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Abstract: The purpose of this study is to enhance our understanding of how macro (country) -
level dynamic capabilities, such as government environmental policies, legal and market
requirements, and technological advances, and micro (firm) -level dynamic capabilities, such
as organizational size, culture, and managerial characteristics, are related to emerging
economies multinationals’ environmantal sustainability policies and practices. Limited
studies explore linkages between macro-and micro-level dynamic capabilities and
environmental sustainability, which urge emerging economies’ multinationals to reconsider
their environmental policies and practices in order to compete with enterprises from
developed countries. We develop a theoretical framework and offer propositions about the
fundamental links between macro and micro dynamic capabilities and emerging economies
environmental sustainability efforts. The propositions can be empirically tested in subsequent
studies using country-level and firm-level data to examine the interactions between macro-
and micro-level capabilities, in relation to sustainable polices and procedures, for

multinationals in emerging economies.
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Dynamic capabilities (DC) originate from the resource—based view (RBV) of a firm, and
these capabilities are linked with ““identifiable processes and strategic routines that managers
may synthesize to evaluate their resources and integrate them together, generating new
applications and value-added strategies” (Eisenhardt and Martin 2000, 1107). As Beske et al.

(2014) noted, DC are very difficult to conceptualize and they represent bundles of



capabilities, not necessarily a single process. Examples of DC include localized business
practices linked with macro-and micro-level characteristics, such as culture, service quality,
advanced technology, economic environments, social relationships, communication facilities,
infrastructure, and government policies. These factors signify that DC are a source through
which emerging economies’ multinational companies (MNC) conduct their businesses
(LaBahn and Harich 1997; Bhaskaran and Sukumaran 2007; Teece 2014; Beske et al. 2014;
Williamson 2015). Empirical research shows that DC help enterprises to improve

performance and value creation (Naldi et al. 2014).

The fast-paced internationalisation of emerging economies MNC and their desire to
move into and seek strategic resources in international markets (see Cui et al. 2004) provide
an opportunity for companies to understand the DC of these enterprises, and suggest guidance
for other MNC embarking upon this transformational journey. In the process of investing
abroad, MNC from emerging economies not only seek resources, but they also share their
expertise arising from ‘location-specific specialities at home’ (Luo and Tung 2007).
Furthermore, emerging economies demonstrate a unique institutional and legal environment,
and theories developed in the Western world may not unanimously be applied to these
economies (Chakrabarty and Wang 2012; Xu and Meyer 2013). Emerging economies MNC
differ significantly from their counterparts in developed countries, in terms of size, structures,
operations and managerial characteristics (Kotabe et al. 2011). However, like developed
markets, emerging economies also share some similar characteristics (Meyer and Peng 2016),
and therefore it can provide an interesting context to explore the relationship between DC
rooted in macro-and micro levels and sustainability practices. Increasingly, academics and
practitioners have started focusing on emerging economies MNC. For example, Jormanainen
and Koveshnikov (2012) carried out a content analysis of articles on emerging economies

MNC in top tier management journals published between 2000 and 2010. They found that



emerging economies MNC have substantially increased during this reporting period,

highlighting the importance of this research area in the academic literature.

The concepts of sustainability and sustainable operations determined by DC are
integral components of corporate strategies. The need to explore the linkages between DC
and environmental sustainability is driving organizations to reconsider their operations and
strategies (Solvell and Zander 1995; Nidumolu et al. 2009; Hall and Howe 2012; Beske et al.
2014; Teece 2014; Gruchmann and Seuring 2018; Chen et al. 2019). Further, Atkinson
(2000) and Pagell and Wu (2009) argued that sustainable DC are the ones that drive firms to
achieve multi-dimensional performance, namely environmental, financial and social
sustainability. This means that regulations relating to the outcomes of emerging economies’
MNC are partly driven by the sustainable practices of organizations. Thus, sustainability is
affected by overall DC (i.e., both macro-and micro-level capabilities). Such capabilities may
result in financial and non-financial benefits, such as lower cost, better product outcomes and
enhanced service quality, significant waste reduction, efficient energy consumption, and,
most importantly, environmental protection/adoptation (Hall and Howe 2012; Parboteeah et

al. 2012; Williamson 2015).

