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Abstract: The academic community has been advocating for companies to focus on improving their
environmental performance. While companies are increasingly taking environmental action driven
mainly by top management commitment, there is interest in understanding whether by contributing
to the sustainability of the natural environment companies can gain the satisfaction of their other
stakeholders and in a manner that facilitates their competitiveness. With the use of partial least
squares structural equation modeling among a sample of large U.S. publicly traded companies, this
study investigates the role of customer satisfaction in driving an effect of companies’ environmental
performance on their long-term oriented profitability. The results show that customer satisfaction
positively affects the long-term oriented profitability of companies. However, customers are generally
not satisfied with companies’ environmental performance. An opportunity, therefore, exists for
companies to adopt new approaches to their environmental performance that are particularly focused
away from reducing the use of environmental resources. An opportunity also exists for guidance to
companies on environmental performance measurement metrics that reflect their involvement in the
promotion of the sustainability of the natural environment.

Keywords: customer satisfaction; environmental performance; large companies; profitability;
sustainability

1. Introduction

The sustainability of the natural environment and the central role of industry in its attainment
continues to occupy the attention of academia. Some scholars suggest that companies have a
responsibility to create economic value in a manner that also contributes to societal development [1].
The expectation of companies attaining simultaneous progress on the economic, environment, and social
fronts has been gaining prominence since its introduction in the 1900s. Some scholars also suggest that
the natural environment should be accorded the status of primary stakeholder by companies not only
for moral reasons [2] but also for strategic reasons [3,4]. For in considering the natural environmental
as a primary stakeholder, companies’ attention would be directed to giving prominence to the natural
resources on which they depend and which have the potential to destroy or alter company infrastructure,
resources, and markets [5]. By taking into account the environmental and societal implications of
company operations, sustainability decisions can become integral to companies’ decision-making,
planning, and customer and supplier relationships [6]. Companies keen on aiding the sustainability
of the natural environment will refocus their production processes on reducing resource intensity,
redesigning their industrial systems, and rethinking their business models [7,8]. Some companies
have displayed their treatment of the natural environment as a primary stakeholder through their
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environmental leadership. Indeed, managers recognize the central and facilitative role that social
and environmental responsibility plays in the long-term financial growth of their companies [9].
The literature shows that companies’ performance is partly determined by their managers’ background
characteristics [10] and leadership style [11], including through the development of a reputable
company, which has been found to be positively related to the ethical reputations of Chief Executive
Officers [12]. The literature also shows that high top management commitment to environmental
responsibility allows for greater company responsiveness to institutional pressure [13] and has a
positive influence on companies’ corporate social responsibility [14], their environmental strategies [15],
and their eco-friendly product development strategies [16].

Notwithstanding the increasing pursuit of companies’ undertaking of environmental management,
sometimes through a recognition of a responsibility to society, some scholars suggest that companies have
an interest in private returns from doing so [17], and this is the main consideration of companies when
deciding on their environmental actions [18]. There is some evidence that by pursuing environmental
action companies can earn positive financial returns, at least under certain conditions [19,20]. While
there is some evidence that by undertaking environmental action companies can stimulate responses
from their (human) stakeholders with effects on their financial performance (e.g., [21]), the literature is
silent on whether by focusing on the environmental performance of their environmental actions (that is
in satisfying a primary stakeholder—the natural environment) companies can attain market acceptance
in a manner that drives competitiveness. Interest lies in determining whether by responding to the
natural environment, companies can simultaneously satisfy other primary stakeholders. This study
addresses this gap in the literature by investigating the role of customers in facilitating an effect of
companies’ environmental performance on their long-term oriented profitability. It, furthermore,
examines the role of the industry context of munificence in affecting the impact of companies’
environmental performance on the satisfaction they receive from their customers. An understanding
of these is useful for two reasons. First, according to institutional theory, the realization of companies’
strategic goals is subject to factors including stakeholder responses [22,23]. Second, from a supply
perspective, there is some evidence that even where managers may have prosocial motivations to
improve their environmental responses, they may not be proactive in the absence of market support for
doing so [24]. This finding corroborates suggestions, and the evidence, that companies are generally
business case-driven when addressing environmental concerns [18,25]. Together, these suggest the
appropriateness of understanding whether or not customer satisfaction drives the expected positive
influence of companies’ environmental performance on their profitability. Furthermore, it would be
useful for managers to understand the industry context that facilitates the receipt of the satisfaction
of their customers following their environmental performance. This study focused on industry
munificence, given the expectation that companies are more likely to be creative and, therefore, invest
in the improvement of their environmental performance in this industry context.

