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Abstract

It is widely argued that managing supply chain partnerships following environment
friendly principals could protect the focal firm’s reputation and improve its financial
performance. However, the understanding of the role of supply chain partnership
governance according to the environmental criteria on corporate financial performance
is still nascent. This paper aims to investigate how green supply chain partnership
governance (i.e., governance of supply chain partnership based on environmental
criteria), in terms of supplier selection and the readiness to terminate a partnership with
a supplier if environmental criteria are not met, will affect corporate financial
performance. Drawing on the social capital theory, this paper uses the panel data from
UK public listed companies (PLCs) in the FTSE All-share index to gain evidence that
readiness to terminate the partnership with a supplier, when the environmental criteria
are not met, has a positive effect on corporate financial performance. This paper extends
the understanding of the green governance strategies at the supply chain level and
provide practical implications to supply chain managers.

Keywords: Supply chain partnership; green supply chain management; governance;
corporate financial performance

Track: Inter-organizational collaboration

Word count: 6,736



1. Introduction

Firms are facing increasing pressures from external stakeholders, including regulators,
customers and NGOs, to enhance the environmental sustainability of their supply
chains (Grimm et al., 2014; Rao, 2002). The concept of green supply chain management
(GSCM) is increasingly adopted by firms driven by reactive regulatory compliance or
proactive strategic reasons to gain competitive advantage (Sarkis, 1999). Part of the
GSCM effort is to integrate members of the supply chain into environmental
management processes, which is necessary for firms to reap the greatest benefits from
their environmental management initiatives (Nawrocka, 2008; Walton et al., 1998).
This typically involves screening and selecting suppliers based on their environmental
performance and forming partnerships only with suppliers that satisfy certain
environmental standards (Hsu and Hu, 2009; Rao, 2002; Genovese ¢t al., 2013).

Supplier selection based on environmental criteria enables the buying firms to
prevent potentially irresponsible suppliers entering the supply chain (Foerstl et al.,
2010). For further mitigate environmental risks and ensure performance improvement,
firms also need to effectively manage the qualified suppliers in the supply base, and
terminate the supply chain partnership when environmental criteria are not met
(Quintana-Garcia et al., 2021; Foerstl et al., 2010).

A great number of articles have focused on green supplier selection approaches
as well as green supplier selection criteria for the past few decades (e.g., Haleem et al.,
2021; Handfield et al., 2002; Hsu and Hu, 2009; Hsu et al., 2013; Kannan et al., 2013,
2014; Noci, 1997). Several previous studies have explored the impact of environmental
supplier selection strategies on the environmental performance of firms (e.g., Nouira et
al., 2016; Rao, 2002; Theifen et al., 2014), and the indirect effect of such strategies on
the economic performance (e.g., Rao, 2002) or social performance (e.g., Gimenez and
Tachizawa, 2012) of firms mediated by environmental performance of firms. However,
none of these studies examined the direct effect of environmental supplier selection
strategies on the financial performance of the focal firms.

While more previous studies examined the formation of environmental supply
chain partnerships, limited previous studies examined the termination of such supply
chain partnerships. As Anderson and Jap (2005) observed, business relationships can
linger in states of deterioration for a quite long periods with neither side terminating the
relationship. Though increasing number of firms have stepped up their actions in
response to social and environmental violations by suppliers (Lee et al., 2012), Porteous
et al. (2015) found the most prevalent penalty used in practice on social and
environmental violation by suppliers is a warning followed by reduced business. Such
penalty may in fact be negatively associated with reduced violations and reduced
operating costs of buying firms. By contrast, fewer than 30% of firms terminate
contracts with irresponsible suppliers, although it is the most effective way to reduce
supplier violations (Porteous et al., 2015). Hence, supply chain managers need a more
clear and solid empirical evidence about whether the termination of a partnership based
on environmental criteria results in economic benefits or instead costly burdens to focal
firms.

To date, only a few studies investigate both the supply chain partner selection and
termination based on environmental criteria under the umbrella of GSCM (e.g.,
Quintana-Garcia et al., 2021; Simpson et al., 2007). For example, Quintana-Garcia et
al. (2021) tested the impact of supplier selection, monitoring and partnership
termination based on environmental criteria on corporate reputation. Simpson et al.
(2007) explored the impact of the buying firm’s environmental performance
requirements (such as ISO14000 certification) and denial of supply contract if the



supplier did not meet their environmental performance requirements, on the supplier’s
level of environmental commitment. Less attentions, however, has been paid to the
economic performance of extending sustainability to suppliers (Gimenez and
Tachizawa, 2012), especially the influence of integrating environmental criteria to
supply chain partnership selection and termination. To the best of our knowledge, there
is no study which investigates the direct impact of green supply chain partnership
governance (i.e., governance of supply chain partnership based on environmental
criteria) on the buying firm’s financial performance.