Employees (e.g., managers) and organizational practices are considered to be micro-
level DC (Teece 2007). In other words, these capabilities represent the cognitive abilities of
corporate managers who control MNC (Bhaskaran and Sukumaran 2007; Zhou and Li 2010;
Helfat and Peteraf 2015). For example: “the capability for sensing opportunities and threats
can be developed and improved through both the cognitive and creative capacities of
individuals and some organizational processes such as research and development activities”
(Molina-Azorin 2014, 110). At a firm-level, it includes human DC (e.g., human resource

expertise), physical (e.g., firms’ geographical location and specialized equipment) and



organizational, strong internal corporate governance and control, which can be utilized by
implementing value-enhancing corporate strategies (Barney 1986, cited in, Eisenhardt and
Martin 2000, 1107). The ability for a firm and its employees to be innovative and
entrepreneurial can help in sensing and seeking out new opportunities in the wider business
ecosystem ahead of the competition, thus, encompassing the element of both macro-and
micro-level capabilities (Teece 2007). In summary, DC are “the strategic routines by which
firms achieve new resource configurations as markets emerge, collide, split, evolve, and die”

(Eisenhardt and Martin 2000, 1107).

Macro-level DC are represented by external institutional factors, such as government
policies and regulations, stakeholders, market requirements and the external economic and
business environments in which firms operates. How well a firm performs in a dynamic
business environment is dictated by a combination of both macro-and micro dynamic
capability factors (Porter 1985). For instance, Adner and Kapoor (2010) described the Airbus
A380 case study. They noted the challenges faced by Airbus in the pursuit of product
innovation, did not reside just within the focal firm itself, but extended into the firm’s wider
ecosystem, beyond the dyad. Thus, in order to obtain a holistic view of how sustainable DC
affect the performance of emerging economies’ MNC, there is a need to assess both macro-
and micro-level factors that straddle sustainable practices. Furthermore, macro DC may be
argued by some simply as factors that influence a firm’s DC/performance. Yet, from a
system’s perspective, a firm exists within a wider business ecosystem and macro DC form
part of the overall system of ‘capabilities,” which a firm can possess and leverage to improve
sustainable performance. For instance, not all emerging MNC will leverage or take advantage
of government policies/incentives/taxes and local markets to drive sustainable improvement,

particularly if they are SMEs trading locally compared to a large company trading globally



within the same country context (Ratiu and Mortan 2014). Thus, a firm’s micro DC may

influence how well it leverages the macro DC and vice versa.

Micro-level DC are analyzed here at both the individual and the organization levels,
which is an extension of the RBV theory. The issue with looking at micro-level DC in
isolation is that it does not offer an explanation as to why certain organizations sustain a
competitive advantage in dynamic environments and others do not, even when they possess
similar resources (Yassien and Jordan 2015). Thus, there is a need to address both micro and
macro- level DC simultaneously to understand how they interrelate to achieve environmental
sustainability. Yet, very little research has investigated the impact of both micro and macro
DC. For instance, many studies have explored only micro-level DC, such as individuals and
organizations (Teece 2007; Eisenhardt et al. 2010; Hodgkinson and Healey 2011; Argote and
Ren 2012; Teece 2012), however, there is a need to understand both, if emerging

multinational enterprises want to succeed in entering new markets.

MNC enterprises have the capacity and resources to effectively respond to
environmental factors (Rugman 1985). For instance, by responding to pressures from
regulatory bodies (Bengtsson 1993) or they may approach it more symbolically in
legitimizing corporate actions (Kuznetsov and Kuznetsova 2012). Despite the increasing
awareness about environmental sustainability in the last couple of decades, the subject area is
becoming a mainstream focus in the field of business and management (EMAS Board 2011;
Hall and Howe 2012; Dooley 2017). For example, more than 223,149 companies from 159
countries had registered with the Environment Management System Certification (i.e., ISO
4001) by 2010 (ISO 2010). Similarly, the number of registered companies’ for Eco-
Management and Auditing Scheme (EMAS) doubled to 4,659 between 1997 and 2011

(EMAS Board 2011). However, Marcus and Anderson (2006) noted that, while DC do not



necessarily result in improved performance of environmental management systems, they can
result in improved performance of the overall supply chain. A recent study by Shaw et al.
(2016) concluded that ISO 14001 adoption was evident and growing in developing nations,

such as Thailand, because it was seen as a pre-requisite for trading with developed nations.

