Uncertain Supply Chain Management 10 (2022) 29-36

Contents lists available at GrowingScience

Uncertain Supply Chain Management

homepage: www.GrowingScience.com/uscm

Does environmental performance leverage the impact of environmental strategy on financial
performance? A focus on third-party logistic providers

Quang-Huy Ngo**

“FPT University, Vietnam

ABSTRACT

Article history:

Received July 18,2021
Received in revised format
September 24, 2021
Accepted October 30 2021
Available online

October 30 2021

Keywords:

Environmental performance
Environmental strategy
Natural resource-based view
Third-party logistics
Vietnam

Although prior studies draw upon natural resource-based views, environmental strategy permits
competitive advantages, and as such, gains financial performance. However, empirical results are
mixed. To shed light on this issue, this study proposes that environmental performance mediates
the link between environmental strategy and financial performance. Data were collected from 175
third-party logistic providers currently operating in Vietnam to test the hypotheses. Partial least
square structural equation modeling was borrowed to test the data. The results reveal
environmental performance partially mediates the link between environmental strategy and
financial performance. By considering the mediating effect, this study contributes to the literature
by addressing the intervening mechanism of environmental performance on the inconclusive
relationship between environmental strategy and financial performance. Besides, this study also
extends prior studies by borrowing a concept of environmental strategy, which captures the extent

of organizations pursuing this strategy, to explain how and why pursuing this strategy permits
environmental and financial performance.

© 2022 Growing Science Ltd. All rights reserved.

1. Introduction

There is a concern that the conventional operation of enterprise may have a negative impact on the natural environment. In
this regard, enterprises nowadays not only focus on the improvement of financial performance (FP) but also environmental
performance (EP). To gain the improvement in such regard, environmental strategy (ES) should be taken into account. Prior
studies reveal that this strategy has a positive impact on FP (Aragén-Correa, Hurtado-Torres, Sharma, & Garcia-Morales,
2008) and EP (see Kraus, Rehman, & Garcia, 2020; Latan, Jabbour, de Sousa Jabbour, Wamba, & Shahbaz, 2018; Solovida
& Latan, 2017). When examining the link between ES and FP, a meta-analytical review (see Albertini, 2013) suggests that
the positive effects of this link are not always found in empirical studies. Instead, this relationship may be positive, negative
and even neutral. Recently, scholars raise a concern that the link between ES and FP is influenced by mediators (Li,
Jayaraman, Paulraj, & Shang, 2016). Consistently, some studies reveal that EP is the mediator on the link between
environmental management practices and FP (Aslam, Elmagrhi, Rehman, & Ntim, 2021; Feng, Yu, Wang, Wong, Xu, &
Xiao, 2018). These findings can be drawn upon the natural resource-based view (NBRV) (Hart, 1995), which indicates that
enterprises can sustain their competitive advantages when they align their operations in line with the protection of the natural
environment . In this regard, it may expect that ES may permit EP, which in turn results in FP. However, this study addresses
several gaps in the literature. First, although pursuit of ES encourages enterprises to gain both FP and EP, there is no study
addressing whether or not EP is the mediator between ES and FP. Without recognizing such mediating effects, there is a lack
of insight into how EP contributes to the enhancement of FP when ES is pursued. Second, most papers examining ES focus
on proactive ES although ES is varied in degree. As a result, focus on type of ES may limit the understanding on that to what
extent ES influences FP and EP. Following Kraus et al. (2020), this study considers that ES is a second-ordered construct. In
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this regard, by using such operationalization, this study can gain insight into to what extent ES permits EP and FP. Third,
although the examination of the positive effects of ES has gained much attention from scholars coming from different
contexts, a lack of focus has been paid on the context of third-parties logistic service providers (TPLSPs). Thus. A more
insight into this context is demanding because as argued by Yang (2018), in logistic context, enterprises are currently facing
dual challenging issues relating to EP and FP. Specifically, due to the institutional pressure, these enterprises are required to
enhance EP while maintaining competitive advantages to gain FP.

