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ABSTRACT
Despite the recent growth in research on analysing the influence of stakeholders' green pressure on firm performance, our un-
derstanding of the subject seems limited, especially regarding the positive and negative influence of many internal and external 
stakeholders and the mediating roles of environmental orientation and commitment. Analysing primary data from 317 Japanese 
SMEs, we found that environmental orientation has negative while environmental commitment positively influences firm per-
formance. Besides, the findings also show that green pressure from regulators, competitors, non-governmental organisations 
(NGOs) and employees significantly influences the market and financial performance, followed by a discussion of relevant the-
oretical and practical implications.

1   |   Introduction

Over the past few decades, environmental preservation has be-
come a plaguing public challenge (Becker and Shadbegian 2008), 
compelling firms across the globe to adopt green business prac-
tices to reduce negative environmental footprints (Ahmad 2015; 
Velte  2023). The traditional belief that environmental con-
cerns would negatively affect firm performance (Judge and 
Krishnan  1994), as firms need to invest more than the usual 
amount of resources to act proenvironmentally, needs reexam-
ination (Shu et  al.  2020). Instead, with increasing technologi-
cal advancement and a growing environmental consciousness 
among stakeholders, adopting proenvironmental strategies 
that lead to long-term economic gain is well-accepted (Góes 
et  al.  2023; Jugend et  al.  2024; Ortiz-Avram, Ovcharova, and 
Engelmann  2023). Due to market-based incentives, corporate 
attitudes have shifted from regulation-driven to value-accretive 
adoption of environmental management practices (Anton, 
Deltas, and Khanna 2004).

Chamorro, Rubio, and Miranda (2009) opined that proenviron-
mental management practices could be an important business 
strategy resulting in improved performance. Besides, a growing 
body of research in the last two decades endeavoured to under-
stand stakeholder pressure influencing the adoption of green 
business practices across industries (C. Leonidou, Katsikeas, 
and Morgan  2013; Sahoo  2023). The firms are under growing 
pressure from external stakeholders like competitors, industry 
bodies, customers, regulators and community groups to imple-
ment sustainable business practices (Ainin, Naqshbandi, and 
Dezdar 2016; Ashton, Russell, and Futch 2017). It has been often 
found that competitive pressure to launch a new line of proen-
vironmental products, stricter policy from various regulatory 
bodies concerning environmental preservation and heightened 
pressure from different environmental activist groups pushes 
businesses to imbibe environmental friendly business prac-
tices (Aykol and Leonidou 2015). In a similar vein, adopting the 
resource-based view (RBV), extant research has discussed sev-
eral a set of internal stakeholders; for instance, employee pressure 
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for environmental preservation, collaboration with suppliers to 
develop and implement environment-friendly practices (Atkins 
and Lowe 1994; Becker and Shadbegian 2008) and development 
of innovative new environmental friendly products to capture 
the growing market of environment-friendly consumers are 
pushing companies to go green (Becker and Shadbegian 2008). 
These internal and external stakeholders are believed to be key 
determinants for adopting environmentally friendly business 
practices, leading to enhanced firm performance.

To help elucidate the underlying mechanism of stakeholder 
green pressure, we rely on the seminal work conceptualising 
enviropreneurial marketing (EM) by Menon and Menon (1997) 
and corporate environmentalism by Banerjee  (2002), taking 
environmental orientation (EO) and commitment of a firm as 
key factors mediating relationships between stakeholders' green 
pressure and firm performance (Baker and Sinkula 2005). EM, 
underpinned by the resource theory and natural resource–based 
view (Hart 1995), is conceptualised by Menon and Menon (1997, 
54) as ‘the process for formulating and implementing entrepre-
neurial and environmentally beneficial marketing activities 
with the goal of creating revenue by providing exchanges that 
satisfy a firm's economic and social performance objectives’ 
and considers EO and commitment as key factors shaping firm 
performance. EM posits that when companies engage in envi-
ronmentally positive activities, customers may reward the com-
pany through loyalty and increased patronage, which should 
increase market and financial performance (Richey et al. 2014; 
Song-Turner and Polonsky  2016). EM decisions create long-
term, corporate-wide activities for environmental sustainability 
(Charter and Polonsky 2017, 167; Yuan et al. 2023). However, a 
firm might emphasise green orientation but lack strategic im-
plementation, resulting in greenwashing (Pizzetti, Gatti, and 
Seele  2021; Wu, Zhang, and Xie  2020). Hence, building upon 
the concept of EM, Banerjee (2002, 181) propounded the concept 
of corporate environmentalism as ‘… organisation-wide recog-
nition of the legitimacy and importance of the biophysical en-
vironment in the formulation of organisation strategy, and the 
integration of environmental issues into the strategic planning 
process’.

An in-depth literature review (see Table  1) suggests that the 
majority of past studies have focused on specific stakeholders' 
green pressure as a unidimensional factor influencing firm 
performance (e.g., Adomako et al.  2022; Shahzad et al.  2024). 
Although some of the previous studies focused on more than 
one stakeholder (e.g., Baah et al. 2021 integrated organisational 
and regulatory pressure; Singh et al. 2022 studied the effects of 
regulatory and community pressure), albeit piecemeal, limiting 
theory advancement and practice development. This study de-
velops and empirically validates a holistic framework that links 
myriad external and internal stakeholders' green pressure (i.e., 
employee, NGO, supplier, industry, regulator, customer and 
competitor) as a key antecedent affecting SMEs' financial and 
marketing performance mediated via firm-level strategic EO 
and commitment.

In addition, we also explore two contextual elements—coun-
try (i.e., Japan) and corporate size (i.e., SMEs). Japan is known 
to be a significant player in the world economy as well as a 
significant contributor to CO2 emissions for many decades. 

Investigating drivers of green management in the Japanese con-
text has several practical and theoretical implications. Fujii and 
Kanehara (2013), in their comparative study between the United 
States and Japan focusing on environmental management, af-
firmed that socio-political backgrounds vary between countries 
and influence priorities within corporate strategies and environ-
mental management activities. Corporate governance in Japan 
is recognised as a stakeholder-oriented model (similar to those 
in continental Europe and other Asian countries), as opposed 
to emphasising shareholder value (the Anglo-Saxon model seen 
in the United States and United Kingdom) (Zhang et al. 2022). 
In Japan, corporate governance focuses on cultivating relation-
ships and addressing the needs of all stakeholders, including 
employees, customers and suppliers, rather than just sharehold-
ers. Conversely, the Anglo-Saxon model, prevalent in countries 
such as the United Kingdom and the United States, emphasises 
shareholder value above all else, often prioritising the enhance-
ment of market value and shareholder returns, sometimes at the 
expense of other stakeholders (Sugeno 2023).

In line with the stakeholder model, Japanese firms are encour-
aged to reflect the interests of employees and other closely re-
lated stakeholders in their practices. Kimata and Itakura (2013) 
surveyed 260 manufacturers in the Japanese province of 
Shikoku and found that external pressures, including national 
and local regulations, community demands and customer de-
mands, tend to drive environmental activities. It is also argued 
that a broader stakeholder focus can lead to more comprehen-
sive sustainability practices that consider environmental and 
social impacts beyond immediate financial returns (Onbhuddha 
and Ogata 2024), promoting a shift from the shareholder model 
to the stakeholder model.

However, this stakeholder-focused approach has long attracted 
criticism for integrating various stakeholders' interests into 
corporate practices, potentially slowing decision-making and 
limiting adaptability and competitiveness (Sugeno  2023), and 
Japanese corporate governance has been the centre of this criti-
cism. Indeed, recent reforms in Japan have aimed to strengthen 
shareholder engagement to improve corporate efficiency and in-
novation (Miyajima 2021). Considering the advantages and dis-
advantages of these corporate governance models, particularly 
in pursuing more environmentally sound practices, there is a call 
for efforts to reform corporate governance in Japan to balance 
the traditional stakeholder model with increased shareholder 
engagement, creating a hybrid model that seeks to enhance both 
social responsibility and economic dynamism (Miyajima 2021; 
Sugeno 2023). The current state of the Japanese business envi-
ronment thus presents an ideal condition for investigating vari-
ous stakeholders' pressures in the context of EM. There is still an 
apparent dearth of empirical studies examining which internal 
and external stakeholders play a stronger or weaker role in driv-
ing EM (Aggarwal 2023), leading to enhanced performance of 
Japanese firms.