Beske et al. (2014) proposed eight distinctive capabilities: (1) knowledge assessment;
(2) knowledge acquisition; (3) ability development; (4) search, selection and integration of
partners; (5) supply chain foundations; (6) produce and process development; (7) relationship
management; and (8) reflexive controls. They proposed that if a capability, such as
knowledge acquisition, helps to integrate new knowledge into the knowledge base of a firm,
which results in a change or adoptation to that firm within its wider supply chain, then it can
be considered a DC. However, fundamental questions still need to be addressed. Firstly,
much of the extant research requires more in-depth reviews. Secondly, it is acknowledged
that companies need to focus on environmental issues under the wider umbrella of corporate
social responsibility (CSR). Yet, the literature addressing the key macro-and micro DC that
strengthen environmental sustainability has not articulated the missing links between macro-
and micro level capabilities and environmental performance/sustainability (Thompson and
Cavaleri 2010; Beske et al. 2014; Williamson 2015; Dooley 2017; Chen et al. 2019). Thirdly,
the literature in this area has focused predominantly on MNC from the Western world and not
emerging economies. Thus, this research is timely as it explores the interaction between DC

and the sustainable and CSR practices of these emerging economies MNC.

Further, progress in the area of environmental sustainability has been gradual in
practice, particularly in the context of developing economies (Pagell and Wu 2009; Zhou and
Li 2010; Williamson 2015). Although few studies, with the exception of Park et al. (2007),

Beske et al. (2014), and Williamson (2015), have investigated the relationship between DC



and sustainability dimensions, the missing links remain between macro-and micro level DC
and environmental sustainability. To cober for this gap in the literature we develop a
conceptual framework and research agenda, from the existing literature, that can be used in
understanding the relationship between DC and sustainability practices in the context of
emerging economies MNC. We explore the interaction between macro-and micro-level DC
and their perceived impact on the environmental practices of emerging economies MNC. We
propose six propositions that could be tested in subsequent empirical research, and the

conclusions arising from this study are presented in the final section of this article.

THEORETICAL FRAMEWORK AND PROPOSITIONS

DC Macro-level DC external factors (e.g., government policy and regulations towards
sustainability, the use of modern technology to reduce harmful emissions, market
requirements and economic environments), can directly or indirectly influence micro-level
DC and environmental sustainability. Both institutional and stakeholder theories play an
influential role in understanding how firms respond to their external business environments.
For instance, although many environmental management standards are voluntary, many
organizations are coerced or encouraged to adopt them by suppliers, customers, and, in some
cases, through government tax incentives (Shaw et al. 2016). In other contexts, organizations
may feel that they need to conform or simply mimic the action of competitors (DiMaggio and

Powell 1983; Shaw et al. 2016).

Micro-capabilities, such as the organizations’ structure/size, environmental policy,
management characteristics (board independence, culture, gender diversity, amongst others)

and the types of coordination® for their environmental effectiveness, also affect

L With the introduction of corporate governance regulations around the world, many companies have now
established committees that look after the corporate social responsibility and sustainability related affairs of an



environmental sustainability, leading to operational, financial, social and strategic advantages
for emerging economies’ MNC. The implementation of firm-level (micro) DC may yield
many benefits, but also need resources, extra time, financial costs and managerial
coordination efforts. RBV theory and its extension, provides a useful lens through which the
micro DC of emerging economies’ MNC can be understood (Barney et al. 2011; Hart and
Dowell 2011). This is because a firm’s resources and capabilities, such as employees,
leadership teams and business culture, play an important role in the successful
implementation of environmental practices, and ultimately enhance performance through

triple-bottom-line (Elkington 2004).

Teece (2007) noted that in fast moving business environments, dominated by various
factors, such as global competition and differing market conditions, understanding the
success of a firm cannot be just limited to a macro or micro view of DC, but how firms
harness both. Further, the literature on the relationship between DC and environmental
sustainability reports has conflicting results. For instance, Teece et al. (2007) argued that DC
could be a source of sustainable advantage, while Eisenhardt and Martin (2000) argued that it
could be a source of sustainable disadvantage as these [dynamic] capabilities are ‘itself not
stable’. Peteraf et al. (2013) suggested that these two contrasting paradigms coexist with
some logical assumptions and researchers can use these assumptions from both perspectives
in developing an integrated framework of DC. Figure 1 below describes the interrelationship
between macro-level (i.e., country-level) and micro-level (i.e., firm level) DC. The
interaction between micro and micro-level DC have positive implications for organizational
environmental sustainability. These micro-macro level interactions also result in firm-level

operational, financial, social and strategic advantages.. Further examples of the interaction

organization - namely, the corporate social responsibility committee, sustainability committee — making efforts
to link different dynamic capabilities so better environmental results can be obtained.



between macro-micro level capabilities are presented in the following sections (also shown in

Figure 1).