Addressing such gaps, this study draws upon the NBRV to propose the research framework indicating the mediating effects
of EP on the relationship between ES and FP. This study uses data collected from 175 TPLSPs currently operating in Vietnam
to examine the proposed research model. The results reveal that EP mediates the link between ES and FP. In this regard, this
study contributes to the literature in several ways. First, a meta-analytical review reveals that the link between ES and FP is
inclusive. One reason is that prior studies may examine only the direct relationship rather than indirect. As a result, it limits
the understanding of the mediating effects on this relationship. This study shows that EP is the mediator of the link between
ES and FP. In this regard, this study contributes to the environmental management literature by addressing the mediating role
of EP when examining the indirect effects of ES on FP. In addition, this study also contributes to the growing body of
environmental management research, which draws from NRBV to propose the research framework (see Clemens & Bakstran,
2010) examining the mediating effect of EP (Aslam et al., 2021; Feng et al., 2018). Second, although the positive effect of
ES has been examined in the context of TPLSPs recently, there is still a lack of understanding, which demands more insight.
First of all, Laguir, Stekelorum, and El Baz (2020) found that TPLSPs pursuing proactive ES adopt green supply management
practices, which leads to improvement of ES, and this ES induces economic performance. However, as argued by these
authors, future studies should focus on other forms of ES to examine the relevance of the results. By considering ES is a
multidimensional construct, which captures the degree from reactive to proactive, this study can provide a more
comprehensive picture on whether or not TPLSPs pursuing ES can gain EP and FP. Second, a comprehensive review of
Evangelista, Santoro, and Thomas (2018) reveals that a lack of attention has been paid to emerging countries located in the
South East Asian region. Acknowledging this limitation, this study contributes to the environmental management literature
of TPLSPs by focusing on the context of Vietnam. This paper was outlined as follows. After this section, theoretical concepts
were revealed and the formation of the hypotheses was present. The following section introduces the methodology used in
this study. And then, the result section was provided as well as the discussion section as follows. The last section concludes,
showing the limitations and directions for future studies.

2. Theoretical concept and hypothesis developments
2.1. Theoretical concept
Environmental strategy

ES is a well-established plan to serve for the environmental protection purposes by reducing the impact of their operations
on the natural environment (Bansal & Roth, 2000). ES may vary in degree, which ranges from reactive, focused,
opportunistic, and proactive (Lee & Rhee, 2007). First, reactive ES refers to the passive actions toward environmental
protection, and as a result, organizations pursuing this strategy are less likely to be concerned about how their operation has
a negative impact on the environment. This strategy has the lowest score than other strategies in terms of environment
protection (Kim, 2018). Second, organizations pursuing the second type of ES are more likely to have a higher degree of
environmental concern than the first one because the aim of this strategy is to minimize risk, liabilities, and costs by
integrating a limited numbers of environmental criteria into the strategic formulation (Lee & Rhee, 2007; Roome, 1992). As
a result, the purpose of pursuing this strategy is to comply with environmental regulations (Do, Nguyen, Nguyen, & Johnson,
2019). The third type of ES has a higher degree of environmental concern in comparison to other two types (Lee & Rhee,
2007). Pursuing this strategy encourages organizations to take into account more environmental criteria than the second type.
However, in comparison to the last type, these organizations are less likely to commit to those criteria (Do et al., 2019). The
fourth type of ES permits organizations to have a highest degree of environmental commitment. In this regard, these
organizations are no longer driven by external pressure as environmental regulations. Instead, they are more likely to focus
on environmental issues by taking actions to gain pollution control, green entrepreneurship, and reputation building
(Eisenhardt & Martin, 2000), which as such results in competitive advantages (Delmas, Hoffmann, & Kuss, 2011).

Natural resource-based view

The resource-based view provides an insight into how organizations should sustain their competitive advantages. According
to this view, organizational resources and capabilities, which are valuable, rare, imitable, and non-substitute, permits
organizations to gain the sustainability of competitive advantages (Barney, 1991). However, this view does not take into
account the role of the natural environment, and how this environment has an impact on operational activities, and how the
alignment between natural environment and those activities permits sustainability of competitive advantages. As a result, an
extension of this view called natural-resource based view was introduced later. According to this view, organizations can
only successfully sustain their competitive advantages whenever they build their capabilities and resources facilitating
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environmentally sustainable economic activity (Hart, 1995). In this regard, this view concerns how organizations successfully
develop their capabilities and resources to find competitive advantage while maintaining their operations to be friendly to the
natural environment.

Environmental
corporate
strategy Hy
Environmental [~~~ T TTTTTTTTTTTTTTTTT Environmental
strategy H, erformance
Environmental % Environmental 3
business performance
strategy

Fig. 1. Proposed research model
2.2. Hypothesis developments
The link between ES and FP