As discussed earlier, the other important contextual element in-
cludes corporate size (Bouguerra et al. 2022), specifically SMEs 
(Kumar, Batra, and Boesso  2021; Schaper  2002). As Darcy 
et al. (2014, 399) opine, ‘the unique characteristics of the SME re-
quire existing organisational sustainability models to be revisited 
to take cognisance of the particular context and circumstances in 
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which such firms operate’. In the case of Japan, literature focusing 
on the sustainability practices of firms has largely focused on large 
corporates (e.g., Eweje and Sakaki 2015; Hosoda and Suzuki 2015; 
Kobayashi, Eweje, and Tappin 2018). Fujii and Kanehara (2013) 
found that the larger the Japanese manufacturing firm, the more 
advanced their environmental initiatives; this possibly alludes 
to the fact that environmental management depends on both 
resources and competence. SMEs are limited to such passive 
initiatives due to a lack of human and material resources and in-
formation (Endo 2006; Horiuchi and Mukai 2006). Against this 
background, there exists very limited empirical evidence concern-
ing Japanese SMEs' sustainability practices (Eweje 2020). Since 
SMEs are considered the backbone of all economies and dominate 
the business sectors of several countries, including Japan, there 
have been increasing calls for more research on SMEs' environ-
mental and social sustainability practices. Sun, Watanabe, and 
Fujita (2010) noted that many Japanese SMEs have followed the 
requirements of their business partners or have taken only limited 
measures within the scope of regulatory compliance, preventing 
further development of green management.

On the other hand, Jabbour and Puppim-de-Oliveira  (2011) 
studied 12 SME clusters in Brazil and Japan and found that the 
Japanese cluster has more proactive environmental governance 
than the Brazilian, still hampered by environmental knowledge. 
Oe and Yamaoka (2020) interviewed 24 Japanese SME owners 
to study entrepreneurial values, which lead to sustainable busi-
ness behaviour and uncovered three values underlying their 
sustainable business behaviour, namely, emotional attachment, 
pride and non-economic values with Sanpo-yoshi (good in 
three directions: suppliers, customers and community). Overall, 
Goydke  (2016, 48) asserts: ‘… little attention has been paid to 
Japan's small- and medium-sized companies … and especially 
to family businesses, although SMEs, which are in most cases 
family-owned, constitute 99.7 per cent of the total of 4.3 million 
Japanese enterprises’. Moreover, given that SMEs in Japan (the 
number of employees from 20 plus to 300, corporate capital of 
300 million yen) account for over 68% of the total workforce at 
the time of the 2016 census and 53% of gross value added at the 
time of 2015 census (METI 2021), understanding the drivers of 
their green management is critically important.

Overall, this study attempts to explore various internal and exter-
nal stakeholder pressures holistically rather than in a piecemeal 
fashion and examines the mediating role of EO and commitment 
and consequent effects on Japanese SMEs' market and financial 
performance. This study offers interesting contributions to the 
stakeholder pressure and EM literature. First, taking cues from 
EM (Menon and Menon 1997) and corporate environmentalism 
(Banerjee 2001, 2002), we explore mediating effects of EO and 
commitment of SMEs on firm performance, which help explain 
the responsibility of a business to adopt green management prac-
tices without compromising long-term business performance. 
Second, with increased awareness and sensitivities towards the 
environment, this study also helps senior-level management of 
an SME in making key business decisions to drive the adoption 
of environmentally friendly business practices in various de-
partments and, at the same time, augment financial and market 
performance. Finally, this study calls to make EM actionable for 
SMEs by identifying the determinants and mechanisms through 
which it results in superior firm performance.St
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2   |   Theory and Hypotheses

We build the theoretical framework using EM and corporate 
environmentalism to explain the mechanism underpinning 
the stakeholders' green pressure affecting firm performance. 
Specifically, we integrate the stakeholder theory to understand 
key stakeholders' green pressure (Henriques and Sadorsky 1999; 
Xie, Abbass, and Li 2024). Before about four decades, the pres-
sure from regulation and consumer movement was largely re-
sponsible for pushing firms to account for environmental impact 
as one of the key factors in decision-making, leading to the for-
mulation of relevant business strategies (Fischer and Schot 1993; 
Kitching, Hart, and Wilson 2015). Initially, most firms perceived 
environmental concerns as problems that impose constraints 
rather than an opportunity to create competitive advantage 
(Buchholz 1991). According to Kirkpatrick (1990), several busi-
nesses attempted to integrate environmentalism into their core 
business strategies, leading to a new strategic environmentally 
positive paradigm called EM. EM integrates social performance 
goals, corporate EOs and a firm's strategic decision-making to 
create a competitive advantage in the free market enterprise 
(Menon and Menon 1997).

The proactive adoption of EM helps firms gain key organisa-
tional resources to translate into unique organisational ca-
pabilities that determine a firm's competitiveness (Baker and 
Sinkula  2005). One of the core guiding philosophies of EM is 
that the environmental imperatives focus on market opportuni-
ties rather than management or business constraints, leading to 
stronger firm performance (Jaini and Hussin 2019; Menon and 
Menon 1997; Miles and Covin 2000). Secondly, EM falls within 
the societal marketing concept and the corporate social perfor-
mance (Cronin et  al.  2011). Thirdly, it is argued that multiple 
internal and external stakeholders would influence a firm's EM 
(Chabowski, Mena, and Gonzalez-Padron 2011; Chan, He, and 
Wang 2012; Nguyen and Adomako 2022). Fourth, it is posited 
that EM leads to positive reactions and customer patronage over 
a more extended period, resulting in a strong competitive advan-
tage that leads to improved firm performance (Yuan et al. 2023). 
Lastly, EM emphasises two key dimensions, EO and environ-
mental commitment, which reflect the knowledge and active 
assimilation of proenvironmental strategies with equal consid-
eration for all key stakeholders.

Subsequently, Banerjee  (2002) built upon the EM and intro-
duced the concept of corporate environmentalism that inte-
grates environmental concerns into a firm's decision-making 
process. Built upon the strong foundation of the stakeholder the-
ory (Parmar et al. 2010), corporate environmentalism considers 
various stakeholders of a firm (e.g., employees, customers, the 
local community, government agencies, public interest groups 
and competitors). It imbibes their views in strategic decision-
making, leading to firm performance, as well as relations with 
key internal and external stakeholders. Corporate environmen-
talism focuses on two key aspects: corporate EO and environ-
mental strategy focus. Here, EO is the recognition by managers 
of the importance of environmental issues facing their firms. In 
contrast, environmental strategy focus relates to managers' per-
ceptions of stakeholders and the extent to which environmental 
issues are integrated with a firm's strategic plans (Banerjee, Iyer, 
and Kashyap 2003).

2.1   |   EO

EO refers to ‘the recognition by managers of the importance of 
environmental issues’ businesses face in their day-to-day oper-
ations (Banerjee, Iyer, and Kashyap 2003, 106). Banerjee (2002) 
explained that EO should be integrated into mission statements 
with internal and external focus. The company's ethics, values 
and standards for integrating environmental issues are reflected 
in the internal focus, while their relationships with stakehold-
ers in the form of environmental demands are reflected in their 
external EO (Banerjee, Iyer, and Kashyap  2003). Extending 
this, Gabler, Richey, and Rapp  (2015) discussed internal EO 
resembling proenvironmental culture and external EO akin 
to the theorisation of organisational climate. Firms with high 
EO shall possess the required intangible resources influencing 
business performance (Ge and Ding 2005). Indeed, it has been 
argued that incorporating EO into various business functions 
helps achieve superior firm performance (Amankwah-Amoah, 
Danso, and Adomako 2019; Guo et al. 2023).

Morgan and Piercy (1998) propounded that EO relates to mar-
ket and financial performance (i.e., performance outcomes), 
explaining the measures to achieve a more significant por-
tion of the market and worthy financial returns, respectively. 
When EO is enhanced, it increases financial performance due 
to increased savings, reduced cost of operations and improved 
operating conditions (Bagur-Femenias, Llach, and del Mar 
Alonso-Almeida  2013). Further, Menguc and Auh  (2005) ex-
plained how a firm's EO enhances business performance, under-
lined explicitly by higher return on assets. Empirical evidence 
also highlights that firms with EO demonstrate improved finan-
cial returns across multiple parameters (Helmig, Spraul, and 
Ingenhoff  2016; Orlitzky, Schmidt, and Rynes  2003). Melnyk, 
Sroufe, and Calantone  (2003) studied perceptual measures of 
corporate financial performance by interviewing managers of 
manufacturing firms, yielding similar results.

Recently, Danso et al. (2020) presented empirical support from 
Ghanaian SMEs validating the link between EO and financial 
performance. Concerning market performance, Menguc and 
Ozanne (2005) found that higher EO enhances market share for 
manufacturing companies. On the other hand, Wahba  (2008) 
measured higher market valuation as a reflection of stronger EO. 
Kimata and Itakura (2013) found that proenvironmental culture 
would positively influence a firm's financial performance, albeit 
in the Japanese context. We therefore suggest the following:

H1a.  EO positively influences the firm's market performance.

H1b.  EO positively influences the firm's financial performance.