Insert Figure 1 about here

Macro-level dynamic capabilities (DC)

Government policies, quality indicators, legal requirements and technology

Macro-level DC are shaped by government policies, regulations and practices that support
multinational enterprises’ efforts to promote their representation. For instance, the Malaysian
government has introduced an economic programme aimed at strengthening Malays’ MNCs
representation in the country. Substantial preferences in business, education, housing, and
employment have been given to Malays. Preferential contracts have also been given to
Malays, and, in-turn, political, economic and social changes have been seen in Malaysian
macro-level DC. This new era has created competition for Chinese MNC, which have also
made efforts to enter into partnerships with foreign enterprises. This development has
challenged the level of DC for Chinese enterprises, competing with local Malaysian MNC

(Bhaskaran and Sukumaran 2007).

Government policies direct firms towards environmental leadership and ultimately
enable coordination between parties (such as companies, governments and other regulatory
agencies), which put cooperative efforts in place to achieve environmental sustainability. For
example, the government of Canada developed a variety of new supporting policies that
ultimately have resulted in a joint Commission on Resources and Environment (CORE),
which help enterprises to integrate sustainability guidelines into their environmental business
strategies. The independent commission crystalized a provincial strategy that focuses on

coordination within and between government departments to further develop environmental



sustainability. Similar developments are made for emerging economies’ multinational
enterprises and represent examples of how institutional pressure is shaping these nations’
landscapes around environment sustainability (Sarkis et al. 2011). However, such
developments need government-level efforts to strengthen macro-level DC for MNC

enterprises and their links with environmental sustainability practices.

Switzerland, Latvia, Norway, Luxembourg and Costa Rica are leading in terms of
being environmentlly friendly compared to other nations This is because they have achieved
better results on key environment performance measures (EPI, 2012). These results achieved
in the context of developed markets suggest that middle-income countries like Latvia (GDP
$12, 938 per capita) and Costa Rica (GDP $19, 238 per capita) can potentially achieve
remarkable environmental outcomes which implies that, although generating income and
wealth creation is important, good environmental policies and practices are the key
determinants of success. Additionally, the policies of leading countries do not only focus on
internal-governmental coordination, but also working together with industries and
environmentalists that play a key role in achieving environmental sustainability (Bachmann

2003; EPI1 2012; Graafland and Smid 2017).

The Environmental Performance Index (EPI) report concludes that environmental
challenges and issues vary between countries. The results from EPI recommends using a local
approach, namely, the identification of local problems and finding solutions accordingly.
The EPI report also finds that developing countries’ governments fail to implement a
systematic processes to verify environmental data, such as water quality, waste management,
recycling and toxic exposures (EPI 2012; Graafland and Smid 2017; Liang and Liu 2017).
These findings raise concerns about the quality of regulations, governance and the accuracy

of available data in the area of environmental sustainability.
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It is thus important, for government departments to introduce stringent environmental
laws and regulations that can lead towards environmental certification schemes, which also
require enterprises to incorporate environmentally friendly regulations and practices, as an
integral part of their corporate strategies. Gabzdylova et al. (2009) and Shaw et al. (2016)
found that government regulations are key drivers for adopting sustainable practices and need
to be mandatory rather than voluntary in order to improve the environmental practices. The
survey conducted by Collins et al. (2010) showed that companies are not strongly compelled

to adopt sustainable practices, particularly in developing countries (Liang and Liu 2017).

Sustainable and environmental practices are fundamentally embedded in the
environmental laws that vary significantly across countries, regions and even cities. Thus,
companies that are governed by better environmental regulations, and comply fully with
sustainable practices, may yield considerable financial and non-financial advantages over
competing firms (Nidumolu et al. 2009; Liang and Liu 2017). Thus, the institutional pressure
from government is key to the successful implementation of environmental sustainability

within the wider macro business environment.

Market requirements

It is pivotal for companies to consider new market requirements and expectations from
various stakeholders (e.g., customers, consumers and media), who also impact enterprises’
environmental strategies. For example, the media is an important source of sustainability
awareness for consumers who can reward/punish compliant/non-compliant firms. Markets are

growing with environmentally informed consumers and customers, and these stakeholders

11



demand factual evidence for environmental support from and compliance by multinational
enterprises. Customers are also willing to pay a premium for environmental certification

programs (Grolleau et al. 2007).

Modern consumers give significant consideration to environmentally-friendly MNC.
For instance, enterprises, such as the Carbon Trust in the UK, use carbon labels and other
media to create consumer awareness about environmental sustainability, which is one of the
reasons that today’s green consumers demand greener products and services. Thus, pressure
from customers are key drivers, as they raise concerns about product environmental quality

and regulations (Gabzdylova et al. 2009).

