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INTRODUCTION 

Environmental sustainability has moved from being primarily an environmental concern to becoming an 

important component of corporate strategy. Increasing environmental regulation, stakeholder expectations, 

resource constraints, and market pressure have encouraged organizations to incorporate environmental 

considerations into strategic decision-making. Contemporary research increasingly examines how firms can 

transform environmental commitments into capabilities that improve both sustainability and organizational 
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performance.  The relationship between environmental strategy and corporate performance, however, is not 

necessarily automatic. An organization may formulate environmental objectives without achieving 

meaningful performance improvements if it lacks the organizational resources, knowledge, technology, and 

managerial capabilities required for implementation. Research on environmental proactivity similarly 

suggests that the mechanisms connecting environmental strategy with operational performance deserve 

particular attention.  Green capabilities provide one potential mechanism. These capabilities include the 

ability to develop green products and processes, manage environmental knowledge, utilize green 

intellectual capital, collaborate with environmentally responsible suppliers, and implement green 

innovation. Recent evidence from Pakistan suggests that green innovation can contribute to environmental 

sustainability and firm performance, while green knowledge management can strengthen these 

relationships.  Pakistan provides a particularly relevant context for this discussion because its firms operate 

within an emerging economy characterized by resource constraints and increasing environmental 

challenges. Studies of Pakistani manufacturing firms have identified relationships among corporate green 

strategy, green innovation, corporate social responsibility, and sustainable firm performance. Research 

involving Pakistani textile firms has also found that green supply-chain practices can influence financial 

performance directly and through environmental performance.  Accordingly, this article discusses five 

major dimensions of the relationship between environmental strategy, green capabilities, and corporate 

performance. 

Environmental Strategy as a Strategic Organizational Orientation 

Environmental strategy refers to the deliberate incorporation of environmental objectives into 

organizational policies, processes, resource allocation, and competitive strategy. In contemporary business 

environments, environmental concerns are increasingly integrated into strategic planning rather than being 

treated as separate compliance-related activities. Organizations are expected to consider the environmental 

consequences of their production methods, supply-chain decisions, resource consumption, product 

development, and long-term investment decisions. Consequently, environmental strategy represents an 

organizational commitment to managing environmental responsibilities while simultaneously pursuing 

business objectives. Rather than treating environmental management as an isolated operational function, 

strategic environmental management integrates environmental considerations into broader corporate 

decision-making and encourages managers to consider sustainability when establishing organizational 

priorities. A well-designed environmental strategy can encourage organizations to identify opportunities for 

reducing waste, improving resource efficiency, developing cleaner production methods, and responding to 

changing stakeholder expectations. For example, organizations may introduce energy-efficient production 

systems, reduce the use of unnecessary materials, adopt environmentally safer inputs, or redesign products 

to reduce their environmental impact. Such activities can produce both environmental and operational 

benefits. Reductions in energy consumption, water use, raw materials, and waste can potentially lower 

operating costs, while improved environmental practices can help organizations respond to customers, 

regulators, investors, employees, and local communities. Sustainability-oriented corporate strategies may 

also create favorable conditions for developing green innovation capabilities and strengthening the 

organization's environmentally responsible image. Environmental strategy can influence corporate 

performance through several interconnected pathways. First, resource-efficiency initiatives may reduce 

material, energy, water, and waste-management costs. Second, environmental innovation may generate new 

products, production techniques, and business opportunities. Third, environmentally responsible practices 

may strengthen stakeholder relationships and corporate reputation. Customers may increasingly consider 

environmental responsibility when evaluating products and organizations, while employees may also value 

organizations that demonstrate responsible business practices. Fourth, effective environmental management 

may help organizations anticipate and respond to regulatory requirements more efficiently. Instead of 

reacting to environmental regulations after they are introduced, strategically oriented firms can incorporate 

environmental considerations into long-term planning and thereby reduce the disruption associated with 
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regulatory changes. Environmental strategy may also influence organizational learning and managerial 

decision-making. When environmental objectives are incorporated into strategic planning, managers are 

encouraged to identify environmental risks and opportunities across different organizational functions. 