2.2   |   Environmental Commitment (EC)

EC is ‘an extent to which a company integrates ecological is-
sues into its business strategy to reduce the harmful effects 
of its business-related activities on the natural environment’ 
(Hirunyawipada and Xiong  2018, 22). Dangelico, Pujari, and 
Pontrandolfo  (2017) have argued that EC continuously pushes 
firms to reinvent their operations with green practices, adopt 
an environmentally friendly marketing mix and develop 
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eco-sensitive business models, thereby improving firm perfor-
mance. Baker and Sinkula (2005) showed that EC as EM strat-
egy improves new product success and market share, that is, 
market performance outcomes. On the other hand, C. Leonidou, 
Katsikeas, and Morgan  (2013) noted no significant effect of 
green marketing commitment on sales volume and market 
share. Keszey (2020) recently outlined a positive link between 
EC and market performance.

Interestingly, while some studies have reported positive 
(Clarkson et  al.  2011; Zhu and Sarkis  2004), others found 
mixed effects of EC and financial performance (measured in 
ROA, stock returns, pre-tax profits, Tobin's Q) (Jayachandran, 
Kalaignanam, and Eilert  2013; King and Lenox  2001; López-
Rodríguez 2009). Hirunyawipada and Xiong (2018) empirically 
established the positive effect of EC on higher near-term firm 
profitability. Pursuant to the ongoing discussion and recent evi-
dence, we posit the following:

H2a.  Environmental commitment positively influences firm's 
market performance.

H2b.  Environmental commitment positively influences firm's 
financial performance.

2.3   |   Stakeholders' Green Pressure, EM and Firm 
Performance

According to Polonsky  (1995, 33), ‘Stakeholder theory cen-
ters around how firms take into account its relationship with 
specific stakeholder groups, as it sets corporate direction and 
formulate its strategies’. It advances explicitly the understand-
ing of the management's responsibility towards the stake-
holders (Freeman 2010). In the past, the theory has been used 
to explain the translation of stakeholder pressure into mo-
tivation to adopt appropriate business practices (Eesley and 
Lenox  2006), which helps firms to create value for all stake-
holders (Crilly 2011; Devinney, Mcgahan, and Zollo 2013). The 
tenants of the stakeholder theory have long asserted how cor-
porate strategies designed to incorporate stakeholders' perspec-
tives lead to improved business performances (Banerjee, Iyer, 
and Kashyap 2003; Corazza et al. 2023). Still, there are very few 
empirical evidence that links stakeholders' pressures in an EM 
context (Coddington 1993; Polonsky 1995).

It has often been argued that SMEs must honour their commit-
ments, including environmental preservation, to all the key in-
ternal and external stakeholders (Singh et al. 2022). Stakeholder 
environmental pressure has been identified as the key driver of 
a firm's adoption of EM strategy (Carmona-Moreno, Céspedes-
Lorente, and De Burgos-Jiménez 2004). For instance, it has been 
observed that both manufacturing and service businesses are 
rapidly adopting myriad environmental friendly business prac-
tices (Connelly, Ketchen, and Slater  2011), such as green sup-
ply chain management in line with their EO and EC (Sarkis, 
Gonzalez-Torre, and Adenso-Diaz 2010). As outlined in the sub-
sequent discussion, past studies investigating stakeholder green 
pressure have conveniently focused only on a few key stakehold-
ers, ignoring the integrative role of multiple internal and exter-
nal stakeholders jointly in influencing business performance.

Further, there is a complete dearth of empirical evidence on in-
tegrating such varied stakeholders' green pressure with a the-
oretical unpinning from the EM strategy lens. In line with the 
stakeholder theory, stakeholder green pressure leading to the 
adoption of EM that ultimately influences business performance 
could be better understood by the actions of organisational (in-
dustry, suppliers, competitors and employees), governmen-
tal (regulator) and community stakeholders (customer, NGO) 
(Steurer et al. 2005). We formulate stakeholder-specific hypothe-
ses based on relevant previous studies but with limited empirical 
insights from Japan.

2.3.1   |   Industry Green Pressure

Firms are inevitably bound by the larger industry environment 
in which they operate. Often, the industry as a whole feels con-
stant pressure to address plaguing environmental issues such as 
climate change (Wright and Nyberg 2017). Focusing on indus-
try dynamics helps firms formulate environmental compliance 
strategies aligned with industry peers, thereby continuously 
improving green practices. Notably, intraindustry homogeneity 
arises due to the sharing of information sources, technologies, 
knowledge networks, opportunities for innovation and shared 
EO (Leiponen and Drejer 2007). Further, it may also be noted 
that a firm's EO is shaped partially due to some common indus-
try practices, such as pollution control, waste clean-up and efflu-
ent treatment (Banerjee, Iyer, and Kashyap 2003). Consequently, 
industry green pressure could be understood as an essential 
pressure point that could act as one of the primary driving forces 
for the firm to adopt eco-friendly business strategies.

The pressure from the industry effectively pushes firms to 
practise higher environmental proactivity in line with industry 
norms (González-Benito and González-Benito 2006), reflecting 
their EO. Further, the greening of the industry with increasing 
proenvironmental pressure forces businesses to innovate and 
differentiate themselves from competitors (Liston-Heyes and 
Vazquez Brust 2016), which eventually results in greater busi-
ness endeavours demonstrating environmental commitment. 
We therefore suggest the following:

H3a1.  EO positively mediates the impact of industry green 
pressure on firm's market performance.

H3a2.  EO positively mediates the impact of industry green 
pressure on firm's financial performance.

H3b1.  EC positively mediates the impact of industry green 
pressure on firm's market performance.

H3b2.  EC positively mediates the impact of industry green 
pressure on firm's financial performance.

2.3.2   |   Regulatory Green Pressure

Regulation refers to a ‘sustained and focused control exercised 
by a public agency over activities that are valued by a commu-
nity’ (Selznick  1985). Past studies have paid significant atten-
tion to regulatory pressures, compelling firms to comply with 
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established environmental legislation (González-Benito and 
González-Benito 2006; Kassinis and Vafeas 2006). The pressure 
from the regulatory environment to be green has been para-
mount, enhancing businesses' intensity to adopt EM strategies 
(Frondel, Horbach, and Rennings 2008). For example, national 
regulations drive firms to be environmentally conscious, as re-
ported in the United States, Japan and Germany (Popp 2006). 
The government regulates and scrutinises the firms' environ-
mental practices regularly, facilitating the adoption of EM 
(Sarkis, Gonzalez-Torre, and Adenso-Diaz 2010).

The regulatory pressure forces businesses to translate their 
enhanced EO in their core disciplines through ‘continuous in-
tegration’, ‘reconfiguration’ and acquisition of ‘green dynamic 
resources’ (Dangelico, Pujari, and Pontrandolfo  2017). In the 
context of the United States, Banerjee, Iyer, and Kashyap (2003) 
presented empirical evidence suggesting that regulatory forces 
influence firms' EO. We argue that government stakeholder pres-
sure positively influences the firms' absorptive capacity, as en-
vironmentally oriented firms proactively renew their resources/
capabilities to adopt the latest green practices and technologies 
to comply with evolving regulatory standards (Aboelmaged and 
Hashem 2019; Bello-Pintado, Machuca, and Danese 2023; Singh 
et al. 2020). For example, Spanish pulp and paper firms adopted 
cleaner technologies owing to tightened regulatory pressure (del 
Río González 2005).

Regulation on environmental disclosure has the potential to re-
shape business green practices that include reporting of third 
parties (Monsma and Buckley 2003). Further, Xing et al. (2019) 
provided empirical evidence suggesting that stringent environ-
mental regulation increases firms' commitment to the environ-
ment. To cope with regulatory pressure, firms could also look to 
accentuate their commitment and resources towards fulfilling 
their responsibility with respect to environmental preservation. 
Therefore, we argue that regulatory pressure positively influ-
ences firms' EO and EC, leading to higher financial and market 
performance.

H4a1.  EO positively mediates the impact of regulatory green 
pressure on firm's market performance.

H4a2.  EO positively mediates the impact of regulatory green 
pressure on firm's financial performance.

H4b1.  EC positively mediates the impact of regulatory green 
pressure on firm's market performance.

H4b2.  EC positively mediates the impact of regulatory green 
pressure on firm's financial performance.

2.3.3   |   Customer Green Pressure

Another important stakeholder outlined in past literature is the 
customers whose increasing concern for environmental preser-
vation gets reflected in demand for more green products or ac-
tivism, forcing the firm to act in an environmentally friendly 
manner (Banerjee, Iyer, and Kashyap 2003). Consumer pressure 
pushes firms to practise EM by projecting a green brand image 
and launching environmentally friendly products while actively 

pursuing green consumers as an important target segment 
(Peretz, Bohm, and Jasienczyk 1997). Customer green pressure 
is considered one of the most important stakeholder pressures 
experienced by firms because if they fail to act, it will immedi-
ately result in reduced customer demand (Pekovic, Rolland, and 
Gatignon 2016).