Considering customers’ and consumers’ preferences can help to build the corporate
image and reputation. In turn, this makes the trading between the domestic market and
foreign markets much easier (Shaw et al. 2016). Ultimately, such considerations provide a
greater ability to work with superior partners in the industry (Gabzdylova et al. 2009).
Particularly, the policies and focus of leading overseas markets have significantly shifted
towards environmental sustainability. For example, some retailers have recently developed
‘Certification Schemes’ such as EurepGAP and GlobalGAP that assures conformity with
environmental and labor requirements and product safety for consumers. Further, many large
MNC voluntararily report their environmental performance through schemes, such as the
Global Reporting Initiative (GRI), as a way to showcase their environmental credibility. For
instance, Tesco PLC, having 30.7% market share of the UK’s retail sector (and being one of
the 4™" largest world retailers), has recently developed a certificate scheme, called Nature
Choice. This certification not only establishes firm-level environmental standards but also
specifies size, taste, shelf life and a variety of other product related attributes. In fact, it does

not matter whether Tesco’s suppliers are from developed countries or emerging economies,
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they have to comply with the terms and conditions required by the certification (Saunders et

al. 2010).

Market requirements also demand environmental-friendly product policies, such as
sustainable packaging, labelling and product development using recycled content.. Such
policies also improve the reputation and legitimacy of multinational organizations. These
factors, linked with manufacturing, production and reverse supply chains, attract and retain
business partners, which, in turn, help to increase a firm’s market share. (Sharma et al. 2010).
MacRae et al. (2012) argued that sustainable packaging and labelling reduce costs and
promote recycling and energy saving. Such practices not only help in protecting the
environment, but may also result in enhanced corporate disclosure relating to environmental
issues, i.e. use of chemicals, nutrition, and health and safety, and issues concerning animal
welfare. However, it is unlikely that manufacturers would voluntarily label their products
with information and data about policies that are environmentally harmful. Thus, effective
macro-level (country-level) environmental legislations can play a crucial role in coercing
firms to comply with health and safety as well as with the environmental standards (Tobler et

al. 2011; MacRae et al. 2012).

Product labelling should also include transportation modes and distance traveled, as
they heavily affect environmental sustainability. Such information helps consumers to
purchase local products and reduce harmful environmental impacts (Tobler et al. 2011). For
instance, locally produced vegetables in the Netherlands require 6 MJ per kg. However the
same quantity of vegetables transported from Africa to Netherlands require 88 MJ (Tobler et
al. 2011). A recent survey shows that environmently-focused consumers consider

transportation distances and prefer to buy products local than global (Tobler et al. 2011).
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When entering a new market, a firm is able to develop ‘difficult to replicate’ DC,
which can be used to continuously harness, create, extend, upgrade and protect their asset
base (Teece 2007, 1319). Teece (2007) disaggregates this into three main components: (1) to
sense and shape opportunities and threats; (2) to seize opportunities; and (3) to maintain
competitiveness through enhancing, combining, protecting, and when necessary,
reconfiguring the business enterprise’s intangible and tangible assets. From a theoretical
perspective, such ability requires the co-ordination of not only macro but also micro DCto

realize these opportunities/threats and achieve environmental sustainability.

In summary, pressure by stakeholder, such as customers, suppliers and final
consumers, are the key parameters that drive to build DC that are linked with sustainable
practices. The literature in this area shows that consumers often have insufficient knowledge
to assess environmentally-friendly products. Additionally, governments’ pressure often fail to
enforce stringent regulations relating to packaging and labelling. Governments can develop
and enforce environmental policies, and can create environmental awareness, which can force
MNC to build their DC regarding environmentallyfriendly practices (Tobler et al. 2011,
MacRae et al. 2012; Mikalef and Adamantia 2017). However, it is the co-ordination efforts,
both at the macro and micro level , which together have a synergistic effect in developing

difficult-to-replicate DC.

For instance, at a macro level companies are under immense pressure from
shareholders in the stock market, as well in the consumer/product market, to demonstrate
their sustainable credentials. Large global companies, like Clariant, a world leader in
specialty chemicals, have to demonstrate their green compliance to shareholders by being
part of programs such as the Dow Jones Sustainability Index or the FTSE Good Index

(Clariant 2017). However, at a firm level, companies may also set-up voluntary disclosure
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committees, corporate social responsibility (CSR)/ sustainability committees, or even appoint
sustainability directors, to signal their focus on and commitment to business ethics and
sustainability. Clariant, who have a dedicated Vice President for Sustanability, have
integrated sustainability programs across and within its operations, from the corporate
strategy down to processes and product development to become number one on the Dow
Jones Sustainability Index. Together, the interaction between such external enforcement and

internal commitment may positively affect a firm’s contribution to CSR activities.