Marketing departments may identify demand for sustainable products, operations managers may identify 

opportunities for cleaner production, and human-resource departments may develop employee training 

related to environmental management. In this way, environmental strategy can become a cross-functional 

organizational orientation rather than the responsibility of a single department. However, the existence of 

an environmental strategy does not automatically guarantee improved corporate performance. A company 

may formulate ambitious environmental policies but fail to achieve meaningful outcomes if it lacks the 

knowledge, technology, financial resources, employee expertise, and organizational systems required for 

implementation. Environmental objectives can therefore remain largely symbolic when they are not 

supported by appropriate organizational capabilities. This makes green capabilities an important link 

between strategic environmental intentions and measurable organizational outcomes. The ability of a firm 

to translate environmental goals into routines, innovations, technologies, and knowledge determines 

whether environmental strategy can generate meaningful performance improvements. 

Green Capabilities and Organizational Performance 

Green capabilities represent the organizational knowledge, resources, routines, and competencies that 

enable firms to pursue environmental objectives effectively. These capabilities may include green 

technological capabilities, green innovation capabilities, environmental knowledge management, green 

human-resource capabilities, green supply-chain capabilities, and green intellectual capital. Unlike physical 

resources alone, capabilities reflect an organization's ability to combine and utilize resources to accomplish 

particular objectives. In the environmental context, green capabilities allow organizations to transform 

environmental knowledge and resources into practical actions, innovations, and performance 

improvements. The natural resource-based view provides a useful theoretical foundation for understanding 

this relationship. The perspective extends the traditional resource-based view by emphasizing the strategic 

importance of organizational relationships with the natural environment. From this perspective, 

organizational resources and capabilities related to pollution prevention, sustainable development, 

environmental stewardship, and resource conservation can become sources of competitive advantage when 

they are valuable, difficult to imitate, and effectively embedded within organizational processes. A firm 

that develops environmental capabilities over time may therefore establish knowledge and routines that 

competitors cannot easily reproduce. Green capabilities can also improve organizational flexibility. 

Environmental challenges frequently require firms to adapt production methods, technologies, supply-chain 

arrangements, and employee skills. Organizations with established green capabilities may be better 

positioned to respond to these changes because they already possess environmental knowledge and internal 

systems for identifying and implementing improvements. For instance, a company with experienced 

environmental personnel and established green knowledge-sharing systems may be able to introduce new 

environmental technologies more efficiently than a company that begins developing such capabilities only 

after environmental pressures emerge. Recent evidence from Pakistani SMEs supports this perspective. 

Research involving Pakistani SMEs has reported a positive relationship between green innovation, 

environmental sustainability, and firm performance, with green knowledge management strengthening 

these relationships. Similarly, research involving Pakistani manufacturing SMEs has identified 

relationships among green intellectual capital, green entrepreneurial orientation, green innovation, and 

sustainable performance. These findings are particularly relevant in Pakistan because SMEs often operate 

under financial and technological constraints. In such circumstances, knowledge, employee expertise, 

organizational learning, and innovation capabilities can become important resources for improving 

sustainability without depending exclusively on large-scale physical investment. Green capabilities can 

affect performance through both direct and indirect mechanisms. Direct effects may arise from improved 

resource efficiency, reduced waste, lower environmental risks, and better utilization of production inputs. 
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Indirect effects may occur when green capabilities stimulate innovation, improve organizational reputation, 

strengthen relationships with stakeholders, or facilitate access to environmentally conscious markets. The 

overall effect therefore depends on how effectively environmental resources and capabilities are integrated 

with the organization's broader competitive strategy. These findings suggest that firms should not view 

environmental investment solely as a cost. When environmental resources are developed into organizational 

capabilities, they may contribute to innovation, efficiency, competitiveness, and sustainable performance. 

Investment in employee training, environmental information systems, cleaner technologies, and green 

research and development can strengthen the firm's ability to respond to environmental challenges. Over 

time, these capabilities can become embedded in organizational routines and provide a foundation for 

continuous environmental improvement. 