When examining the effect of customer green pressure on 
EO, Yalabik and Fairchild  (2011) evidenced that customers 
can drive the environmental innovation of a firm. In manu-
facturing, Hanim Mohamad Zailani et  al.  (2012) stated that 
customer pressure forces firms to act more environmentally 
oriented in practising ecodesign. Further, it may be noted that 
for EC, customer green pressure drives industrial firms to ad-
here to and implement corporate social responsibility (Helmig, 
Spraul, and Ingenhoff  2016). Du, Zhang, and Feng  (2018) 
provided how green consumer integration helps firms to be 
more environment-committed in the form of being proactive 
in achieving green innovation performance. We, therefore, 
argue that customer green pressure positively influences both 
the EO and EC of firms, leading to improved market and fi-
nancial performance.

H5a1.  EO positively mediates the impact of customer green 
pressure on firm's market performance.

H5a2.  EO positively mediates the impact of customer green 
pressure on firm's financial performance.

H5b1.  EC positively mediates the impact of customer green 
pressure on firm's market performance.

H5b2.  EC positively mediates the impact of customer green 
pressure on firm's financial performance.

2.3.4   |   Competitor Green Pressure

Within an industry, competitive dynamics could significantly 
influence a firm's motivation, awareness and ability to take 
action, shaping strategic decision-making to defend/improve 
competitive position (Fouskas and Drossos  2010; Smith, 
Ferrier, and Ndofor  2005). As competitive actions within a 
given context become visible and threatening, firms are ex-
pected to adopt more aggressive responses to maintain their 
market position (Ramaswamy, Gatignon, and Reibstein 1994). 
Using the lens of the Schumpeterian view of competition, 
a firm's adoption of green practices could reflect its com-
petitive responses to rivals (Hofer, Cantor, and Dai  2012; 
Schumpeter  2002). Apple Corporation, for example, started 
displaying their manufacturers' carbon emissions within the 
environmental disclosures after they found that one of its key 
competitor's (i.e., Dell's) disclosure practices (Hofer, Cantor, 
and Dai 2012). It has also been claimed that due to competitive 
pressure, Apple was compelled to discontinue using polyvinyl 
chloride and brominated flame retardants, which are consid-
ered environmentally hazardous (Burrows 2009). As there is 
scant attention paid to competitive pressure in green business 
practices literature (Dai, Montabon, and Cantor 2014), it has 
been included in this study to deepen our understanding and 
provide empirical evidence that is still lacking. We propose 
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that EM mediates the relationship between competitor green 
pressure and firm performance.

H6a1.  EO positively mediates the impact of competitor green 
pressure on firm's market performance.

H6a2.  EO positively mediates the impact of competitor green 
pressure on firm's financial performance.

H6b1.  EC positively mediates the impact of competitor green 
pressure on firm's market performance.

H6b2.  EC positively mediates the impact of competitor green 
pressure on firm's financial performance.

2.3.5   |   Employee Green Pressure

Although internal, employees are also important stakehold-
ers who could exert significant pressure on their employers 
to adopt environmentally friendly business practices (Cantor, 
Morrow, and Montabon 2012; McKeiver and Gadenne 2005). 
For instance, in a highly dynamic and competitive environ-
ment, employees could initiate or recommend environmental 
management activities to strengthen their employers' exist-
ing environmental practices (Daily and Huang  2001). In the 
past, it has been opined that employees play an effective role 
in greening the business with various initiatives and actions 
(Nejati, Rabiei, and Chiappetta Jabbour  2017). According to 
Sarkis, Gonzalez-Torre, and Adenso-Diaz  (2010), employee 
green pressure could play an important role as internal stake-
holders shape the existence of a firm. It has also been argued 
that employees often understand their employers' capabilities 
and strategic objectives better than outside stakeholders, aug-
menting the process and their role in greening the business 
(Baah et al. 2021).

Despite the wide acceptance of greening human resource func-
tions (Papadas et al. 2019), little attention has been paid to un-
derstanding the influence of employees' green pressure on EM 
and firm performance. Employees with enriched environmental 
knowledge and motivation (Jabbour, Santos, and Nagano 2010) 
could play a pivotal role in augmenting a firm's overall EO and 
EC. Employees with high proenvironmental attitudes tend to 
exert severe pressure on the firm to adopt proenvironmental 
initiatives, reflecting thereby their ECs in the form of voluntary 
engagements, such as pollution prevention, green supply chain 
management or waste reduction (Sarkis, Gonzalez-Torre, and 
Adenso-Diaz 2010; Shubham, Charan, and Murty 2018) leading 
to better firm performance. Based on this understanding, we 
posit the following:

H7a1.  EO positively mediates the impact of competitor green 
pressure on firm's market performance.

H7a2.  EO positively mediates the impact of competitor green 
pressure on firm's financial performance.

H7b1.  EC positively mediates the impact of competitor green 
pressure on firm's market performance.

H7b2.  EC positively mediates the impact of competitor green 
pressure on firm's financial performance.

2.3.6   |   NGO Green Pressure

NGOs are advocated as external stakeholders to any business, 
including environmental groups, media, social organisations 
and civic bodies (Fu et al. 2023; Hoffman 2000). As per Van der 
Laan et al. (2008), NGOs can influence a firm's business activ-
ities and strategic decision-making, albeit over a longer period. 
Further, NGOs' pursuit of goal attainment from the firms in 
the vicinities varies depending on the context, such as the live-
lihood quality of the firm's neighbourhood, fresh air, less noise 
pollution and reduced waste disposal (Bremmers et al. 2007). 
Therefore, NGOs can pressure firms to display higher EO 
rather than solely craving profit and economic wealth.

Interestingly, some studies have argued that NGOs may not 
actually be in a position to command firms to take a specific 
proenvironmental direction directly, but often, they work on mo-
bilising the attention of firms to environmental issues (Berrone 
et al. 2013; Mir and Feitelson 2007), which in turn, could eventu-
ally help enhance the firm's EM efforts. Kitsis and Chen (2021) 
opined that the pressure from environmental groups and NGOs 
impels manufacturing firms to become more environmentally 
committed to consuming fewer natural resources with less pol-
lution emission and increased recycling. Similarly, we argue 
that NGOs' green pressure positively influences EM, potentially 
leading to better firm performance.

H8a1.  EO positively mediates the impact of NGO green pres-
sure on firm's market performance.

H8a2.  EO positively mediates the impact of NGO green pres-
sure on firm's financial performance.

H8b1.  EC positively mediates the impact of NGO green pres-
sure on firm's market performance.

H8b2.  EC positively mediates the impact of NGO green pres-
sure on firm's financial performance.

2.3.7   |   Supplier Green Pressure

In an attempt to reduce sources of pollution and waste genera-
tion across the supply chain, several firms have begun to adopt 
and extend their green supply chain initiatives, both upstream 
and downstream (Jayaraman  2006; Lin and Sheu  2012). The 
pressure within the supply chain to cope with environmental 
legislation has been paramount, forcing all members to adopt 
environmental marketing practices. Many firms work within 
an environment that includes pressures from their suppli-
ers, compelling them to adopt green initiatives (Canning and 
Hanmer-Lloyd 2001). It has also been observed that many sup-
pliers tend to implement environmental practices aligned with 
environmental management system certifications that specifi-
cally signal the EC across the upstream within a supply chain 
(González-Benito and González-Benito 2008).
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Concerning SME manufacturing, Gadenne, Kennedy, and 
McKeiver  (2009) established the direct influence of suppliers' 
green pressure on firms' environmental attitudes. Empirical ev-
idence also suggests that suppliers' pressure to adopt environ-
mental management systems influences a firm's commitment to 
protecting the environment (Christmann  2004; Qi, Zhao, and 
Sheu 2011; Zhu, Sarkis, and Lai 2013). We therefore suggest the 
following:

H9a1.  EO positively mediates the impact of supplier green pres-
sure on firm's market performance.

H9a2.  EO positively mediates the impact of supplier green pres-
sure on firm's financial performance.

H9b1.  EC positively mediates the impact of supplier green pres-
sure on firm's market performance.

H9b2.  EC positively mediates the impact of supplier green pres-
sure on firm's financial performance.

Based on the previous discussions, nine hypotheses were pro-
posed and presented in Figure 1.

3   |   Methods

3.1   |   Data and Sample

We tested our hypotheses using a sample of Japanese SMEs with 
less than ¥300 million annual turnover and full-time employees 
ranging from 20 to 300. These criteria align with extant litera-
ture within the Japanese context (Anderson and Eshima 2013; 

Lu and Beamish 2001). As the participants were from Japan, the 
original questionnaire was translated into Japanese using the 
back-translation technique (Brislin 1970) through a professional 
translation agency. Six hundred fourteen questionnaires were 
distributed to the employees of the screened and selected SMEs 
using a Japanese professional data collection agency. Finally, 
317 usable responses were retained for the analysis, representing 
a valid response rate of 51.6%. Respondents took approximately 
15 min to complete the survey.