Therefore, this study is conducted to fill this gap. We aim to explore two
dimensions of green supply chain partnership governance, i.e., selection and
termination of supply chain partners based on the environmental criteria, and
empirically analyse the impact of such strategies on buying firm’s financial
performance.

We draw on the social capital theory, which suggests that actors willing to invest
in relationships with other actors to achieve expected returns by gaining access to and
leveraging needed resources residing in their relationships (Autry and Griffis, 2008;
Nahapiet and Ghoshal, 1998; Villena et al., 2011). Social capital theory has been
applied in supply chain partnership research for its great potential for supply chain cost
and benefit analysis (Autry and Griffis, 2008). Previous scholars have studied how
social capital creates value for collaborative buyer-supplier relationships (Prajogo et
al., 2021), supplier relationship outcomes (Cousins et al., 2006), supply-side resilience
(Fan and Stevenson, 2019), buying firm operational and strategic performance (Krause
etal., 2007; Villena et al., 2011), and even sustainability-oriented supplier development
initiatives (Jia et al., 2021) and corporate social responsibility practices (Zhu and Lai,
2019).

However, most of these studies have focus on the bright side of social capital (i.e.,
benefits), its dark side (e.g., overreliance and relationship inertia) has only been brought
to the forefront recently. Previous studies, when discussing the duality of social capital,
mainly based on the degree of social capital accumulation, often suggest that the
positive effect of social capital will turn to the negative effect after reaching a certain
threshold (e.g., Anderson and Jap, 2005; Fan and Stevenson, 2019; Uzzi, 1997, Villena
etal., 2011; 2019).

Hence, our study further applies social capital theory to the study of GSCM by
recognizing both the bright side and the dark side of social capital. We highlight the
manifestation of social capital’s duality of supply chain partnership (i.e., bright side and
dark side) based on its establishment and destruction/termination, rather than the degree
of accumulation. In view of the duality of social capital (Villena et al., 2011), we posit
that both supply chain partner selection and termination based on environmental criteria
may bring the buying firms improved financial performance.

Using a panel data of UK FTSE All-share public listed companies (PLCs), we
attempt to answer the question of whether selection and termination of supply chain
partners according to the environmental criteria will affect buying firm financial
performance.

Our paper contributes to GSCM literature and practice in several ways. First, it is
an early attempt to comprehensively examine green supply chain partnership
governance consists of both the selection and the termination of supply chain partners.
Second, this paper incorporates the duality of social capital, i.e., bright side and dark
side of social capital, into understanding the supply chain partnerships. In particular,
we consider the duality of social capital based on the establishment and destruction of
supply chain partnerships, rather than on the level of social capital accumulation. Third,



we generate further evidence of the relationships between green supply chain
partnership governance and the buying firms’ financial performance.

This paper is structured as follows. The next section reviews the theoretical
foundations of this study. It is followed by the discussion of research hypothesis. The
research methods and data analysis are then presented. Finally, we discuss the results
and offer conclusions and implications to theory and practice.

2. Theoretical foundation

2.1 Social capital theory

Social capital is defined as “the sum of the actual and potential resources embedded
within, available through, and derived from the network of relationships possessed by
an individual or social unit” (Nahapiet and Ghoshal, 1998, p.243). It is recognized as a
valuable relation-specific asset derived from access to resources made available
through social relationships (Coleman, 1990; Nahapiet and Ghoshal, 1998). The ability
to leverage social capital within strategic buyer—supplier relationships has been deemed
a key driver of value creation (Lawson et al., 2008). While recognising the prevailing
benefits of social capital, the associated risks and potential negative consequences (i.e.,
the dark side of social capital) has also been highlighted in supply chain management
literature during recent years (e.g., Fan and Stevenson, 2019; Pillai et al., 2017; Villena
etal., 2011, 2019, 2021). Thus, we consider both the benefits and the dark side of social
capital in this study.

Nahapiet and Ghoshal (1998) characterize social capital along three dimensions:
cognitive, relational, and structural. The cognitive dimension represents shared culture
and congruent goals between actors; the relational dimension refers to trust,
commitment, respect, and friendship developed with each other through a history of
interactions; the structural social capital involves the pattern of connections between
actors. In this study, we focus on the cognitive and relational dimensions of social
capital as the main antecedents of green governance of supply chain partnership,
because the cognitive social capital is a precondition of collaborative buyer-supplier
relationships (Liker and Choi, 2004) and the relational social capital is believed to have
the strongest impact on performance (Villena et al., 2021).