Economic capability

The key factors that strengthen the economic capability of a country could include high
income and better exports, contributing to gross domestic product (GDP)(Van and O’Brien ,
2019). Consequently, such economic activities result in higher demand for goods and
services, resulting in increased need for imports and exports, which increases the carbon

footprint of supply chains (local versus global) .

In building economic capabilities, governments may develop different legislations for
firms according to their size, structures, and operations. For example, government often
places direct and indirect costs, such as social contributions of employers, taxation and
compliance costs, to meet legal requirements. In addition, the requirements are often very
stringent for larger firms compared to requirements for smaller firms with limited resources.
Enterprises may face challenges to meet such costs, as a one-size-fits-all approach may not be
suitable in promoting environmental and sustainability related practices. Therefore, to avoid
the risk of non-compliance and subsequently execution, governments may develop
supporting policies and tax incentives that assist enterprises to overcome firm-specific

disadvantages in meeting environmental compliance.
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The complexity of government procedures and regulations, shortage of labor,
unemployment and competitive hostility also affect enterprises that, in turn, affect DC. The
development of economic institutions, such as supporting infrastructures, banks and
education systems, is important to the building of macro-level economic capabilities

(Smallbone and Welter 2001).

To measure the performance of macro capabilities, Elekda (2008) recommend three
indicators, namely, interest rates, oil prices and GDP. Among these indicators, GDP is widely
used in the academic literature (Elekda 2008). However, GDP only considers the total market
production and it cannot be used to measure the overall welfare of a cournty, so it can provide
misleading signals to policy makers. A recommendation is to consider real household
income, household consumption and net national income that are closely associated with
household living standards that are linked with macro-capabilities. It is also suggested that
measures of income, consumption and wealth should be accompanied by those indicators that
imitate their distribution. Additionally, healthy competition in targeted markets also provides
opportunities that could significantly influence DC and relative policies (Solvell and Zander

1995; Zhiwei et al. 2011; Pisano 2016).

Based on the above discussion, we present the following propositions that can be tested in

subsequent research:

Proposition 1: There is a positive relationship between key macro-level dynamic

capabilities (DC) and environmental sustainability.

Proposition 2: There is a positive relationship between key macro-level dynamic

capabilities (DC) and micro-level dynamic capabilities (DC).

Micro-level dynamic capabilities (DC)
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Organizational size, structure, governance and relevant policies

Large MNC that have grasped commercial benefits from environmental sustainability include
Unilever and Proctor and Gamble. These companies consider the natural environment as a
central concern to customers, shareholders and staff (Redclift 2005). Such big companies can
easily afford environmental certification schemes, which could be costly for emerging
economies’” MNC. For example, an average environmental management program could cost
around €150,000. Thus, the probability of registering and implementing an environmental

certification scheme is associated with larger firms (Grolleau et al. 2007).

In fact,, there is no such enterprise that negatively impacts social and natural systems
(i.e., environmental sustainability). However, some companies and industry sectors may do
better than others in achieving environmental sustainability (Pagell and Wu 2009). For
example, the damage to the environment [air emissions] in the electricity sector decreased by
nearly 50% between 1987 and 1994. Similarly, in the agriculture sector, a significant
reduction has been observed in PMio; however, CO> and SO> have gradually increased in
agriculture industry (Atkinson 2000). Simnett et al. (2009) believed that companies in
utilities, finance and mining are more likely to focus on the assurance of their sustainability
reports.? Pagell and Wu (2009) also scrutinized ten sustainable enterprises, namely, Snack
Food, Food and Beverage, Pizza Restaurants, Cleaning Products, Forest and Wood Products,
Electric Scraps, Paper Products, Lighting Products, Building Renovation and IT Equipment.
The findings show that majority of these organizations mainly focused on: (1) employees’

training about environmental sustainability; (2) linking their corporate strategy and

2 Sustainability assurance is very similar to an audit where the social and environmental policies/activities of an
organization are examined by an independent external consulting/auditing firm. The assurance certificates
issued by the consulting/auditing firm give some assurance to investors and other stakeholders that the social
and environmental activities of an organization are independently verified and hence such disclosure can be
trusted. Currently, the Big Four auditing firms frequently issue assurance certificates for large and listed
companies.
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performance measurement systems to sustainable practices; (3) sustainability issues as part of
their daily conversations; (4) developing guidelines for acquiring certifications; (5)
transportation and production efficiency; (6) the use of advance technology; (7) the
integration of sustainability into the entire organization; and (8) building micro-level DC by

emphasizing internal operations (Redclift 2005; Pagell and Wu 2009).