This study singled out the response of customers (as a key stakeholder response) for primarily two
reasons. First, customers are among companies’ primary stakeholder groups with the potential to affect
their profitability. In fact, it is an expected marketing principle that the performance of companies can
be enhanced by satisfying their customers [26]. Second, while studies have investigated the mediating
role of customer satisfaction in the link of companies’ environmental management initiatives and their
financial performance, none has—to the best of our knowledge—investigated this from the perspective
of the environmental performance of companies. This study focused on profitability as a measure of
companies’ financial performance as it is established as a key performance metric on which companies
tend to focus. Two questions were addressed: Do customers facilitate companies’ profitability resulting
from their environmental performance? Does industry munificence affect the relationship between
environmental performance and customer satisfaction?

The rest of this paper first proceeds by discussing the extant literature and developing the
hypotheses of this study in Section 2. Section 3 describes the methodology of this study and includes
a description of the variables used. Section 4 presents the findings of structural equation modeling.
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We then offer interpretations of our findings in Section 5, before indicating the implications of those
for managers in Section 6. In Section 7, we state the limitations of the study and offer suggestions for
future study.

2. Literature Review

2.1. Effects of Environmental Performance on Customer Satisfaction

For the purpose of the current discussion and the empirical analysis that follows, we consider
customers as not only consumers of goods and services but as members of society and as one primary
stakeholder group of companies [27]. Consequently, we consider that customers engage with companies
as influencers of their strategic orientations. In this sense, we reflect the evidence that customers
are increasingly placing attention on corporate social responsibility [28,29], and on environmental
management in particular [21]. Furthermore, we reflect the evidence that needs and values tend
to drive customer satisfaction [30,31]. We, therefore, conceptualize customer satisfaction as based
on customers’ total purchase and consumption experience with a company’s goods or services over
time [32]. It is considered the benefit afforded to a company by a customer who perceives that his
expectations have been met [33]. Customers tend to confer their satisfaction on the basis of perceptions
of the value they receive [34], on the actual performance of companies [35], and on disconfirmation [36]
(that is, the discrepancy between expectations of companies and perceptions of companies’ actual
performance). Given some evidence of a positive association between the environmental management
of companies and the satisfaction they receive from their customers [21], and increasing calls for
companies to align their environmental initiatives to attaining a positive impact on the sustainability
of the natural environment, we suggest that customer satisfaction is also associated with the improved
environmental performance of companies. We specifically explain this below.

First, environmental management is a mechanism by which a company presents its image as
a responsible company, and it is also one basis on which customers identify with companies [37].
Generally, people tend to support institutions that represent their identities [38]. Therefore, customers
that identify with companies are more likely to be satisfied with the goods and services of those
companies [37,39]. Second, when companies engage in societal development and repair, their customers
will also have an opportunity to aid societal development and repair by virtue of their association with
those companies. This opportunity is more likely to lead to customers feeling more satisfied with the
goods and services of companies. Furthermore, the customer (being multidimensional in needs of
association with companies) is likely to feel perceived quality and perceived value from companies
that aid broader societal development, and environmental sustainability in particular. These will tend
to lead to greater customer satisfaction [40,41] and loyalty [42]. We suggest, furthermore, that given
that companies’ environmental performance reflects the success of their environmental management
initiatives, by improving their environmental performance companies will be better able to enhance
confidence among customers in their environmental management initiatives. We expect that such
confidence will drive greater identification and the desirability for the goods and services of companies
as perceptions of value and expectations are met. Therefore, it is proposed that:

Hypothesis 1 (H1). Environmental performance is positively associated with customer satisfaction.

2.2. Effects of Customer Satisfaction on Profitability

Stakeholder theory [43] (in a sense) predicts that as companies satisfy their stakeholders’ demands,
they can earn positive returns on their financial performance. We expect that satisfied customers can
drive the profitability of companies. Extant literature has explained this by the mechanisms of customer
retention, customer loyalty, and usage behavior [36,40,44]. Customer loyalty is expressed in several
ways. First, loyal customers are expected to express a preference for a company over other companies
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in the evidence of repeat purchases [40,45,46], and by increasing business with the company in the
future [47]. Second, when companies have long-time customers, they can implement price premia for
their goods or services [48], as customers tend to value their relationship with companies [47] and
become willing to pay more to companies, especially at high levels of customer satisfaction [49]. Third,
satisfied customers tend to recommend the company to others [48], thereby opening an opportunity
for new sources of revenue and, therefore, enhanced revenue to companies.

