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Despite heightened interest in and increased urgency surrounding the adoption of green business

initiatives, firms seem to suffer from a limited understanding of the prerequisites and profit potentials

of green strategies. Our proposed theoretical model suggests that green purchasing asa unique firm

capability must be built on internal organizational characteristics (i.e., top management commitment

to environmental management, inter-functional coordination, and performance evaluation and reward

systems), and that it eventually helps a firm obtain positive financial performance. We offer some

research propositions about potential causal relationships among key constructs that can be empirically

tested in future research. We conclude the current study with implications for both managers and

researchers.
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The modern business environment is charac-

terized by a growing number of environmental

regulations and legislation, combined with pres-

sures from various stakeholders for ever higher

environmental standards. It is evident that a

firm’s green purchasing activities bring the

company financial benefits by cutting costs such

as materials cost and waste disposal cost and/

or by increasing revenue. For example, Wal-Mart

saved $2.4 million a year by eliminating ex-

cessive packaging for inbound shipping (Gunter

2006). For another example, Mountain Equipment

Co-op, the largest retail co-operative in Canada,

saved landfill costs by $115 in Canadian dol-
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lars per ton per year by reducing packaging

materials used for inbound shipping (Metro

Vancouver Head Office, 2014). With regard to

green purchasing, we find that insufficient re-

search deals with the impact of a firm’s capa-

bility to implement green purchasing on its fi-

nancial performance as well as potential organ-

izational antecedents to influence developing

that capability.

The objective of this study is to propose a

theoretical framework in which green purchas-

ing capability mediates the relationship between

a firm’s organizational characteristics and its

business performance. With our proposed theo-

retical model, we explicate three organizational

determinants of green purchasing capability:

top management commitment to environmental

management, interfunctional coordination, and

performance evaluation and reward systems.

We also include financial performance as an

essential outcome of this capability. In turn, we

offer propositions about the specific causal rela-

tionships among green purchasing capability,

its antecedents, and a consequence. Finally, we

conclude with implications of this model for

both managers and future researchers.

Ⅰ. Theoretical Background:
Green Purchasing

As a set of activities, green purchasing is

part of environmental management, or the firm’s

efforts to reduce the impacts of its business

operations on the environment (Cramer 1998).

Carter et al. (2000) propose that green pur-

chasing activities help the firm design its prod-

ucts for reuse, recycling, and disassembly by

suggesting alternative sources of supply by

suppliers in product design. Thus, we propose

that green purchasing activities comprise as-

sessments and monitoring of the environmentally

sustainable operations of suppliers.

In line with the resource-based view (RBV)

of the firm (Barney 1991), we propose that

green purchasing constitutes a firm’s critical

capability that can be leveraged to achieve a

competitive advantage(cf. Jung, Kim, and Ryou

2008). The competitive advantage gained through

green purchasing results in superior business

performance. Green purchasing capability is a

firm’s unique ability to make environmentally

conscious purchasing decisions that promote

waste reduction and resource conservation in

various forms, such as input reduction and out-

put reuse and recycling, throughout the supply

chain (Carter and Carter 1998; Min and Galle

2001). In practice, it is not unusual for pur-

chasing managers to choose less environmentally

friendly materials over green materials, because

of the pressures on them to cut costs in the

short term. This is so because managers are

not knowledgeable to think means of balancing

internal cost reduction need and external envi-

ronmental protection requirement. In this re-
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<Figure 1> A Theoretical Model of Green Purchasing Capability

gard, a purchasing manager’s expertise with

green purchasing constitutes tacit knowledge

that competitors cannot imitate easily (Barney

1995). In addition, green purchasing activities

require cross-functional knowledge and coordi-

nation skills to mediate different priorities –

e.g., cost reduction, brand image building, new

product development– of different functions

and to subsequently assess trade-offs between

costs and profits. Consequently, the talent pool

to find capable purchasing managers is limited

and hard to replace existing knowledgeable

managers. In summary, we consider green pur-

chasing a firm’s unique capability, because it is

valuable, rare, difficult to imitate and substitute,

and socially complex, and because it can lead

to a sustainable competitive advantage (Barney

1991).

Ⅱ. Theoretical Model Development
and Propositions

We develop an integrative theoretical frame-

work of green purchasing based on Day and

Wensley’s (1988) source–position–performance

(SPP) framework. We propose green purchas-

ing capability as a positional mediator that ex-

plains the relationships between selected organ-

izational characteristics and financial performance.

We argue organizational characteristics (i.e., top

management commitment to environmental

management, interfunctional coordination, and

performance evaluation and reward systems)

as sources influence green purchasing capability

as a positional advantage, which then produces

positive financial outcomes as performance. We

present the theoretical model in Figure 1.
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2.1 Facilitators of Green Purchasing

Capability

2.1.1 Top Management Commitment to

Environmental Management

We define top management commitment to

environmental management as the proactive

attitude among the top management team to-

ward implementing green practices, through an

embodiment of company-wide goals, values, and

practices that are directly linked to promoting

environmental management (Cramer 1998;

Drumwright 1994). Top management teams

have the authority and control to influence

their firms’ adoption of environmentally friendly

behavior (Griffin, Rafferty, and Mason 2004;

Rojsek 2001). For example, at Homeplus (formerly

Samsung Tesco), a Korean retailor, top man-

agement team that consists of the company’s

CEO and directors steer the company’s sus-

tainability strategy (Kim, Ahn, and Lim 2008).

