 Profits Leonidou et al.
(2013)FIP2 Profit growth

FIP3 Return on assets
FIP4 Return on investment
FIP5 Sales
FIP6 Sales growth
FIP7 Cash flow

Organizational
Resources

ORE1 Our firm has made investments in the
production processes that are related to
environmental skills.

Buysse and Verbeke
(2003)

ORE2 Our firm has made investments in the
environmental abilities of its employees.

ORE3 Our firm has made investments in
developing the environmental skills of
the top management.

ORE4 Our firm has made investments in
organizational abilities that are related to
environmental issues.

ORE5 Our firm has made investments in research
and development that are relevant to
environmental issues.

Organizational
Capabilities

OCA1 Our firm has the ability to seek solutions
for environmental issues from different
angles.

Sharma,
Aragón-Correa, and
Rueda-Manzanares
(2007)OCA2 Our firm pays great attention in satisfying

customer demands.
OCA3 Our firm focuses on having at its disposal

pioneering, flexible, and innovative
technologies.

OCA4 In our firm, the managers and employees
always agree to adopting the right
environmental procedures.

OCA5 In our firm, there are formal/informal
systems for better coordinating green
issues among departments.

OCA6 Our firm always expands its knowledge
regarding the interaction between
business and physical environment.

Note: The sign (R) indicates a reversed scale.
Measurement scales were based on a 7-point Likert scale, ranging from 1: strongly disagree to 7:
strongly agree.
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