Green Innovation as a Linking Mechanism 

Green innovation is one of the most important mechanisms through which environmental strategy can affect 

organizational performance. It generally includes environmentally beneficial product innovation and 

process innovation. Green innovation extends traditional innovation by incorporating environmental 

considerations into the development, production, distribution, use, and disposal of products and services. It 

can therefore represent an important bridge between an organization's environmental objectives and its 

operational and commercial outcomes. Green process innovation can involve improvements that reduce 

energy consumption, material use, waste generation, emissions, or the use of environmentally harmful 

inputs. Organizations may redesign production processes, introduce energy-efficient machinery, improve 

recycling systems, or adopt cleaner production technologies. Such innovations can contribute to 

environmental performance while potentially improving operational efficiency. When a production process 

requires fewer raw materials or less energy to produce the same output, the organization may 

simultaneously reduce its environmental footprint and operating costs. Green product innovation, in 

contrast, focuses on developing or improving products with lower environmental impacts. This may involve 

the use of recyclable materials, environmentally safer inputs, energy-efficient product designs, longer 

product lifespans, or packaging reductions. Product-level environmental innovation can also create 

opportunities for organizations to differentiate themselves in competitive markets. However, the 

commercial success of green products depends on factors such as customer demand, product quality, price, 

market awareness, and the organization's ability to communicate environmental benefits effectively. 

Environmental strategy can create conditions favorable to green innovation by establishing environmental 

objectives and allocating organizational resources toward their achievement. A firm with a clear 

environmental strategy may be more willing to invest in research and development, employee training, 

environmental technologies, and collaborative relationships with suppliers and other stakeholders. 

Empirical research involving Pakistani manufacturing firms has indicated that environmental strategy can 

strengthen the relationship between green innovation and sustainable performance. Similarly, international 

research has identified green process innovation and supplier collaboration as important mechanisms 

through which proactive environmental management can influence operational performance. Green 

innovation can also create economic value by improving resource productivity. Reduced energy 

consumption may decrease production costs, while reduced waste can lower disposal expenses and improve 

material utilization. In addition, innovative environmentally friendly products may allow firms to enter new 

markets or respond to changing customer expectations. These benefits illustrate why environmental 

objectives and economic objectives do not necessarily have to be viewed as conflicting priorities. Under 

appropriate conditions, environmental innovation can support both objectives. Nevertheless, the financial 

benefits of green innovation are not automatic. Developing environmentally friendly technologies and 

products can require significant initial investment. Organizations may also face technological uncertainty, 

limited access to finance, inadequate employee expertise, or weak customer demand. Therefore, the 

relationship between green innovation and corporate performance can depend on organizational capabilities 

and external conditions. Firms need appropriate managerial systems to identify valuable environmental 
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opportunities, allocate resources effectively, evaluate innovation outcomes, and commercialize successful 

innovations. 

Green Knowledge Management and Green Intellectual Capital 

Knowledge is another important component of green capabilities. Green knowledge management involves 

acquiring, sharing, storing, and applying knowledge related to environmental technologies, regulations, 

processes, products, and practices. Environmental knowledge may originate from employees, suppliers, 

customers, government regulations, research institutions, professional networks, and organizational 

experience. The ability to collect and effectively use this knowledge can influence how successfully a firm 

implements its environmental strategy. Organizations with strong environmental knowledge systems may 

be better positioned to identify environmental risks and opportunities. Employees can contribute ideas for 

waste reduction, energy efficiency, cleaner production, sustainable packaging, and product redesign. When 

organizations create mechanisms for sharing these ideas across departments, individual knowledge can 

become organizational knowledge. For example, an employee working in production may identify a method 

of reducing material waste, while managers can document, evaluate, and implement that knowledge across 

other production units. Knowledge-sharing mechanisms are therefore particularly important. Training 

programs, environmental management meetings, internal databases, workshops, employee suggestion 

systems, and cross-functional teams can facilitate the movement of environmental knowledge within 

organizations. Such mechanisms may also strengthen organizational learning by allowing firms to learn 

from previous environmental initiatives. When successful practices are documented and shared, 

organizations can repeat and improve them rather than developing solutions from the beginning each time. 

Green intellectual capital is similarly important. It includes environmentally oriented human, structural, and 

relational resources. Green human capital refers to the environmental knowledge, skills, experience, and 

attitudes of employees. Green structural capital refers to organizational systems, procedures, databases, 

technologies, and routines that support environmental management. Green relational capital concerns 

environmentally oriented relationships with customers, suppliers, regulators, communities, and other 

external stakeholders. Recent research involving Pakistan's hotel sector has found relationships between 

green intellectual capital and green competitive advantage, with green innovation playing a mediating role. 