It is argued that strategic pursuit has a positive impact on performance (see Ngo, 2021a, 2021c). In environmental literature,
although there are inclusive results relating to the association between ES and FP, most studies reveal the positive relationship
(Aragon-Correa et al., 2008; Fousteris, Didaskalou, Tsogas, & Georgakellos, 2018). According to the literature, there are
several explanations for this positive relationship. pursuing ES permits differentiation and cost-leadership advantages
(Dragomir, 2020) by adoption of green technology (Olson, 2008). First, it is argued that pollution is a sign of economic
efficiency caused by incompleteness, inefficiency, or ineffectiveness of the operational processes (M. Porter & C. Van der
Linde, 1995). The adoption of green technology permits organizations to improve productivity and efficiency in terms of
waste reduction, and as such, reduce the cost of these processes (see Albertini, 2013). Secondly, the adoption can also foster
the green product and process innovation, which leads to differentiation advantages. Because the innovation of green
technology allows the modification of existing or adding new processes to reduce environmental impacts, and in turn, results
in the creation of new business through the development of environmentally-friendly products/services (Xie, Huo, & Zou,
2019). In summary, this paper expects that ES allows the cost-leadership and differentiation advantage. And as argued by
Porter (1980), these two advantages are crucial determination for performance. Thus, the first hypothesis is as follows.

Hau: There is a positive association between ES and FP
The link between ES and EP

According to (Kong, Yang, Liu, & Yang, 2020), the actions of environmental protections can be determined by the strategic
pursuit. ES is the strategy driving organizations to highlight the protection of the natural environment. As a result, Zhou, Shu,
Jiang, and Gao (2019) raised a call for future studies, which addresses the driving role of ES on organizational actions relating
to environmental protection. One way to measure the performance of such actions is to determine how ES has a positive
impact on EP. This positive impact can be explained as follows. EP can be gained by reaching the environmental goals and
objectives (see Eagan & Joeres, 1997). These goals and objects allow the measurement of the impact of organizational
operations on the natural environment. Pursuing ES encourages organizations to take actions to protect the environment, and
in turn, these organizations are more likely to reduce the negative impact of their operations on the environment (see Jacckel,
2020). Therefore, it is proposed that TPLSPs pursuing ES gain EP. This proposition is consistent with prior studies, which
indicates the positive relationship between ES and EP (see Kraus et al., 2020; Latan et al., 2018; Solovida & Latan, 2017).
The second hypothesis was formulated as follows.

Hz: There is a positive association between ES and EP.

The association between EP and FP

Researchers have sought their efforts to examine the association between EP and FP. However, recent studies reveal the
inclusive relationship between these two performances (see Horvathova, 2010). There are two contradicting arguments when
examining this relationship. On the one hand, from the neoclassical economy, when organizations invest more to protect the
environment, the cost relating to this investment occurs. This cost causes a burden on organizations, and as such, reduce FP.
On the other hand, it is claimed that pollution is a sign of economic efficiency, and organizations can reduce this pollution
through innovation, which neutralizes the additional cost incurred (Porter & C. Van der Linde, 1995; Porter & Van der Linde,
1995). In such regard, EP can be considered as a determination of FP. This study is in line with the later argument. More
specifically, it is commonly argued that core competences are the source of competitive advantages. However, if the core
competencies rely on technology, these competitive advantages are no longer sustained due to the change of the environment
(Tushman & Anderson, 1986). In this regard, NRBV can provide a proper explanation for the association between EP and
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FP. According to NRBYV, pollution prevention, product stewardship, and sustainable development are the core drivers of FP,
and this FP is the determination of the sustainability of competitive advantages (Hart, 1995). In this regard, if an organization
continuously searches for new ways to deal with the natural environment, they are more likely to gather new capabilities,
resources, and technology, which sustain their competitive advantages (Hang, Geyer-Klingeberg, & Rathgeber, 2019). With
such an argument, this study expects the positive association between EP and FP.

Hs: There is a positive association between EP and EP.
The mediating effects of EP

A meta-analytical review (see Albertini, 2013) suggests that the link between ES and FP is not always founded based on prior
empirical studies results. Therefore, instead of examining the direct effects of ES on FP, indirect effects should be taken into
account in order to gain insight into what the mechanism affect this relationship. Recently, scholars raise a concern that the
link between ES and FP is influenced by mediators (Li et al., 2016). Consistently, some studies reveal that EP is the mediator
on the link between environmental management practices and FP (Aslam et al., 2021; Feng et al., 2018). (Clemens &
Bakstran, 2010) proposed a framework, which reveals that EP is an organizational capability permitting the organization
pursuing ES to gain FP. In summary, it can be expected the mediating effects of EP on the association between ES and FP.
Thus, the last hypothesis is as follows.