Where companies are able to retain customers, they will be able to secure their future
revenues [44,50], including through an ability to increase their prices, given that loyal customers
are found to be less price-sensitive [51]. At the same time, those companies will be able to lower their
operating costs as loyal customers are less costly to finance (maintain). For instance, the promotional
costs incurred by companies are expected to be lower as companies expend less effort in convincing
loyal customers. Together, increased sales and reduced costs of operating can allow companies to
benefit from improved profitability. Indeed, there is some empirical evidence of a positive association
between customer satisfaction and the profitability of companies [51,52]. We suggest that repeat
purchases, willingness to pay price premia, and promotion of companies can have enduring effects on
the ability of companies to be profitable. Therefore, it is proposed that:

Hypothesis 2 (H2). Customer satisfaction is positively associated with profitability.

2.3. Moderating Effect of Industry Munificence

The literature has made a distinction between objective industry munificence and perceived
munificence; where perceived industry munificence relates to managers’ conception of the industry
context [53]. This study is concerned with objective munificence, which reflects the actual context of the
industry irrespective of managers’ perceptions. Industry munificence has been characterized in two
ways. First, it has been described as the abundance of resources as needed by companies and which
is supportive of growth [53]. Second, it has been described by low to moderate competition among
companies in a given industry [54]. We expect that where competition among companies is low or
moderate, the opportunity for company creativity and differentiation becomes attractive, as companies
would not necessarily be constrained into competing only on prices. Therefore, it is reasonable to think
that where industry munificence exists, companies have the opportunity to gain the satisfaction of
their customers by appealing to their needs and values. We expect, furthermore, that the opportunities
for creativity and differentiation inherent to industry munificence will facilitate companies investing in
the improvement of their environmental performance towards meeting the needs of their customers.

We expect that the abundance of resources available for company and industry growth
(as is inherent to industry munificence, for instance, governmental support for environmental
management [55]) will make the task of improving environmental performance more attractive
to companies. That is, companies constrained by the lack of wherewithal to invest in environmental
management initiatives will become proactive in the undertaking of environmental management
initiatives. In fact, there is some evidence of industry munificence affecting the environmental
management of companies [56,57]. There is also some evidence that in a highly munificent industry
context, companies are likely to convert environmental management to environmental performance [58].
As suggested in the previous section, an improvement in the environmental performance of companies
will be rewarded with customer satisfaction. Therefore, it is proposed that:

Hypothesis 3 (H3). Environmental performance has a stronger effect on customer satisfaction in the context of
industry munificence.
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3. Methodology

This study used a sample of publicly traded U.S.-based companies that were assigned green
rankings by Newsweek (www.newsweek.com). Newsweek allows the general public to access
information on environmentally friendly companies and has developed a reputation for its indication
of the environmental performance of companies. The Newsweek ratings are developed in collaboration
with Corporate Knights Capital and HIP Investor (Human Impact + Profit), with data from Bloomberg’s
Professional Service and CDP (www.cdp.net). The rankings are based on assessments of the largest (by
market capitalization) publicly traded companies in the U.S. (for the U.S. 500 ranking) and in the world
(for the global 500 ranking). Apart from the evidence of the Newsweek-assessed sample companies
being used in extant research [59], the reputation of the Newsweek green rankings and its public access
(media popularity) make this source suitable for the current study in identifying customer satisfaction
with companies’ environmental performance. Newsweek ranks companies on objectively defined
metrics that indicate companies’ environmental performance in areas of energy, carbon release, water
use, and waste production, and also on their use of environmental initiatives—including the existence
of a pay link and a sustainability-themed committee. One aspect of the assessment of these is also
done relative to that of peers’ in the same sector in order to ensure that companies in environmentally
sensitive sectors are not scored poorly on account of being in such a sector. This study started with a
population of 500 U.S.-based companies (the total population) assessed by Newsweek in each of the
study years. In step one, it then removed companies from the sample that had either no customer
satisfaction scores (as provided by the American Customer Satisfaction Index –ACSI) or financial
data on the variables of this study, as provided by COMPUSTAT (accessed from Wharton Research
Data Services. “Compustat Annual updates” wrds.wharton.upenn.edu). Then, additional companies
were removed if they did not have simultaneous data across variables of interest (environmental
performance, customer satisfaction, and financial performance) in each of the study years (2013–2015).
The final sample of this study amounted to 276 observations (92 companies x 3 years). This sample
size meets the requirement of at least 59 observations for achieving a statistical power of 80% [60],
and the requirement of observations being ten times the number of predictors [61]. In this study, all
independent variables were observed over the years 2013–2015. These years represent an interesting
period in U.S. history following the enactment of the 2009 fiscal stimulus package that had a component
aimed at improving the existence and the use of clean energy in the U.S. This study used three years of
data according to a “rule of thumb” to building confidence in the results, but not extending the time
series data much in avoidance of a risk of large amounts of missing data.