This finding illustrates how knowledge-based resources can be transformed into organizational innovation. 

Employees may possess environmental knowledge, but that knowledge generates greater value when 

organizational structures allow employees to apply it to products, services, processes, and customer 

relationships. Green knowledge and intellectual capital can therefore help organizations convert 

environmental strategy into organizational routines. This is particularly relevant for developing-economy 

firms, where financial resources for environmental investment may be constrained. Knowledge-based 

capabilities can provide relatively flexible opportunities for improvement because not every environmental 

improvement requires expensive physical infrastructure. Employee knowledge, managerial commitment, 

organizational learning, and collaboration can sometimes generate improvements through changes in 

existing processes. Furthermore, green knowledge management can support long-term organizational 

resilience. Environmental regulations, technologies, customer expectations, and market conditions may 

change over time. Firms that continuously acquire and update environmental knowledge can potentially 

respond more effectively to such changes. Thus, green knowledge management should not be viewed 

simply as an information-management activity; it can form part of the organization's broader capability for 

continuous environmental and strategic adaptation. 

 Environmental Strategy and Corporate Performance in Pakistan 

The Pakistani business environment provides an important context for examining the relationship between 

environmental strategy and corporate performance. Manufacturing, textiles, hospitality, agriculture-related 

industries, and SMEs operate within an environment characterized by resource constraints, environmental 

challenges, changing regulatory expectations, and increasing pressure for competitiveness. These 

conditions make the development of environmental capabilities particularly relevant for organizations 
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seeking long-term sustainability. The manufacturing and textile sectors are especially important because 

production activities can involve substantial consumption of energy, water, chemicals, raw materials, and 

other resources. Environmental management within these sectors can therefore influence both 

environmental outcomes and operational efficiency. Pakistani textile firms, for example, participate in 

increasingly competitive domestic and international markets where production efficiency and compliance 

with environmental expectations can affect business relationships. Evidence from Pakistan indicates that 

green supply-chain practices can contribute to financial performance. Research involving textile firms in 

Punjab has examined green manufacturing, green purchasing, eco-design, customer cooperation, and green 

information systems and identified relationships with financial performance, including through 

environmental performance. These findings suggest that environmental management does not necessarily 

operate independently from financial outcomes. Instead, improvements in supply-chain processes may 

simultaneously influence environmental and economic indicators. Green supply-chain management can 

also extend environmental responsibility beyond the boundaries of an individual organization. Suppliers 

may influence the environmental characteristics of raw materials, packaging, transportation, and production 

inputs. Cooperation with suppliers can therefore help organizations improve environmental performance 

throughout the supply chain. Similarly, collaboration with customers can provide information about 

environmental expectations and encourage organizations to develop products and services that better reflect 

market requirements. Research has also examined environmental management accounting among Pakistani 

SMEs. Evidence from Pakistani firms has indicated relationships between environmental management 

accounting and firm performance, with environmental innovation serving as a mediating mechanism and 

stakeholder integration strengthening the relationship between environmental innovation and performance. 

Environmental management accounting can provide managers with information about environmental costs, 

resource consumption, waste, energy use, and other environmental factors. Such information can improve 

decision-making by making environmental costs more visible within organizational planning. The Pakistani 

context also demonstrates the importance of institutional and stakeholder pressures. Organizations may 

respond to environmental regulations, customer expectations, supplier requirements, community concerns, 

investor expectations, and competitive pressures. However, organizations differ in their capacity to respond 

to these pressures. Larger firms may possess greater financial and technological resources, while SMEs 

may rely more heavily on managerial commitment, employee knowledge, collaboration, and incremental 

innovation. These findings collectively indicate that environmental strategy can have broader organizational 

consequences when supported by appropriate capabilities. For Pakistani firms, the development of green 

capabilities may therefore provide a pathway for simultaneously addressing environmental responsibilities 

and competitiveness. Rather than viewing sustainability as an external obligation, organizations can 

incorporate environmental considerations into production, innovation, supply-chain management, 

accounting, human-resource development, and strategic planning. Environmental strategy establishes the 

direction of organizational environmental activities. It communicates management's commitment to 

environmental objectives and influences the allocation of resources toward sustainability-related initiatives. 