Gabzdylova et al. (2009) believe that firm size seems to be an important factor in the
adoption of environmental practices. In support, Gallo and Christensen (2011) found that
large enterprises with sufficient manpower and funds were better off in responding to
sustainability related regulations. This can be explained by the RBV, suggesting that,
compared to smal organizations, large organizations have access to greater resources such as
finance, people, systems and processes that increase their ability and capability to implement
environmental sustainability practices (Nawrocka et al. 2009). Research also showed that a
firm’s ownership structure (public or private) is strongly related to environmental sustainable
practices. It has also been observed that innovative enterprises are more likely to be
successful in employing environmental sustainability initiatives (Gallo and Christensen 2011;

Arora and Hartley 2017).

Firm-level internal control systems could significantly influence a firm’s corporate
social responsibility practices. Almost every country has now implemented a formal
corporate governance code. A corporate governance code includes guidelines and best
practices, and the board of directors is required to comply with such national-level
regulations and guidelines in order to enhance the accountability and transparency of its
organizations (Jamali et al. 2008). If governance regulations are implemented in an effective
way, they can contribute to stakeholder activities (e.g., corporate social responsibility

initiatives) to make firms more visible and to preserve corporate legitimacy. We, therefore,
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expect a positive relationship between a firm’s internal governance structure and

environmental sustainability.

Management characteristics and coordination efforts

Managers’ relevant education, past experience and environmental support, traditional
measures, modern preventive systems can improve the performance of natural environment
that reflects an enterprise’s environmental policy (Grolleau et al. 2007). In particular, top
management perceptions and support, such as employees’ empowerment, rewards,
environmental training and frequent internal and external coordination efforts, could also
affect sustainable practices. Top management especially reflects micro-level policies and
corporate culture. It is important therefore to match such factors to encourage the
implementation of environmental practices (Bachmann 2003; Akhtar et al. 2017). Moreover,
a corporate strategy that encourages employees to work from home may also help in reducing
energy usage, travel costs and time (Nidumolu et al. 2009). In support, the study also found
that one-tenth of surveyed companies had 21-50 % of employees who worked from home
using telecommunication and other online tools, and, as a result these enterprises have saved
$550-700 million dollars, and their production capacity improved by 10-20%. Consequently,
employees’ job satisfaction level increased significantly (Nidumolu et al. 2009). Gabzdylova
et al. (2009) and Collins et al. (2010) also believe that corporate values, employees’
commitment, satisfaction and the belief of top management to embrace corporate social
responsibility initiatives are the fundamental firm-specific factors that drive environmental

sustainability.

Additionally, the efficiency relating to environmental sustainability is derived from
working together with business partners to develop eco-friendly raw materials, production

and waste reduction. Co-ordination efforts are important and help in improving corporate
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image and legitimacy, reducing associated litigation costs arising from non-compliance with
environmental laws. In this way, key business coordinators can play a vital role in promoting
awareness and developing collaborations with other organizations to protect the environment.
For example, Wal-Mart develops guidelines for its suppliers (including those in emerging
markets), and together with their suppliers, they set out targets to increase energy efficiency
by 25 % and reduce packaging cost by 5 % in few years (Nidumolu et al. 2009). Concisely,
the coordinated efforts between participant companies, government and regulation agencies

can lead to environmental sustainability. These arguments lead to the following propositions:

Proposition3: There is a positive relationship between key micro-level dynamic

capabilities (DC) and environmental sustainability.

Proposition 4: There is a positive relationship between the coordination efforts (i.e.
linking macro-and micro-level dynamic capabilities (DC) and coordination efforts

within departments and with supply chain partners) and environmental sustainability.

Environmental Sustainability, advantages and disadvantages

In 1987, the concept of sustainability was defined as “development that meets the needs of
the present without compromising the ability of future generations to meet their own needs”
(Redclift 1993, 8). The three dimensions of sustainability (i.e., environmental, economic, and
social) can be contradictory, as well as complimentary with each other (Mollenkopf et al.
2010). For example, if a number of developed economies agree on promoting environmental

sustainability, it may not necessarily be equally applicable to those emerging economies that
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seek more natural resources’ exploration and wealth (e.g., China, India). Thus, definitions of
sustainability are still vague, broad in scope and can mean different things to different
countries (Atkinson 2000; Pagell and Wu 2009). Furthermore, cultural and political changes
such as globalization, de-globalization (e.g., the UK leaving the EU and the US foreign
policies) and ongoing wars in countries such as Afghanistan and Irag, have increased the
number of challenges for the global environmental development and sustainability (Redclift

2005; Casey 2017).