The research model of this study (based on the discussion of hypotheses previously presented) is
shown in Figure 1. Figure 1 establishes customer satisfaction as a facilitator of companies’ environmental
performance affecting their long-term orientated profitability. It also establishes that the strength of
the effect of environmental performance on customer satisfaction will vary by the degree of objective
industry munificence. Given the sample size of this study, partial least squares structural equation
modeling (PLS-SEM) was used. This technique is being increasingly adopted in business and social
sciences research, and it appears as a novelty when non-survey data are not used in sustainability
research (for instance [62]). This model was also selected for this study given its ability to combine
multiple indicators and therefore, avoid a fragmented assessment that would result in using either
pooled ordinary least squares (OLS) or panel data techniques. The original sample of this study
had few instances of missing values. Therefore, a missing completely at random test (MCAR) was
conducted. Results of this test showed that the few absent data points were missing completely at
random (χ2 = 14.024, degrees of freedom = 14, p = 0.448). Consequently, the absent data points were
filled by multiple imputation under five iterations. After having filled in the missing data points,
a normality check of the data was performed. There were instances of the existence of excess skewness
and kurtosis. The presence of non-normal data underscores the importance and appropriateness
of hypothesis testing by SmartPLS as developed by SmartPLS GmbH, Boenningstedt, Germany.

www.newsweek.com
www.cdp.net
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This variance-based approach to structural equation modeling does not require that normality of data
distributions be achieved.Sustainability 2019, 11, x FOR PEER REVIEW 6 of 16 
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Figure 1. The relationship between environmental performance and profitability.

3.1. Dependent Variable

Various measures of companies’ financial performance appear in the literature. In this study,
financial ratios were used to reflect companies’ performance relative to the market. First, factor analysis
was undertaken with several ratios (return on assets, return on invested capital, return on equity,
gross margin, and profit margin) that reflect the profitability of companies and are popularly used
in extant literature. Latent constructs that have been used in extant research were also examined.
Based on the results of a factor analysis undertaken, in this study, the return on assets (ROA) and
the return on invested capital (ROIC) were used to represent profitability. Given the evidence of a
delay effect associated with companies’ environmental performance being translated to their financial
performance [59], the indicators of companies’ profitability were measured over the years 2014–2016.
These years represent a delay of one year after the observation of the environmental performance of
companies. Table 1 details all variables used in this study.

3.2. Independent Variables

The first independent variable of this study is the environmental performance of companies.
This was measured from data obtained from Newsweek’s green rankings. The Newsweek green
rankings have featured in studies investigating the environmental performance of companies [59,63],
and were selected as suitable for use in this study given their media popularity. Specifically, four items
of companies’ environmental performance were measured in this study: energy productivity, carbon
productivity, water productivity, and the waste productivity of companies. Newsweek provides scores
for each of these in the range 0 to 100.
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Table 1. Description of indicators.

Variable Description Source

Profitability:

Return on Assets The ratio of net income to total assets COMPUSTAT, sourced from
Wharton’s Data Research Services

Return on Invested Capital The ratio of net income to long-term
debt plus total equity COMPUSTAT

Environmental Performance:

Energy productivity The ratio of revenue (US$) to total
energy consumption (GJ)

Newsweek Green rankings
2015–2017

Carbon productivity The ratio of revenue (US$) to total
greenhouse gas emissions (CO2e)

Newsweek Green rankings
2015–2017

Water productivity The ratio of revenue (US$) to water use
(m3)

Newsweek Green rankings
2015–2017

Waste productivity
The ratio of revenue (US$) to total waste

generated (metric tons)–waste
recycled/reused (metric tons)

Newsweek Green rankings
2015–2017

Customer Satisfaction:

American customer satisfaction index
A weighted average of survey questions
measuring perceived quality, perceived

value and customer expectations

American Customer Satisfaction
Index LLC

Industry munificence:
Industry sales growth COMPUSTAT

Control variables:
Company size Net sales COMPUSTAT

Industry Unique industry identifier

Capital intensity The ratio of total capital expenditure to
net sales COMPUSTAT

Leverage The ratio of total debt to total
stockholders’ equity COMPUSTAT

Liquidity The ratio of current assets to current
liability COMPUSTAT

Another independent variable is customer satisfaction. Extant literature has popularly used the
customer satisfaction index, as developed by the American Customer Satisfaction Index LLC, as a
measure of customer satisfaction (e.g., [64]). This benchmark index is a latent construct that is based on
data obtained directly from surveys among consumers. It is the weighted average of three questions,
in categories of expectations, perceived quality, and perceived value. The final score assigned to a
company will have value in the range of 0 to 100. In this study, the American Customer Satisfaction
Index was used as a single-item construct.

3.3. Moderate Variable

The moderate variable of this study reflects objective industry munificence. Similar to [56], this
is reflected as the industry growth rate. In order to construct the industry munificence variable, the
five-year average growth rate of each industry represented in the sample was determined. Consistent
with the procedure recommended by [65], the average growth rate of industry sales was calculated in
a two-step procedure. We used three batches of years: 2009–2013, 2010–2014, and 2011–2015 in order
to fit the multi-year nature of the data of this study. First, we regressed the natural logarithm of the
net total industry sales on an indicator of time—the independent variable of this regression model.
Then, we calculated the antilog of the regression coefficient. This was used to reflect the growth rate of
sales and industry munificence [56]. Net sales were identified at the two-digit level of the standard
industrial classification code.

3.4. Control Variables

While this study is concerned with the effect of companies’ environmental performance on their
financial performance, it can be expected that companies that are more profitable could be more likely to
improve their environmental performance. In avoidance of an endogeneity problem, control variables
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were included in the model; as the introduction of control variables is helpful in correcting endogeneity
problems in structural equation modeling [66]. Control variables were selected on the basis of their
ability to affect the financial performance of companies. Extant studies have shown diversity in control
variables. This notwithstanding, popular control variables are company size, leverage, research and
development intensity, capital intensity, sales/turnover, industry (where a multi-industry sample is
used), and to a lesser extent liquidity. It was observed that the data on research and development
expenses of the sample companies had many gaps. A decision was made to exclude this variable rather
than fill in the missing data points or delete company observations. It is expected that larger companies
can generate higher profitability than smaller counterparts, and therefore, company size was included
in the model with the expectation of a positive association with company performance. In this study,
company size is represented by the net sales of a given company. It is also expected that companies
with greater leverage will be better able to facilitate greater profitability than companies with lower
leverage. This is so because greater leverage can allow companies the opportunity to make investments
to either influence their cost of production or to introduce goods and services that may command
higher prices and returns. Therefore, leverage was included as a single-item control variable. It is
expected that greater capital intensity will have a positive effect on company profitability. Therefore,
capital intensity was included as an additional control variable. The industry to which a company
belongs was also included a as control variable, recognizing the disparity in the ability of sectors to
generate profitability [59]. Liquidity was additionally included in the model as a control variable.

4. Results

4.1. Summary Statistics

Table 2 describes the summary statistics of the variables used in this study. Table 3 shows
negative and significant correlations (p < 0.05) between two indicators (energy productivity and carbon
productivity) of environmental performance and our measure of customer satisfaction. It, furthermore,
shows that the associations between the other two indicators of environmental performance (water
productivity and waste productivity) and customer satisfaction are nonsignificant. The Pearson
correlation coefficients, however, show positive associations between our measure of customer
satisfaction and profitability (significant for return on assets). Table 3 also shows negative and
significant correlations between our measures of environmental performance and our measure of
industry munificence. We determined the variance inflation factors (VIFs) of our variables by
regressions. We found an average VIF of 2.04 and a maximum of 3.71. Given that all VIFs are
below the threshold of 10, we can conclude that there is no possibility of multicollinearity among the
variables used.

Table 2. Summary statistics.

Variable Mean S.D.