However, strategic commitment alone is insufficient. Green capabilities provide the organizational 

infrastructure through which environmental objectives can be translated into actual practices. These 

capabilities include employee knowledge, technological expertise, environmental routines, organizational 

learning, green intellectual capital, and relationships with environmentally responsible stakeholders. Green 

innovation then represents an important mechanism through which these capabilities can generate 

measurable outcomes. Firms with appropriate green capabilities can use their knowledge and resources to 

redesign products, improve production processes, reduce waste, increase resource efficiency, and develop 

environmentally responsible technologies. These improvements can contribute to environmental 

performance and may subsequently influence corporate performance through cost reductions, improved 

productivity, enhanced reputation, innovation opportunities, and access to environmentally sensitive 

markets. The relationship should not, however, be interpreted as a guaranteed or purely linear effect. 

Organizational size, industry characteristics, environmental regulation, market conditions, technological 
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development, knowledge resources, financial capacity, and stakeholder pressure may influence the strength 

of the relationships. For example, an organization may possess a strong environmental strategy but 

experience limited performance benefits if it lacks access to appropriate technology. Similarly, a firm may 

have advanced environmental technologies but fail to generate commercial value if customers do not 

recognize or demand environmentally responsible products. Environmental regulation can also play an 

important contextual role. Stronger environmental requirements may encourage organizations to develop 

green capabilities and adopt cleaner technologies. At the same time, excessive compliance costs without 

appropriate organizational support may create challenges for resource-constrained firms. Therefore, the 

relationship between regulation and corporate performance may depend on how organizations interpret and 

respond to regulatory requirements. Stakeholder integration is another important consideration. 

Environmental strategy is influenced not only by internal managerial decisions but also by interactions with 

customers, suppliers, employees, regulators, communities, and other stakeholders. Organizations that 

actively communicate with these groups may gain access to valuable environmental information and 

identify emerging market and regulatory expectations. Such information can help firms adjust their 

strategies and identify opportunities for green innovation. For managers, the implication is that developing 

an environmental policy alone may be insufficient. Firms may need to invest simultaneously in employee 

knowledge, technological resources, environmental information systems, supplier relationships, 

organizational learning, and innovation processes. This integrated approach can help transform 

environmental objectives into organizational capabilities. Managers should also establish measurable 

environmental and organizational performance indicators so that the results of environmental initiatives can 

be monitored over time. For Pakistani organizations in particular, green capability development may 

provide an approach for balancing environmental responsibility with competitiveness. Firms can begin with 

practical initiatives such as reducing resource waste, improving environmental information systems, 

training employees, strengthening supplier cooperation, and encouraging environmentally oriented 

innovation. Over time, these activities can become embedded within organizational routines and contribute 

to a broader sustainability-oriented strategic orientation. Overall, the conceptual argument is that 

environmental strategy is most meaningful when it is supported by organizational capabilities that allow 

firms to implement, learn, innovate, and adapt. Green capabilities provide the bridge between environmental 

intentions and practical outcomes, while green innovation can translate those capabilities into 

environmental and potentially economic value. The interaction of these factors provides a useful framework 

for understanding how Pakistani firms can integrate sustainability into their long-term corporate strategies. 
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Summary 

This article examined how environmental strategy can influence corporate performance through green 

capabilities. The literature indicates that environmental strategy establishes the organizational direction for 

addressing environmental challenges, while green capabilities provide the resources and competencies 

required to implement that strategy. Green innovation appears to be a particularly important mechanism 

because it can connect environmental objectives with improvements in products, processes, resource 

efficiency, and environmental performance. Green knowledge management and green intellectual capital 

can further strengthen this process by enabling firms to acquire, share, and apply environmental knowledge. 

Evidence from Pakistan provides support for these relationships across SMEs, manufacturing firms, textile 

companies, and other organizational contexts.  Overall, the literature suggests that environmental strategy 

is more likely to contribute to corporate performance when it is supported by organizational capabilities 

rather than implemented as an isolated compliance activity. For Pakistani organizations, investment in green 

innovation, environmental knowledge, green intellectual capital, and sustainable supply-chain practices 

may provide important mechanisms for achieving simultaneous environmental and economic objectives. 
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