The respondents' profile (Table  2) is as follows: gender distri-
bution among these 317 employees was more or less equal (i.e., 
about 53% men, n = 169, while about 47% women). Regarding 
age, 45% of employees were 31–55 years (n = 144). Education-
wise, about 31% of respondents finished schooling (n = 98), and 
54.9% (n = 174) completed an undergraduate degree. Twenty-
eight percent of respondents (n = 89) had less than 10 years of 
work experience with their current organisation. Out of 317, 
seven were non-executive officers (i.e., unit/sectional managers, 
factor/plant managers), two corporate advisors and one auditor. 
The rest (307) are all executive decision-makers whose titles 
vary from one to another, including the representative director, 
managing director, chief executive officer, president and vice 
president.

3.2   |   Measures and Bias

For data collection, we used a structured questionnaire as an 
instrument. Existing scales were adopted to operationalise all 
measures used, with anchors as strongly disagree (1) and strongly 
agree (5). Regulatory and customer pressures with five items each 
were used from a study by Banerjee, Iyer, and Kashyap (2003). 

FIGURE 1    |    Research model.

 10990836, 0, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1002/bse.4110 by T

est, W
iley O

nline L
ibrary on [07/01/2025]. See the T

erm
s and C

onditions (https://onlinelibrary.w
iley.com

/term
s-and-conditions) on W

iley O
nline L

ibrary for rules of use; O
A

 articles are governed by the applicable C
reative C

om
m

ons L
icense



10 of 25 Business Strategy and the Environment, 2024

L. Leonidou et al. (2015) referred to adapting and modifying the 
four-item scale of competitive pressure in line with the research 
context. The NGO pressure scale was adopted and modified from 
Harangozó and Zilahy (2015) with three items. Employee green 
pressure was measured using six items adopted and modified 
by Bobby Banerjee (2001). The scale measuring industry pres-
sure consisting of five items was developed for this study based 
on the work of Khidir ElTayeb, Zailani, and Jayaraman (2010). 
Seven items of the supplier pressure scale were adapted from 
Pujari, Wright, and Peattie  (2003). Based upon Fraj-Andrés, 
Martínez-Salinas, and Matute-Vallejo  (2009), EO (five items) 
was measured; environmental commitment (seven items) was 
adopted from Menguc and Ozanne  (2005). Financial (four 
items) and market performance (five items) scales were adopted 
from Judge and Douglas  (1998) and Homburg, Workman, and 
Jensen (2002), respectively.

Furthermore, five control variables were included in the re-
search model. Firm size was operationalised as the logarithm 
transformation (LT) of the number of full-time employees, and 
firm age as the LT of total years since its inception. A dummy 
variable was used to measure industry, with dichotomous cat-
egories: manufacturing (0) and otherwise (1). Employee educa-
tion was controlled as 1 (less than high school), 2 (high school), 
3 (university diploma), 4 (bachelor's degree) and 5 (master's de-
gree and above).

Harman (1976) single-factor test was applied by performing ex-
ploratory factor analysis (EFA) in SPSS. Unrotated EFA was run 
on stakeholder pressure, EO, environmental commitment, fi-
nancial performance and market performance. The single factor 
that emerged explained the variance of 44.87% (< 50% threshold 
of the cut-off) (Podsakoff et al. 2003). Then, a marker variable 
test was carried out (Williams, Hartman, and Cavazotte 2010). 
We employed a theoretically unrelated construct (years of work 
experience in the current company) and found that the pattern 
of bivariate correlations remains unchanged. The model with 

the marker variable was observed to have a worse fit than the 
original model, indicating that common method bias does not 
influence our findings. The results clearly express the absence 
of any threat of CMB in the data. Admittedly, full collinearity 
tests were also suggestive through computing variance inflation 
factors (VIFs) for each construct (Kock 2015). As reflected, all 
the VIF values were less than 3.3, indicating that CMB is not a 
significant concern for this study.

3.3   |   Analysis

Structural equation modelling (SEM) was utilised for analys-
ing data as it can include the measurement error and estimate 
latent constructs from measured variables for complex or mul-
tilevel models (Stein, Morris, and Nock 2012). Two steps were 
used to execute the SEM procedure: confirmatory factor analy-
sis (CFA) for the measurement model and path analysis for the 
structural model.

4   |   Results

4.1   |   Measurement Model

CFA was performed to assess the fitness of the measurement 
model through AMOS 26. Maximum likelihood method was 
considered for estimating parameters that yields model-fit sta-
tistics. The fit statistics of the conceptual model were within the 
acceptable limit: χ2

(1007)
 = 2892.018; χ2/df = 2.102 (between 2 and 

5); CFI = 0.917 (> 0.9); IFI = 0.92 (> 0.9); and root-mean-square-
error-of-approximation = 0.059 (< 0.08) (Hair et  al.  1998). 
Moreover, the Cronbach alpha and composite reliability values 
for each construct were calculated (Table  2), which were well 
above the threshold value of 0.7 (Cronbach 1951; Nunnally 1982). 
The scales were internally consistent and reliable. Convergent 
validity was achieved through a recommended approach of 

TABLE 2    |    Sample descriptives.

Variables Category Frequency %

Age Less than 55 144 45

55–70 151 48

71 years and above 22 7

Gender Male 169 53

Female 148 47

Education Primary/secondary school 98 31

Undergraduate 174 55

Postgraduate 45 14

Work experience Less than 10 years 89 28

10–20 years 85 27

21–30 years 66 21

31–40 years 58 18

More than 41 years 19 6
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Bagozzi and Yi (1988) suggesting that all AVE values were above 
0.5. Table 3 explained that the square root of AVE for each con-
struct was above squared interconstruct correlations (Fornell 
and Larcker 1981). This indicates the achievement of discrim-
inant validity (Table 4).

4.2   |   The Structural Model

The testing of causal hypotheses was done with the structural 
path coefficients presented in Table  5. The fit statistics of the 
structural model were well within the acceptable limits (Hair 
et  al.  1998): χ2

(1714)
 = 4985.255; χ2/df = 2.909 (between 2 and 5); 

CFI = 0.904 (> 0.9); IFI = 0.911 (> 0.9); and root-mean-square-
error-of-approximation = 0.063 (< 0.08). With regards to the 
structural path coefficients (Table  5), EO has a negative link 
with firms' market (γ = −0.799, p < 0.001) and financial perfor-
mance (γ = −0.830, p < 0.001), resulting in the rejection of H1a 
and H1b. On the other hand, EC seemed to positively affect 
firms' market (γ = 0.771, p < 0.001) and financial performance 
(γ = 0.840, p < 0.001), resulting in the acceptance of H2a and H2b.

In H3a1 and H3a2, we proposed that EO mediates a positive, in-
direct linkage between industry pressure and firms' market and 
financial performance. However, the statistical significance of 
mediating effects for both dependent variables was observed as 
non-significant; hence, both hypotheses were rejected. Similarly, 
H3b1 and H3b2 were also rejected, as we observed that the medi-
ating effect of EC between industry pressure and firms' market 
and financial performance is statistically non-significant.

In H4a1 and H4a2, we proposed that EO mediates the positive, 
indirect linkage between regulatory pressure and firms' market 
and financial performance. However, both hypotheses were re-
jected, as significant but negative linkages were observed. On 
the other hand, H4b1 and H4b2 were supported, as we observed 
that the mediating effect of EC between regulatory pressure and 
firms' market and financial performance is positively signif-
icant (market performance: ab = 1.233, p < 0.01; 95% CI [1.250, 
13.531]; financial performance: ab = 1.344, p < 0.01; 95% CI 
[1.211, 12.587]). For H5a1 and H5a2, EO failed to mediate cus-
tomer pressure to market performance. Further, EC also found 
an insignificant mediator in customer pressure to market per-
formance; thus, both H5b1 and H5b2 were rejected.

In H6a1 and H6a2, we proposed that EO mediates the posi-
tive, indirect linkage between competitive pressure and firms' 
market and financial performance. However, both hypotheses 
were rejected, as we observed significant but negative link-
ages. Interestingly, H6b1 and H6b2 were supported with signif-
icant positive mediating effect of EC between NGO pressure 
and firms' market and financial performance (market perfor-
mance: ab = 0.779, p < 0.05; 95% CI [1.101, 10.931]; financial per-
formance: ab = 0.849, p < 0.05; 95% CI [1.054, 11.062]). We also 
found that the mediating effect of EO between NGO pressure 
and market as well as financial performance was both negative 
and significant, resulting in the rejection of H7a1 and H7a2 (mar-
ket performance: ab = −1.551, p < 0.01; 95% CI [−16.545, −1.561]; 
financial performance: ab = −1.691, p < 0.01; 95% CI [−15.334, 
−1.506]) thereof. On the other hand, H7b1 and H7b2 were both 
supported with positive and significant mediating effects of 

environmental commitment between NGO pressure and firms' 
market as well as financial performance (market performance: 
ab = 1.547, p < 0.05; 95% CI [1.591, 15.845]; financial perfor-
mance: ab = 1.607, p < 0.05; 95% CI [1.474, 14.036]).