1. Energy productivity 13.40 23.03
2. Carbon productivity 15.65 22.79
3. Water productivity 13.77 23.44
4. Waste productivity 10.50 20.38

5. Customer satisfaction 76.35 5.37
6. ROA 0.06 0.05
7. ROIC 0.12 0.25

8. Industry Munificence 1.09 0.12
9. Industry 15.26 8.74

10. Company size 48915 65867
11. Capital intensity 0.09 0.10

12. Leverage 0.68 9.75
13. Liquidity 1.68 1.51

Note: observations = 276, ROA = return on assets, ROIC = return on invested capital, S.D. = standard deviation.
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Table 3. Pearson correlation statistics.

Variable 1 2 3 4 5 6 7 8 9 10 11 12 13

1. Energy productivity 1.00
2. Carbon productivity 0.81* 1.00
3. Water productivity 0.71* 0.75* 1.00
4. Waste productivity 0.63* 0.64* 0.61* 1.00

5. Customer satisfaction −0.15* −0.14* −0.10 0.00 1.00
6. ROA 0.13* 0.12 0.07 0.08 0.13* 1.00
7. ROIC 0.01 0.01 −0.01 0.01 0.12 0.44* 1.00

8. Industry Munificence −0.14* −0.16* −0.14* −0.13* 0.09 0.01 0.15* 1.00
9. Industry 0.03 0.07 0.06 0.05 −0.22* −0.33* −0.21* −0.22* 1.00

10. Company size 0.02 0.08 0.10 0.02 −0.13* 0.05 −0.02 0.09 −0.14* 1.00
11. Capital intensity −0.03 0.02 0.04 0.04 −0.12* −0.29* −0.16* −0.25* −0.74* −0.25* 1.00

12. Leverage −0.13* −0.11 −0.08 −0.12* −0.02 −0.13* −0.07 0.06 0.00 0.03 0.04 1.00
13. Liquidity 0.06 −0.02 −0.04 −0.06 −0.22* 0.02 −0.04 0.23* −0.10 0.03 −0.23* 0.00 1.00

Note: observations = 276, ROA = return on assets, ROIC = return on invested capital, * p < 0.05.

4.2. Assessment of the Measurement Model

A measurement model was assessed to determine the validity of indicators and constructs, by
the use of SmartPLS3. SmartPls makes use of principal components analysis [61]. Table 4 shows
the composite reliability and average variance extracted values. All of the composite reliability
scores and the average variance extracted (AVE) exceeded the “rules of thumb” of 0.7 and 0.5,
respectively. Therefore, together, these showed that the constructs for environmental performance
and for profitability could be accepted for internal consistency. Table 4 also shows the Fornell–Larcker
criterion. Indications of the square root of AVEs exceeding their respective correlation coefficients
indicate that the constructs achieved discriminant validity. Therefore, it could be concluded that the
constructs of environmental performance and profitability were valid for use in this study. Having
obtained these satisfactory results, we proceeded to assess the structural model.

Table 4. Average variance extracted (AVE), composite reliability (CR), and Fornell–Larcker criterion
analysis.

Fornell–Larcker Criterion

CR AVE Customer
Satisfaction EP*Munificence Environmental

Performance Profitability

Customer satisfaction SIC SIC SIC
EP*Munificence 0.941 0.801 −0.059 0.869
Environmental
performance 0.924 0.755 −0.136 −0.326 0.869

Profitability 0.829 0.711 0.148 −0.142 0.091 0.843

Notes: N = 276, EP = environmental performance, SIC = single item construct, the square root of AVE is in italics.

4.3. Structural Model Assessment

The results of the assessment of the structural model are displayed in Table 5. These results are based
on bootstrapping with 5000 subsamples with replacement. The results show that by increasing their
environmental performance, companies tend to drive reductions in customer satisfaction (standardized
beta = –0.182, p = 0.016). This finding is in contradiction to our Hypothesis 1. However, we found that
customer satisfaction has a positive effect on companies’ long-term oriented profitability (standardized
beta = 0.084; p = 0.093). Therefore, Hypothesis 2 is supported. This finding highlights the importance
of customer satisfaction (a concept suggested in the literature as not having enduring effects) for the
attainment of a positive long-term profitability orientation. This finding, furthermore, confirms that
customers are important stakeholders for the survival of companies. We proceeded to determine the
existence of a mediation effect by using the procedures suggested by [67]. We maintained the number
of bootstrapping samples at 5000 and set the confidence interval at 95%. We found an indirect effect of
−0.015 and a 95% confidence interval with no zero (−0.019 to−0.013). This finding further demonstrates
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an important role of the satisfaction of customers in translating companies’ environmental performance
to their long-term oriented profitability.