As discussed in the preceding section (Hall and Howe 2012; Parboteeah et al. 2012),
emerging markets MNC’ are likely to enjoy the financial and non-financial benefits
associated with environmental sustainability. The potential advantages include cost savings
related to waste reduction, material, health and safety and labor. Saving these costs generates
additional revenue that enables emerging economies MNC to expand their existing business
models into overseas markets. There is obviously no substitute to sustainability, although
some CEOs have raised concerns that embedding sustainability in each aspect of the business
model would be too costly for their organizations. They also assert that sustainable
production demands new technology and processes that increase immediate costs, and
consumers may not be willing to pay extra for eco-products, although some researchers may
argue against this statement (e.g., Grolleau et al. 2007). That is why top management often
divorce environmental sustainability from their core business policy and strategies (Nidumolu

et al. 2009).

The key advantages of environmental sustainability include improvement in
operational performance (i.e., increasing profit by cost savings on energy usage, waste
management, water usage, chemicals and transportation cost reduction, social outcomes (i.e.,

stakeholder trust and satisfaction), strategic benefits (i.e., better market access, greater
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understanding of the modern business preferences, brand recognition, joint decision-making,
effective regulations and benchmarking guidelines) (Carter and Rogers 2008; Collins et al.
2010; Hall and Howe 2012; Parboteeah et al. 2012). The disadvantages are; membership fee,
extra time to fill in the forms and to follow burdensome bureaucratic procedures, having extra
costs related to the adoption of new technology, and the cost relating to the environmental
audit and assurance (Grolleau et al. 2007; Nidumolu et al. 2009; Collins et al. 2010). We

offer the following proposition:

Proposition 5: Environmental sustainability results in more advantages than
disadvantages, when these advantages are supported by macro-and micro-level

dynamic capabilities (DC).

CONCLUSION AND FUTURE RESEARCH

Empirical studies have extensively debated the determinants of corporate social responsibility
and its impact on corporate performance and market valuation. Although the concept of
environmental sustainability was coined a few decades ago, not enough research has been
conducted to investigate the key linkages between DC and environmental sustainability,
particularly in the context of emerging economies MNC. Within the framework of DC, the
major macro-capabilities that directly and indirectly affect environmental sustainability,
include government policies, legal and market requirements, technological advances and
economic capacities. These factors are also associated with MNC’ micro-level capabilities,
such as management characteristics, environmental strategies, operations, and coordination
efforts. We argue that the coordinated efforts by those players involved in promoting
environmental sustainability (i.e., government, companies, supply chain partners and

regulatory agencies) could significantly affect firm-level initiatives (voluntary and
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mandatory) relating to environmental sustainability. We suggest that future studies should

explore and test the interaction between country-level and firm-level DC.

The propositions presented in this research can be empirically tested using secondary
data on DC and environmental sustainability. It thus provides a conceptual framework for
further empirical research and for the testing of the propositions in a case study or industry
setting through surveys or using panel data already available on different databases. We also
suggest to utilize the interaction between firm-level ESG (environmental, social and
governance) data and the country-level indicators of institutional quality (rule of law and
judicial efficiency) to test the propositions presented in this article. We also suggest that there
is no harm in using a ‘cherry picking’ or benchmarking approach, whereby emerging
economies MNC can benefit from best practices used by their competing firms in developed
countries. This might help them to take a proactive approach in order to tackle environmental
issues (Scherr 2007; EPI 2012; Akhtar et al. 2012). We also argue that informal norms
distributed through vibrant media (social, print, and electronic media) could also be used as a
tool to reward/punish compliant and non-compliant firms in the area of environmental
sustainability. We suggest stringent environmental regulations for companies operating in
emerging economies, consequently substantial fines and penalties can be implemented for
those companies violating environmental regulations. We also suggest that compliance with
environmental programs should be required as a ‘listing requirement’ on all major stock
exchanges around the world, so that firms can be de-listed from stock markets in the event of

non-compliance with environmental regulations.
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Linkages between dynamic capabilities and
environmental sustainability

Advantages:
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Strategic

Macro-level dynamic capabilities:

Government policies, quality

indicators, legal requirements,

technology and economic capability +
Market requirements

Economic capabilities

Coordinated
+ efforts for linking — >
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Environmental
sustainability
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Organizational size, structure &
governance, Entreprises’
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Management characteristics
Internal coordination efforts
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Extra time, costs
and resources
Availability of
reliable data

FIGURE 1. Framework of DC and environmental sustainability for emerging economies’

MNC.
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