We proposed in H8a1 and H8a2 that EO mediates the positive, 
indirect linkage between employee pressure and firms' market 
and financial performance, but both hypotheses were rejected 
as we observed significant but negative effects. However, H8b1 
and H8b2 were supported with a positively significant mediating 
effect of environmental commitment between employee pres-
sure and firms' market as well as financial performance (market 
performance: ab = 0.637, p < 0.05; 95% CI [1.069, 6.382]; finan-
cial performance: ab = 0.694, p < 0.01; 95% CI [1.077, 6.019]). 
Lastly, for H9a1 and H9a2, EO failed to mediate supplier pressure 
to market performance. Environmental commitment was also 
found to be an insignificant mediator for supplier green pres-
sure to market performance, leading to the rejection of H9b1 and 
H9b2. The analytical results supported the proposed model with 
an explanatory power of 71.3%.

4.3   |   Control Variables

We used a set of control variables that could affect the degree of 
relationship between EM and firm performance. In the model, 
firm size, firm age, industry type, employee experience and 
employee education as older firms with larger size are inclined 
to invest more in EM, resulting in higher commitment for re-
sources to improve EO, commitment, market performance and 
financial performance. Therefore, these variables were imputed 
as control variables. Employees with higher education and expe-
rience within a firm would embrace more commitment towards 
the environment and are more committed to attaining higher 
financial and market performance.

Table  5 reports all the results. The effect of firm size on EC, 
market performance and financial performance is positive and 
significant. Firm age is significant and negative for EC and in-
significant for other variables (EO, market and financial perfor-
mance). Employee experience is also significant and positive for 
EC and insignificant for other variables. Industry type negatively 
influences the market and financial performance of the firm. 
All the control variables were insignificant for the firm's EO.

5   |   Discussion

The study explored the multidimensional relationships between 
myriad internal and external stakeholder pressure and firm 
performance mediated via EO and EC, providing much needed 
empirical evidence to the EM, corporate environmentalism and 
stakeholder theory. In the extant literature, it was observed that 
research on the extent to which many internal and external 
stakeholders jointly drive marketing and financial firm per-
formance remained unexplored. Further, although Menon and 
Menon (1997) propounded the concept of EM strategy, for more 
than two and a half decades, empirical investigation connect-
ing both positive and negative effects of varied stakeholders on 
firm performance mediated by a firm's EO and EC remained 
unexplored.

 10990836, 0, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1002/bse.4110 by T

est, W
iley O

nline L
ibrary on [07/01/2025]. See the T

erm
s and C

onditions (https://onlinelibrary.w
iley.com

/term
s-and-conditions) on W

iley O
nline L

ibrary for rules of use; O
A

 articles are governed by the applicable C
reative C

om
m

ons L
icense



12 of 25 Business Strategy and the Environment, 2024

T
A

B
L

E
 3

    
|    

C
on

st
ru

ct
 re

lia
bi

lit
y 

an
d 

co
nv

er
ge

nt
 v

al
id

ity
.

C
on

st
ru

ct
s

It
em

s
A

ve
ra

ge
 v

ar
ia

nc
e 

ex
tr

ac
te

d 
(A

V
E)

C
om

po
si

te
 

re
li

ab
il

it
y

C
ro

nb
ac

h 
al

ph
a 

(α
)

Fa
ct

or
 

lo
ad

in
gs

t-V
al

ue

In
du

st
ry

 p
re

ss
ur

e
Su

cc
es

sf
ul

 fi
rm

s i
n 

m
y 

fir
m

's 
in

du
st

ry
 a

do
pt

 
gr

ee
n 

m
an

ag
em

en
t p

ra
ct

ic
es

0.
68

8
0.

91
7

0.
92

9
0.

80
5

—

Bi
g 

fir
m

s i
n 

m
y 

fir
m

's 
in

du
st

ry
 a

do
pt

 g
re

en
 m

an
ag

em
en

t i
ni

tia
tiv

es
0.

90
0

22
.2

24

G
re

en
 m

an
ag

em
en

t b
us

in
es

s p
ra

ct
ic

es
 a

re
 c

ur
re

nt
ly

 a
do

pt
ed

 
by

 a
 la

rg
e 

nu
m

be
r o

f o
rg

an
is

at
io

ns
 in

 m
y 

in
du

st
ry

0.
83

0
17

.3
32

Th
er

e 
is

 a
 g

en
er

al
 b

el
ie

f i
n 

m
y 

fir
m

's 
in

du
st

ry
 th

at
 g

re
en

 
bu

si
ne

ss
 p

ra
ct

ic
es

 h
av

e 
be

ne
fit

s t
ha

t o
ut

w
ei

gh
 th

ei
r c

os
ts

0.
74

0
13

.4
22

In
 m

y 
fir

m
's 

in
du

st
ry

, t
he

re
 is

 a
 g

en
er

al
 b

el
ie

f t
ha

t g
re

en
 b

us
in

es
s 

pr
ac

tic
es

 a
re

 th
e 

be
st

 w
ay

 to
 a

ch
ie

ve
 b

us
in

es
s o

bj
ec

tiv
es

0.
86

4
15

.6
71

R
eg

ul
at

or
y 

pr
es

su
re

R
eg

ul
at

io
n 

by
 g

ov
er

nm
en

t a
ge

nc
ie

s h
as

 
gr

ea
tly

 in
flu

en
ce

d 
ou

r f
ir

m
's 

st
ra

te
gy

0.
64

2
0.

89
9

0.
88

8
0.

89
1

—

St
ri

ct
er

 e
nv

ir
on

m
en

ta
l r

eg
ul

at
io

n 
is

 a
 m

aj
or

 re
as

on
 w

hy
 o

ur
 

fir
m

 is
 c

on
ce

rn
ed

 a
bo

ut
 it

s i
m

pa
ct

 o
n 

th
e 

en
vi

ro
nm

en
t

0.
69

3
13

.1
36

O
ur

 in
du

st
ry

 is
 fo

rc
ed

 to
 c

om
pl

y 
w

ith
 st

ri
ct

 e
nv

ir
on

m
en

ta
l r

eg
ul

at
io

n
0.

80
2

14
.1

89

En
vi

ro
nm

en
ta

l l
eg

is
la

tio
n 

ca
n 

af
fe

ct
 th

e 
co

nt
in

ue
d 

gr
ow

th
 o

f o
ur

 fi
rm

0.
81

9
13

.7
99

To
ug

he
r e

nv
ir

on
m

en
ta

l l
eg

is
la

tio
n 

is
 re

qu
ir

ed
 so

 th
at

 o
nl

y 
fir

m
s 

th
at

 a
re

 e
nv

ir
on

m
en

ta
lly

 re
sp

on
si

bl
e 

w
ill

 su
rv

iv
e 

an
d 

gr
ow

0.
79

0
13

.1
10

C
us

to
m

er
 p

re
ss

ur
e

O
ur

 c
us

to
m

er
s a

re
 in

cr
ea

si
ng

ly
 d

em
an

di
ng

 
en

vi
ro

nm
en

ta
lly

 fr
ie

nd
ly

 p
ro

du
ct

s a
nd

 se
rv

ic
es

0.
60

7
0.

87
9

0.
85

9
0.

85
5

—

O
ur

 c
us

to
m

er
s a

re
 m

or
e 

co
nc

er
ne

d 
to

w
ar

ds
 p

ro
du

ct
 

pr
ic

e 
ra

th
er

 th
an

 e
nv

ir
on

m
en

ta
l f

ri
en

dl
in

es
s

0.
79

5
16

.2
83

O
ur

 c
us

to
m

er
s e

xp
ec

t u
s t

o 
be

 e
nv

ir
on

m
en

ta
lly

 fr
ie

nd
ly

0.
88

7
20

.4
04

O
ur

 c
us

to
m

er
s f

ee
l t

ha
t e

nv
ir

on
m

en
ta

l p
ro

te
ct

io
n 

is
 

a 
cr

iti
ca

lly
 im

po
rt

an
t i

ss
ue

 fa
ci

ng
 th

e 
w

or
ld

0.
38

0
6.

81
8

W
e 

pl
an

 to
 in

cr
ea

se
 o

ur
 c

us
to

m
er

 b
as

e 
by

 p
ro

vi
di

ng
 

en
vi

ro
nm

en
ta

lly
 fr

ie
nd

ly
 p

ro
du

ct
s a

nd
 se

rv
ic

es
0.

86
0

19
.4

58

(C
on

tin
ue

s)

 10990836, 0, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1002/bse.4110 by T

est, W
iley O

nline L
ibrary on [07/01/2025]. See the T

erm
s and C

onditions (https://onlinelibrary.w
iley.com

/term
s-and-conditions) on W

iley O
nline L

ibrary for rules of use; O
A

 articles are governed by the applicable C
reative C

om
m

ons L
icense



13 of 25

C
on

st
ru

ct
s

It
em

s
A

ve
ra

ge
 v

ar
ia

nc
e 

ex
tr

ac
te

d 
(A

V
E)

C
om

po
si

te
 

re
li

ab
il

it
y

C
ro

nb
ac

h 
al

ph
a 

(α
)

Fa
ct

or
 

lo
ad

in
gs

t-V
al

ue

C
om

pe
tit

or
 p

re
ss

ur
e

Be
ca

us
e 

of
 th

e 
hi

gh
 c

om
pe

tit
iv

e 
in

te
ns

ity
 in

 th
e 

m
ar

ke
tp

la
ce

, 
ou

r f
ir

m
 is

 b
ou

nd
 to

 a
do

pt
 e

nv
ir

on
m

en
ta

lly
 fr

ie
nd

ly
 p

ra
ct

ic
es

0.
76

0
0.