Table 5. Path loadings and t-value path statistics.

Path Coefficient t Value p-Value

H1: Environmental performance→ Customer satisfaction −0.182 2.412 0.016
H2: Customer satisfaction→ Profitability 0.084 1.678 0.093
H3: EP * Munificence→ Customer satisfaction −0.207 1.340 0.180

Environmental performance→ Profitability 0.107 1.391 0.164
Industry→ Profitability −0.257 2.513 0.012

Company Size→ Profitability −0.029 0.598 0.550
Capital intensity→ Profitability −0.091 1.090 0.276

Leverage→ Profitability −0.107 1.139 0.255
Liquidity→ Profitability −0.030 0.455 0.649

Munificence→ Customer satisfaction −0.021 0.238 0.812

Abbreviation: EP = environmental performance.

Unexpectedly, the results do not show a significant moderating effect of industry munificence on
the relationship between environmental performance and customer satisfaction. Therefore, Hypothesis
3 is not supported. In Section 5, these findings are interpreted.

5. Discussion

5.1. Effect of Environmental Performance on Customer Satisfaction

The results of the assessment of the measurement model reveal an interesting insight on customer
behavior in relation to companies’ interaction with the natural environment. The finding of a significant
association between companies’ environmental performance and the satisfaction they receive from their
customers indicates that the performance of companies’ environmental actions defines the quality and
value perceptions of their customers. This finding also reveals that customers are not only concerned
with companies undertaking environmental initiatives as some evidence shows [21], but are also
interested in the environmental performance of those initiatives. More so, this finding shows that
customers are interested in companies giving prominence to the wellbeing of the natural environment.
However, the finding of a negative association between companies’ environmental performance and
the satisfaction they receive from their customers suggests that customers’ expectations of companies’
interaction with the natural environment are not being met. This result should be interpreted in the
context of the measure of environmental performance used in this study, which is defined by companies’
use of (or focus on) fewer environmental resources in the generation of revenue. This considered,
the results of this study seem to indicate that this approach to measuring companies’ environmental
performance does not inspire improved customer satisfaction. This finding is consistent with the
general seeming disapproval (especially among the academic community) with companies’ current
environmental activities [68]. Haffar and Searcy [69], for instance, suggested that companies need to
enhance their environmental performance in a manner that drives positive impacts on the sustainability
of the natural environment, that is, those that focus on company impact relative to that which is
required of it in promotion of the sustainability of the natural environment. In this regard, Braungart
et al. [70] suggested that companies need to conceptualize their production processes away from a
focus on reducing the use of environmental resources in their production processes, to the use of
these more effectively with a goal of generating zero waste, that is, the concept of eco-effectiveness. [8]
suggest that a system design approach is required, which entails companies not only maintaining value
with environmental resource input reduction, but also making use of 90% of the discarded extracted
materials, reusing materials, refurbishing and reusing long-lasting components, and mimicking and
nurturing environmental niches.
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5.2. Effect of Customer Satisfaction on Long-Run Profitability

The finding of a positive relationship between customer satisfaction and company profitability is
consistent with the findings of extant research [51,52]. This finding of a positive association between
customer satisfaction and the long-term oriented profitability of companies (in a sense) supports
stakeholder theory, which suggests that as companies satisfy their stakeholders’ demands they can
reap rewards from doing so. By focusing on long-term oriented profitability, this study adds the
evidence that the effects of customer satisfaction on profitability can be, and are, enduring. The results
show that this effect is observed for at least one year after customer satisfaction is registered. This is an
interesting finding from the perspective that customer satisfaction has been generally conceptualized
as a short-term occurrence. This study conceptualized customers as having multi-faceted needs that
extend beyond the consumption of goods and services. The results of this study, therefore, suggest
that it is by appealing to the multifaceted needs of customers that companies will be able to sustain
their profitability in the long-term.

5.3. Moderating Effect of Industry Munificence

The unsupported Hypothesis 3 indicates that whether or not the resources for improving
environmental performance exist, whether or not an environment facilitative of industry growth
exists, and whether or not competition among companies is low or fierce, customers are dissatisfied
with companies’ current approach (at least measured as environmental resource use relative to
revenue earned) to the involvement in the promotion of the sustainability of the natural environment.
This finding, somewhat, runs contrary to that of [58]. The results of this study suggest that customers
expect (whether or not the market conditions facilitate it) a different dimension of environmental
performance from companies. This finding, therefore, somewhat strengthens the finding of this study
that the approach to environmental performance, which measures environmental resource use relative
to company earnings, does not generally match the expectations of customers.