Ha: EP mediates the link between ES and FP.
3. Methods
3.1. Analytical procedure

Due to the lack of direct measures relating to the variables in this study, a survey method was executed to collect data. After
completing the data collection, this study examines common method bias because collecting the same survey may be subject
to this bias. Next, partial least square structural equation modeling (PLS-SEM) was adopted. In the analysis, there are two
stages: evaluation of measurement model and structural model. Lastly, a mediating assessment follows the approach of Zhao,
Lynch Jr, and Chen (2010). This approach is commonly used in PLS-SEM studies (Ngo, 2020, 2021b).

3.2. Data collection

This study collects data by using the survey method. First of all, this study sends an email to 1,500 addresses of the managers
who are currently working for TPLSPs located in Vietnam. The collecting process is about two months. After a month, a
friendly reminder was sent to those addresses. At the end of the collection, the results reveal about 175 respondents agreeing
to participate in the research. In this regard, the response rate is about 11.76%.

3.3. Measures

There are three main latent variables used in this study. In this regard, to measure such variables, this study adopts and revises
the instruments from prior studies. First, in line with Kraus et al. (2020), ES is a second-order construct, measured by the
instruments of Banerjee (2002), which consists of two sub-constructs as environmental corporate strategy (ECS) and
environmental business strategy (EBS). ECS has five items and EBS has three items. Second, similar to Laguir et al. (2020),
EP is measured by using the instruments from Zhu and Sarkis (2004). In this instrument, there are six items. Third, an
instrument consisting of four items was adopted from Wong and Merrilees (2015) to measure FP. All these items of the
questionnaire are measured by using 5-point Likert’s' scale ranging from "1" (totally disagree) to "5" (totally agree).

To control EP and FP, this study uses two variables. The first variable (YEAR) is measured by the number of years since the
provider was established. The second variable (EMPLOYEE) is measured by the number of employees.

3.4. Common method bias

This study executes Harman's single factor test to assess whether or not common method bias causes a concern for data. The
results indicate that 40.22% of total variances accounts for one factor. When there is a factor accounting more than 50% of
total variances, there is a concern of common method bias (Podsakoff & Organ, 1986). In this regard, this study can further
analyze data without that concern.
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4. Results

4.1. Measurement model

Table 1
Indicators' loadings and reliability, convergent, and discriminant validity test

First-order Second-order Indicators Loadings Cronbach's alpha Composite AVE

ECS 1 0.894

. ECS 2 0.890
cf@fgg‘::‘:;:::éy ECS 3 0.870 0.923 0.942 0.764

ECS 4 0.866

ECS 5 0.850

Environmental HEEAT 0.901
business strategy EBS 2 0.905 0.879 0.925 0.804

EBS 3 0.883

Environmental ECS 0.876
strategy EBS 0.859 0.671 0-859 0.752

EP 1 0.851

EP 2 0.849

Environmental EP 3 0.782
performance EP 4 0.880 0.906 0.927 0.681

EP 5 0.798

EP 6 0.787

FP 1 0.818

Financial FP 2 0.836
performance FP_3 0.817 0849 0898 0.688

FP 4 0.848
Size SIZE 1.000 1.000 1.000 1.000
Year YEAR 1.000 1.000 1.000 1.000

Table 1 and Table 2 indicate that all measures are subject indicator reliability, internal consistency, convergent, and
discriminant validity. First, the indicator loadings are sufficient because all loadings are above the value of 0.708 (Hair,
Risher, Sarstedt, & Ringle, 2019). Second, Cronbach's Alpha values are higher than the value of 0.6 (Sharma, 1996) and
critical ratios are higher than the value of 0.7 (Hair et al., 2019). It means that the internal consistency between items of the
corresponding construct is established. Third, average variance extracted (AVE) is higher than the value of 0.5 suggesting
the establishment of convergent validity (Hair et al., 2019). Fourth, when the Heterotrait-Monotrait (HTMT) ratio of
correlations is lower than the value of 0.85, the discriminant validity is established (Henseler, Ringle, & Sarstedt, 2015).

Table 2
Heterotrait-Monotrait ratio
EBS ECS ES EP FP SIZE YEAR
EBS
ECS 0.558
ES - -
EP 0.454 0.404 0.574
FP 0.341 0.333 0.452 0.521
SIZE 0.024 0.074 0.049 0.096 0.021
YEAR 0.137 0.121 0.172 0.096 0.053 0.082