Thus, top management commitment to envi-

ronmental management should represent a vital

facilitator of environmentally friendly firm ca-

pabilities, including a green purchasing capa-

bility (Rice 2003; Walton et al. 1998). We posit:

P1: Top management commitment to envi-

ronmental management facilitates the

firm’s green purchasing capability.

Interfunctional coordination. We define inter-

functional coordination as the synchronized ef-

forts of different functions within the firm to

pursue value creation for customers (Narver and

Slater 1990). Interfunctional coordination should

be essential to the development of green pur-

chasing capability because a firm with high in-

terfunctional coordination can effectively over-

come organizational inertia against adopting green

purchasing criteria and the potentially increased

expenditures. In order to overcome the chal-

lenges against the adoption of green purchas-

ing practice, different functions within a par-

ticular organization have to not only interact and

cooperate systematically with each other but also

internally align for environmental goals. Thus,

P2: A firm’s interfunctional coordination fa-

cilitates its green purchasing capability.

2.1.2 Performance Evaluation and

Reward Systems

We define performance evaluation and re-

ward systems as a firm’s formal systems that

evaluate employees and delineate the incentive

programs for their employees, according to the

achievement of environmental goals (e.g., Aime,

Meyer, and Humphrey 2010; Sethi 2000; Wei

and Atuahene-Gima 2009). Carter et al. (1998)

propose that personnel engaged in green pur-

chasing activities benefit from instructive eval-

uations that monitor and control whether their

activities correspond with the firm’s environ-
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mental goals. The firm’s evaluation and reward

systems, thus, promotes environmental con-

sciousness and also facilitates the development

of a green purchasing capability among various

internal stakeholders. Thus, we hypothesize:

P3: A firm’s performance evaluation and re-

ward systems directed toward environ-

mental management facilitate its green

purchasing capability.

2.2 Consequence of Green Purchasing

To assess the impact of green purchasing ca-

pability, we choose financial performance, de-

fined as the monetary outcomes obtained from

normal businesses (Gonzales-Benito and Gonzales-

Benito 2005; Hart and Ahuja 1996; Russo and

Fouts 1997). Min and Galle (1997) argue that

environmentally conscious purchasing can im-

prove a firm’s financial position by reducing

resource use, material disposal, and liability-

related costs, as well as improving the public

image of the firm. In reality, top management

cannot justify any investment in the firm’s en-

vironmental management unless it is able to

show shareholders projected financial benefits

in the long term. Rao (2002) indicated that green

purchasing capability that helps a firm use

green and environmentally sustainable material

leads to lower energy consumption of and low-

er amount of waste, which in turn should lead

to better financial outcomes. Therefore, we hy-

pothesize:

P4: A firm’s green purchasing capability en-

hances its financial performance.

Ⅲ. Implications

Our study focuses on developing a theoretical

model of green purchasing capability that can

give firms a competitive edge in the sustain-

able development era. With our proposed theo-

retical framework, we explore three key in-

ternal facilitators of green purchasing capability

and the financial performance that results from it.

Drawing on the RBV, we explicate how a

firm’s capability to manage green purchasing

practices enhances its competitive advantage

and thus can lead to superior performance. With

the source–position–performance framework,

we also explain the important mediating role of

green purchasing capability in the relationship

between organizational characteristics (i.e., top

management’s commitment to environmental

management, interfunctional coordination, and

performance evaluation and reward systems)

and the firm’s bottom line.

3.1 Managerial Implications

Our study has two notable managerial implications.

First, the descriptions of the impact of green
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purchasing capability on a firm’s financial per-

formance provide an answer to the question of

whether it is worthwhile for firms to invest

time, money, and efforts to build their green

purchasing capacity.

Second, our exploration of the relationships of

the strategic, internally manageable factors as

facilitators of green purchasing capability an-

swers the question of how organizational cul-

ture nurtures a green purchasing capability and

accordingly produces a competitive advantage

in the market. We clarify that top manage-

ment commitment is a make-or-break deter-

minant of green purchasing capability, consid-

ering the organizational complexity and dilemma

between immediate cost savings and long-term

profit potential that accompany the implementation

of green purchasing. Regarding interfunctional

coordination, firms engaged in green purchasing

need to pay sufficient attention to organization-

wide coordination across different functions, to

ensure that experts from different functional

backgrounds can help one another implement

environmentally sustainable practices success-

fully in purchasing decisions. With regard to

performance evaluation and rewards systems,

firms must monitor, control, and enhance com-

pany-wide efforts to achieve environmental

goals and standards, and thus improve the re-

sulting enhancement to firm performance through

green purchasing.

3.2 Research Implications

We hope the suggested theoretical framework

sheds light on the emergence of new types of

dynamic capabilities in general and green pur-

chasing capability in specific, as a viable means

firms can use to compete in the ever- evolving

sustainable economy (Teece et al. 1997). The

theoretical development in our model remains

subject to testing by empirical research that

confirms or disconfirms our propositions, or

modifies them if necessary. We thus call for

continued research on green purchasing capability.

3.3 Limitations and Future Research

Directions

Our study is limited to providing a conceptual

framework for the mediating effects of green

purchasing capability. Future research should

empirically test the proposed model by collect-

ing and analyzing the data. In addition, further

research is called for to examine potential

moderating effects of environmental character-

istics (e.g., market uncertainty and techno-

logical turbulence).
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