6. Conclusions and Implications

Against the background of companies being encouraged to enhance the sustainability of the natural
environment, this study was developed to understand the extent to which customers translate the
effect of companies’ environmental performance on their profitability in the long-term. It, furthermore,
set out to understand the role that industry munificence (that which is characterized by opportunities
for industry growth, availability of the resources for stimulating that growth, and low to moderate
competition) plays in affecting the satisfaction companies obtain from their customers in response to
improvements in their environmental performance. It suggested that the environmental performance
of companies provides a benefit to their customers who are not only consumers of goods and
services, but are interested in companies improving their environmental performance (and providing a
positive service to the natural environment). In this regard, this paper suggests that companies will
have an additional incentive to enhance the sustainability of the natural environment. This paper,
furthermore, suggests that in that circumstance, the customer will be willing to provide the environment
for companies to profit in the long-term from their investments in improving their environmental
performance. The enabling environment created by customers could take several forms including the
willingness to pay price premia and the promotion of a given company.

The findings of a large meta-analysis undertaken by [71] suggest that the translation of the
environmental performance of companies to their financial performance can be positive where market
support for improved environmental performance exists. The findings of the current study indicate
that, at present, a key stakeholder group (customers) is not generally satisfied with the environmental
performance companies are registering (at least when measured as environmental resource use relative
to their revenue). This notwithstanding, customer satisfaction is a key predictor of the long-term
profitability of companies. These findings, therefore, emphasize the importance of customer satisfaction
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for profitability. The results of this study, furthermore, imply that managers have an opportunity
to enhance their long-term oriented profitability by responding to the multifaceted demands of
their customers. Specifically, the environmental performance that is focused on reducing the use of
environmental resources relative to revenue earned does not inspire customer satisfaction among
companies. Managers may wish to, therefore, amend their current approaches to driving environmental
performance. Sustainability management scholars have been suggesting that a better strategy for the
natural environment is through committing to process changes that extend beyond mere reductions in
the use of environmental resources. Recycling and remanufacturing are two key production directions
companies may wish to follow in this regard. Ultimately, it is predicted that a closed-loop material flow
can be helpful in improving the environmental performance of companies, and to the sustainability of
the natural environment.

This study makes two primary contributions. First, it extends the investigations that have focused
on providing an understanding of the means by which companies’ environmental performance affects
their financial performance. The stakeholder response of customer satisfaction is introduced to the
current debate. In doing so, this study provides useful guidance to companies that have generally been
found to be business-driven when undertaking environmental actions, and that consider their customers
as a key stakeholder group and with the potential to affect their profitability. Second, this study
clarifies the customer desirability of a popularly used measure of company environmental performance:
environmental resource productivity. The evidence of this study shows that in consideration of the
importance of customer satisfaction for long-term oriented profitability, there is a need for the adoption
of environmental performance that is proactive in nature. That is, environmental performance that
is focused away from reducing the use of environmental resources in the production process. There
is also an opportunity for greater guidance to industry in terms of measurement metrics that will
adequately reflect their involvement in contributing to the sustainability of the natural environment.

7. Limitations and Future Study

We acknowledge the limitations of this study. First, this study is set among large U.S.-based
companies. The findings of this study may, therefore, not be generalizable to small companies.
Researchers may, therefore, wish to replicate this study among smaller companies. It is an interesting
extension of this study to understand whether customers ascribe higher expectations in terms of the
environmental performance of large companies just because, for instance, they are perceived as having
the capability to adequately support the sustainability of the natural environment through improving
their own environmental performance. Second, companies have a multiplicity of stakeholders.
This study considered the role of one stakeholder group in driving the effect of environmental
performance on long-term profitability. Managers may be interested in understanding how other
stakeholders respond to companies’ environmental performance and the impact of that reaction on
the survival of companies. Furthermore, whether the current approach to companies’ environmental
performance is a factor of embedded practice and because this measure is popularly and currently
being promoted, or whether it is the result of companies attempting to satisfy competing expectations of
their various stakeholders is of interest. Therefore, an extension of this study to include a focus on other
stakeholder groups could be undertaken. Finally, the literature has identified other industry contexts
that may affect the profitability of companies. This study had an exclusive focus on munificence.
Future studies may wish to examine the moderating roles of a dynamic and complex industry context.
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