Note: - indicates the unexamined HTMT ratio
4.2. Structural model

To examine the fit of the structural model in SEM-PLS, this study assesses the collinearity, explanatory power and predictive
accuracy by evaluating VIF, R?, and Stone-Geisser Q° respectively. To do that, this study executed the bootstrapping
procedure with 5.000 replacements. The results are shown in Table 3. According to (Hair et al., 2019), the cutoff values of
these above criteria are as follows. First, VIF value needs to be higher than 3. Second, R in between 0.13 and 0.26 indicates
the medium effect of explanatory power (Cohen, 2013). Third, O higher than zero shows the adequate degree of predictive
accuracy. Since the fit of the PLS-SEM model is established based on the results from Table 3, it is safe to interpret the results
of the hypotheses. Fig. 2 shows that all hypotheses are supported by data. First, the association between ES and FP is
positively significant (p=0.169, p=0.026). Second, the association between ES and FP is also significantly related ($=0.453,
p<0.001). Third, EP has a significant relationship with FP ($=0.385, p<0.001). Lastly, according to Zhao et al. (2010), the
mediating effects of EP on the link between ES and FP is partial because of the following reasons. First, the first three
hypotheses indicate the established relationship between the independent variable, mediator and dependent variable. Second,
the mediating effect is significant (f=0.175, p<0.001). Third, the confident interval is in between 0.093 and 0.269.
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Table 3
R?, 02 and VIFs

VIF
K & EP ES FP SIZE YEAR
EP 0.216 0.14 1.275
ES 1.023 1.285
FP 0.234 0.148
SIZE 1.010 1.024
YEAR 1.028 1.029
Environmental
corporate
strategy 0.175™
Environmental [~~~ TTTTTTTTTTTTITTITI Environmental
strategy 0.169 erformance
Environmental 0.45 Environmental 385"
business performance
strategy

* and ** indicate the significant degree of 0.01 and 0.05, respectively
Fig. 2. Results of research model

5. Discussions

First, the finding indicates the positive association between ES and EP. From this finding, it is clear that TPLSPs pursuing
ES can gain the implication of EP. Pursuing this strategy permits the setting of environmental goals and objectives to be
taken into account during the formation of the strategy. Such setting drives TPLSPs to reduce the negative impact of their
operations on environments (see Jaeckel, 2020), and as such translates into the implication of EP (see Eagan & Joeres, 1997).
It is consistent with previous studies in terms of the positive association between ES and EP (see Kraus et al., 2020; Latan et
al., 2018; Solovida & Latan, 2017). Second, the finding reveals the positive link between EP and FP. It indicates that TPLSPs,
which obtain EP, gain FP. This finding is consistent with NRBV, which indicates that organizations successfully dealing
with environmental concern, can gain competitive advantages. For example, when TPLSPs gain EP, they are more likely to
reduce the waste during their operational processes. In this regard, they are less likely to execute additional environmental
action as end-of-pipe technology to clean such waste. Thus, in terms of cost reduction, they don't need to add extra cost into
their processes, which results in cost-leadership advantages. Second, gaining EP also permits TPLSPs to improve pollution
prevention and service stewardship, which results in differentiation advantages (Maas, Schuster, & Hartmann, 2014). Since
these competitive advantages are argued to improve performance, high EP allows TPLSPs to gain FP. This finding is also
consistent with prior studies, which reveals the positive relationship between these two types of performance (see Kraus et
al., 2020; Latan et al., 2018; Solovida & Latan, 2017). Third, the finding demonstrates the partial mediating effect of EP on
the relationship between ES and FP. This finding suggests that the positive impact of ES on FP can be driven by the direct
effect or indirect effect. Relating to the direct effect, this finding provides additional evidence, which is consistent with prior
studies indicating the positive link between these two variables (Aragoén-Correa et al., 2008; Fousteris et al., 2018). This
finding refers to TPLSPs that can directly find FP when pursuing ES. Relating to the indirect effect, it is revealed the
mediating effect of EP on the link between ES and FP. In this regard, TPLSPs cannot only enhance FP when pursuing ES
but also improve FP through EP. The positive effects of ES on FP can be leveraged when TPLSPs gain EP.

6. Conclusions, practical implications, and limitations

This study's aim is to examine the mediating effect of EP on the link between ES and FP. Data were collected by using a
survey method. There are 175 TPLSPs in the sample. PLS-SEM was used to analyze data. The results indicate that EP
partially mediates the link between ES and FP. However, this study's findings are subject to some limitations. First, this study
only collects data in Vietnam. The generalization of the findings to other countries is still questioned. Therefore, future studies
should replicate this study to ensure the generalization of the findings. Second, this study uses subjective measure to measure
FP, and thus, indicates a limitation. Thus, future studies should objectively measure. Third, the positive effect of ES and EP
on FP may not be established immediately because they are long-term endeavors. This study uses cross-sectional data, and
thus, limits this study to draw the conclusion that ES and EP has FP. Therefore, longitudinal data should be used to provide
an insight into the change of those relationships.
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