92
7

0.
92

2
0.

87
8

—

Be
ca

us
e 

of
 a

 la
rg

e 
nu

m
be

r o
f c

om
pe

tit
or

s,
 o

ur
 fi

rm
 

ac
tiv

el
y 

pr
ac

tic
es

 e
nv

ir
on

m
en

ta
l p

ra
ct

ic
es

0.
89

1
22

.3
97

To
 c

re
at

e 
co

m
pe

tit
iv

e 
di

ffe
re

nt
ia

tio
n,

 w
e 

ha
ve

 a
do

pt
ed

 a
nd

 
pr

om
ot

ed
 e

nv
ir

on
m

en
ta

lly
 fr

ie
nd

ly
 b

us
in

es
s p

ra
ct

ic
es

0.
88

5
22

.1
13

To
 o

ut
pe

rf
or

m
 o

ur
 c

om
pe

tit
or

s,
 w

e 
se

ek
 to

 
ad

op
t g

re
en

 m
an

ag
em

en
t p

ra
ct

ic
es

0.
83

1
17

.6
00

N
G

O
 p

re
ss

ur
e

W
ith

 in
cr

ea
si

ng
 p

re
ss

ur
e 

fr
om

 N
G

O
s,

 w
e 

ar
e 

di
re

ct
ed

 to
 

ad
op

t m
or

e 
en

vi
ro

nm
en

ta
lly

 fr
ie

nd
ly

 b
us

in
es

s p
ra

ct
ic

es
0.

79
0

0.
91

9
0.

89
9

0.
93

9
—

O
ur

 fi
rm

 h
as

 d
ev

el
op

ed
 c

oo
pe

ra
tiv

e 
al

lia
nc

es
 w

ith
 N

G
O

 to
 

ad
op

t/
de

ve
lo

p 
en

vi
ro

nm
en

ta
lly

 fr
ie

nd
ly

 b
us

in
es

s p
ra

ct
ic

es
0.

87
7

23
.5

45

In
cr

ea
se

d 
en

vi
ro

nm
en

ta
l a

w
ar

en
es

s c
re

at
ed

 b
y 

N
G

O
s h

as
 

in
flu

en
ce

d 
us

 to
 a

do
pt

 g
re

en
 m

an
ag

em
en

t p
ra

ct
ic

es
0.

84
9

18
.2

85

Em
pl

oy
ee

 p
re

ss
ur

e
W

e 
co

nd
uc

t s
pe

ci
al

 tr
ai

ni
ng

 p
ro

gr
am

m
es

 o
n 

en
vi

ro
nm

en
ta

l i
ss

ue
s f

or
 e

m
pl

oy
ee

s
0.

73
4

0.
94

3
0.

94
0

0.
88

1
—

W
e 

of
fe

r r
ew

ar
ds

/r
ec

og
ni

tio
n 

to
 e

m
pl

oy
ee

s 
w

ho
 d

ev
el

op
 n

ew
 e

nv
ir

on
m

en
ta

l i
de

as
0.

81
9

19
.3

45

C
ro

ss
-fu

nc
tio

na
l t

ea
m

 m
em

be
rs

 a
re

 c
on

tin
uo

us
ly

 
en

co
ur

ag
ed

 to
 a

ct
 e

nv
ir

on
m

en
ta

lly
 fr

ie
nd

ly
0.

89
1

23
.0

53

W
e 

ci
rc

ul
at

e 
ne

w
sl

et
te

r c
om

m
un

ic
at

in
g 

ou
r 

en
vi

ro
nm

en
ta

l a
ct

io
ns

 to
 a

ll 
em

pl
oy

ee
s

0.
87

1
22

.0
18

W
e 

m
ak

e 
co

nc
er

te
d 

ef
fo

rt
s t

o 
m

ak
e 

ev
er

y 
em

pl
oy

ee
 

un
de

rs
ta

nd
 th

e 
im

po
rt

an
ce

 o
f e

nv
ir

on
m

en
ta

l p
re

se
rv

at
io

n
0.

83
8

20
.2

79

A
n 

in
di

vi
du

al
's 

en
vi

ro
nm

en
ta

l p
er

fo
rm

an
ce

 h
as

 a
 

de
fin

ite
 e

ffe
ct

 o
n 

hi
s/

he
r p

er
fo

rm
an

ce
 a

pp
ra

is
al

0.
83

5
17

.2
35

(C
on

tin
ue

s)

T
A

B
L

E
 3

    
|    


(C

on
tin

ue
d)

 10990836, 0, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1002/bse.4110 by T

est, W
iley O

nline L
ibrary on [07/01/2025]. See the T

erm
s and C

onditions (https://onlinelibrary.w
iley.com

/term
s-and-conditions) on W

iley O
nline L

ibrary for rules of use; O
A

 articles are governed by the applicable C
reative C

om
m

ons L
icense



14 of 25 Business Strategy and the Environment, 2024

C
on

st
ru

ct
s

It
em

s
A

ve
ra

ge
 v

ar
ia

nc
e 

ex
tr

ac
te

d 
(A

V
E)

C
om

po
si

te
 

re
li

ab
il

it
y

C
ro

nb
ac

h 
al

ph
a 

(α
)

Fa
ct

or
 

lo
ad

in
gs

t-V
al

ue

Su
pp

lie
r p

re
ss

ur
e

In
 o

ur
 fi

rm
s,

 k
ey

 su
pp

lie
rs

 a
re

 in
vo

lv
ed

 in
 fa

ci
lit

at
in

g 
th

e 
de

ve
lo

pm
en

t o
f e

nv
ir

on
m

en
ta

lly
 fr

ie
nd

ly
 p

ra
ct

ic
es

0.
77

3
0.

96
0

0.
95

6
0.

90
6

—

En
vi

ro
nm

en
ta

l i
nf

or
m

at
io

n 
is

 sh
ar

ed
 a

nd
 

ex
ch

an
ge

d 
w

ith
 k

ey
 c

om
po

ne
nt

 su
pp

lie
rs

0.
85

7
23

.8
71

In
 su

pp
lie

r's
 se

le
ct

io
n,

 th
e 

ad
op

tio
n 

of
 e

nv
ir

on
m

en
ta

lly
 

fr
ie

nd
ly

 p
ra

ct
ic

es
 is

 a
n 

im
po

rt
an

t c
ri

te
ri

on
0.

86
2

22
.1

95

W
e 

ur
ge

/p
re

ss
ur

e 
su

pp
lie

rs
 to

 ta
ke

 e
nv

ir
on

m
en

ta
l a

ct
io

n
0.

86
4

22
.4

88

Jo
in

t R
&

D
 p

ro
je

ct
s w

ith
 k

ey
 su

pp
lie

rs
 a

re
 u

nd
er

ta
ke

n 
to

 m
ea

su
re

 
en

vi
ro

nm
en

ta
l i

m
pa

ct
 o

f p
ro

du
ct

 m
at

er
ia

ls
/c

om
po

ne
nt

s
0.

85
2

21
.5

26

In
 p

ur
ch

as
in

g,
 o

ur
 fi

rm
 re

qu
ir

es
 su

pp
lie

rs
 to

 p
ro

vi
de

 
ce

rt
ifi

ca
tio

n 
of

 te
st

in
g 

fo
r g

re
en

 p
ro

du
ct

0.
90

3
21

.0
83

O
ur

 fi
rm

 h
as

 sp
ec

ifi
c 

en
vi

ro
nm

en
ta

l s
ta

nd
ar

ds
 

fo
r e

va
lu

at
in

g 
ou

r s
up

pl
ie

rs
0.

90
7

21
.4

36

En
vi

ro
nm

en
ta

l 
or

ie
nt

at
io

n
En

vi
ro

nm
en

ta
l i

ss
ue

s a
re

 v
er

y 
re

le
va

nt
 to

 
th

e 
m

aj
or

 fu
nc

tio
ns

 o
f o

ur
 fi

rm
0.

71
2

0.
92

5
0.

91
6

0.
86

3
—

W
e 

tr
y 

to
 p

ro
m

ot
e 

en
vi

ro
nm

en
ta

l p
re

se
rv

at
io

n 
as

 a
 m

aj
or

 g
oa

l a
cr

os
s a

ll 
de

pa
rt

m
en

ts
0.

83
4

18
.5

58

En
vi

ro
nm

en
ta

l p
re

se
rv

at
io

n 
is

 a
 h

ig
h-

pr
io

ri
ty

 a
ct

iv
ity

 in
 o

ur
 fi

rm
0.

87
8

20
.4

03

Pr
es

er
vi

ng
 th

e 
en

vi
ro

nm
en

t i
s a

 c
en

tr
al

 c
or

po
ra

te
 v

al
ue

 in
 o

ur
 fi

rm
0.

89
1

20
.9

92

O
ur

 fi
rm

 st
ri

ve
s f

or
 a

n 
im

ag
e 

of
 e

nv
ir

on
m

en
ta

l r
es

po
ns

ib
ili

ty
0.

74
6

15
.9

99

En
vi

ro
nm

en
ta

l 
co

m
m

itm
en

t
O

ur
 fi

rm
 h

as
 c

om
m

itt
ee

s d
ed

ic
at

ed
 to

 
de

al
in

g 
w

ith
 e

nv
ir

on
m

en
ta

l i
ss

ue
s

0.
58

3
0.

90
4

0.
90

7
0.

90
7

—

O
ur

 fi
rm

 h
as

 a
 fo

rm
al

 p
la

n 
fo

r d
ea

lin
g 

w
ith

 e
nv

ir
on

m
en

ta
l i

ss
ue

s
0.

88
5

24
.2

21

O
ur

 fi
rm

 a
tte

m
pt

s t
o 

re
du

ce
 th

e 
us

e 
of

 
en

vi
ro

nm
en

ta
lly

 d
an

ge
ro

us
 p

ro
du

ct
s

0.
54

0
10

.5
23

O
ur

 fi
rm

 e
m

ph
as

is
 o

n 
en

er
gy

-s
av

in
g 

pr
ac

tic
es

0.
57

2
11

.4
04

O
ur

 fi
rm

 e
m

ph
as

is
 o

n 
w

at
er

-s
av

in
g 

pr
ac

tic
es

0.
65

6
13

.7
41

O
ur

 fi
rm

 o
rg

an
is

es
 e

nv
ir

on
m

en
ta

l p
re

se
rv

at
io

n 
ac

tiv
iti

es
 p

er
io

di
ca

lly
0.

86
1

22
.5

06

O
ur

 fi
rm

 h
as

 a
 lo

ng
-te

rm
 e

nv
ir

on
m

en
ta

l a
pp

ro
ac

h
0.

82
6

20
.5

16

(C
on

tin
ue

s)

T
A

B
L

E
 3

    
|    


(C

on
tin

ue
d)

 10990836, 0, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1002/bse.4110 by T

est, W
iley O

nline L
ibrary on [07/01/2025]. See the T

erm
s and C

onditions (https://onlinelibrary.w
iley.com

/term
s-and-conditions) on W

iley O
nline L

ibrary for rules of use; O
A

 articles are governed by the applicable C
reative C

om
m

ons L
icense



15 of 25

We reported results that evidenced that the mediation effect of 
EM was significant in translating stakeholder pressure to firm 
performance. We also found that stakeholder pressure does 
not uniformly affect firm performance positively or negatively 
but depends greatly on the firm's EO and EC. Surprisingly, an 
SME's performance was positively influenced by EC but neg-
atively influenced by EO. One of the plausible reasons for the 
negative influence of EO on firm performance could be mim-
icking behaviour due to competitive pressure and fear of miss-
ing out accompanied by the limited abilities of SMEs to create 
green organisational capabilities owing to resource constraints 
(Keszey 2020). Secondly, in line with previous literature focus-
ing on greenwashing, SMEs could also portray a positive green 
corporate image with selective disclosures and environmental 
practices without a complete negative revelation, leading to ad-
verse firm performance. In the recent past, it was observed that 
greenwashing has negative effects on the environmental perfor-
mance (Santos, Coelho, and Marques 2024), firm performance 
(Li et al. 2023), brand reputation and word-of-mouth behaviour 
(Sajid et  al.  2024), stock return (Birindelli, Chiappini, and 
Jalal 2024), corporate reputation and credibility (Keilmann and 
Koch  2024), and employee turnover (Robertson, Montgomery, 
and Ozbilir  2023). In effect, we provide concrete evidence to 
corporate environmentalism literature highlighting the legit-
imacy aspect of environmental protection and show that any 
greenwashing attempt by SMEs could lead to negative firm 
performance.

The findings contribute to the literature on stakeholder and 
firm performance in the following ways. First, firms adopt the 
EM strategy in response to external and internal stakehold-
ers' pressure that influences their market and financial per-
formance. Thus, firms aiming to improve performance should 
calibrate internal and external stakeholder pressure and craft 
well-thought environmental strategies that could boost mar-
ket and financial performance. This is particularly important 
when multiple stakeholders influence the firm's EM strategies 
simultaneously. Moreover, we contribute to the burgeoning 
corporate environmentalism literature by holistically integrat-
ing and empirically measuring stakeholders' positive and neg-
ative effects, providing evidence of greenwashing by SMEs, 
and yielding important insights that the extant literature has 
not yet considered. This study thereby broadens our under-
standing of the link between stakeholder pressure, EM and 
firm performance, particularly concerning SMEs in developed 
economies that are often identified as the biggest contributors 
to environmental degradation. Besides, we also contribute to 
the stakeholder theory by establishing the crucial role of im-
portant stakeholders, such as regulators, competitors, NGOs 
and employees, suggesting that the environmental strategy of 
an SME should acknowledge the critical role of these stake-
holders and imbibe their views in co-creating environmental 
strategies that will be beneficial to the firm over a longer pe-
riod. With this, we also demonstrate that other stakeholders 
like industry, customers and suppliers play a much benign 
role, albeit suggest providing an equal voice to them consider-
ing evolving competitive dynamics.

Beyond the theoretical contribution, the findings can guide 
owners and managers of SMEs, especially in developed coun-
tries, in managing stakeholder green pressure. Our results C
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imply that EC is an important enabler of channelling stakehold-
ers' green pressure on performance. Therefore, SMEs should 
focus on building green organisational capabilities and shaping 
their environmental values into green products/services. SMEs' 
EM strategies should focus on strengthening EC as one of the 
most valuable capabilities that offer sustainable competitive ad-
vantages such as green product launches and cost leadership. 
Policymakers should also foster the culture of EC by developing 
a policy framework that incentivises SMEs' EC through green 
absorbing capacity with rewards in the form of economic incen-
tives such as tax credits and subsidies.

This study explains that SME owners and managers shaping a 
firm's EC are likely to achieve higher market and financial per-
formance by not providing equal focus on all the key stakehold-
ers, as they may have varied expectations, but rather handling 
each stakeholder in a calibrated manner keeping in mind firm's 
EM strategies. The result advances the importance of strategic 
prioritisation, improving the stakeholder–firm performance 
relationship in a new light. Lastly, stakeholder pressure forces 
SME owners and managers to adopt environmentally friendly 
operations that may shape EO. However, the lack of strict im-
plementation of environmental policies could lead to green-
washing. This calls for more collaboration between regulatory 
bodies, NGOs and special interest groups, which can be cru-
cial for translating stakeholder pressure to firm performance 
through EC.

Specifically, advanced-economy SMEs intending to augment 
market or financial performance while balancing environ-
mental responsibilities, keeping stakeholder expectations 
in mind, could use our findings to understand and develop 
stakeholder management strategies. Overall, the applicability 
of research findings and the environment of Japanese SMEs 
show that our study is in a good position to deepen theoret-
ical and practical knowledge of the conditions under which 
stakeholder pressure can positively or negatively affect firm 
performance.

6   |   Limitations and Directions for Future 
Research

It is important to consider this study's limitations while in-
terpreting the findings and developing relevant corporate EM 
strategies to bolster firm performance. First, we used a sample 
of Japanese SMEs. Thus, the results should be assessed consid-
ering a developed economy with a unique, well-acknowledged 
cultural context that may not be directly attributable to a firm 
from a developing country. We suggest that future researchers 
look at the relationships from an emerging economy perspec-
tive, where firms may have very different stakeholder pres-
sures, providing unique insights on how the results differ with 
a change in country contexts. Second, the study specifically 
focused on SMEs; thus, the findings may not be strictly appli-
cable to a larger firm with more resources, enabling them to 
manage stakeholder pressures very differently. Third, future 
studies could also take a multidimensional view and test the 
effects of internal and external EO on firm performance sepa-
rately. In addition, scholars could also check the potential im-
pact of top management commitment on internal and external 

EO as suggested by Banerjee, Iyer, and Kashyap (2003). Fourth, 
reliance on perceptual measures (e.g., market and financial 
performance) may have caused specific biases, and further re-
searchers may use objective measures to rate firms' business 
performance compared vis-à-vis key competitors to confirm 
study findings. Further, future studies could also account for 
different contextual influences, such as stage of economic 
growth, cultural variation, political issues and social factors 
as potential moderators, extending the findings of this study 
with richer insights.
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