2.2 Cognitive social capital

Cognitive social capital refers to “the resources providing shared representations,
interpretations and systems of meaning among parties” (Nahapiet and Ghoshal, 1998,
p-244). Its main foundations are shared culture and congruent goals (Inkpen and Tsang,
2005). Shared culture refers to the extent to which norms of conduct govern
relationships, while congruent goals represent the extent to which all parties share a
common understanding and approach to achieving common tasks and outcomes
(Villena et al., 2011). Cognitive social capital in the form of shared culture and
congruent goals provides committed parties a shared vision and common goals (Villena
etal., 2011), which are necessary in a collaborative buyer-supplier relationship (Planko
et al., 2019). It would be easier for the focal firm to coordinate activities with suppliers
if its suppliers share a common culture and work norms, and thereby reduce costs and
increase revenues (Choi and Krause, 2006).

Shared culture, as the set of shared institutionalized rules and norms governing
the appropriate behaviour of in the relationship (Gulati et al., 2000), provide a harmony
of interests (Ouchi, 1980), facilitate collective actions within a social structure (Gulati
et al., 2000), and constrain opportunistic behaviours, leading to lower monitoring costs
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and higher commitment (Ouchi, 1980). Furthermore, goal congruence can provide
directions for the parties (Jap and Anderson, 2003) and help them perceive the potential
value of their resource exchange and combination (Tsai and Ghoshal, 1998). Parties
with congruent goals gain a deeper understanding of why the relationship exists and
how they can contribute to achieving compatible goals (Villena et al., 2011). In this
manner, goal congruence can not only reduce the possibility of conflicts (Jap, 1999),
but also restrain opportunism (Jap and Anderson, 2003), improve the mutual benefits
of all parties (Tsai and Ghoshal, 1998) and ensure the continuity of the relationship (Jap
and Anderson, 2003). On the other hand, a lack of shared culture and goal congruence
make coordination more difficult and make it less likely that firms will move in the
same direction (Cooper and Ellram 1993).

However, as the level of cognitive social capital increases, buyers and supplier
within the relationship may become too homogeneous in their thinking, and develop
so-called “groupthink” (Janis, 1982) and “isomorphism” (Uzzi, 1997). These
phenomena create rigidities that decrease diversity, reduce access to new opportunities,
and discourage independent thinking and creative solutions in decision making (Das et
al., 2006; Janis, 1982; Uzzi, 1997).

In sum, cognitive social capital in terms of shared culture and congruent goals
provide institutionalized norms and direction of cooperation for supply chain partners,
strengthen mutual understanding and relationship recognition, and reduce the
possibility of conflicts. However, when these positive effects rise up to a certain
threshold, the accumulated cognitive social capital create rigidities that ultimately cause
the parties in the relationship to make suboptimal decisions, hence a dark side of social
capital in supply chain partnerships.

2.3 Relational social capital

Relational social capital refers to trust, commitment, respect, reciprocity, and friendship
that actors have developed with each other through a history of interactions
(Granovetter, 1985; Nahapiet and Ghoshal, 1998). Repeat interaction over time may
result in more efficient routines and valuable relationship as a basis for trust (Gulati,
1995; Lietal., 2006). Trust is one of the key aspects of relational social capital between
buyer and supplier (Inkpen and Tsang, 2005; Molina-Morales and Martinez-Fernandez,
2009; Prajogo et al., 2021; Tsai and Ghoshal, 1998). Moorman et al. (1993) define trust
as “a willingness to rely on an exchange partner in whom one has confidence”. The
high level of trust is considered to be the source of relational rents (Dyer and Singh,
1998; Li et al., 2006), which is the “supernormal profit jointly generated in an exchange
relationship” (Dyer and Singh, 1998, p.662). Within a trusted relationship, firms would
prefer informal safeguards (e.g., goodwill trust) rather than protective safeguards (e.g.,
legal contract) or supplier monitoring, thus lowering coordination costs (Dayer and
Singh, 1998; Gulati and Nickerson, 2008). As trust develops, buyers and suppliers are
more willing to share their innovative ideas, understand each other’s processes, and
improve coordination and joint efforts to minimize inefficiencies (Cai et al., 2010;
Fawcett et al., 2012; Geffen and Rothenberg, 2000; Nawrocka, 2008; Planko et al.,
2019).

Nevertheless, too much trust can also have negative consequences. When trust
reaches high levels, opportunism and loss of objectivity may result (Granovetter, 1985,
Villena et al., 2019). Because in high trusting relationships, parties will be more
reluctant to monitor the relationship (Molina-Morales and Martinez-Fernandez, 2009).
For example, an automaker and one of its parts suppliers worked very well in a deep
relationship with trust. Unbeknown to the automaker, the supplier systematically cut
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costs in violation of the contract to make money in many years, while accommodate
the automaker’s many demands (Anderson and Jap, 2005). Moreover, an overreliance
on trust can hinder access to diverse external sources of knowledge, and thus have an
adverse effect on the buying firm’s innovation and value creation efforts (Molina-
Morales and Martinez-Fernandez, 2009).

Commitment is another critical aspect of the relational capital between buyers
and suppliers (Prajogo et al., 2021). Dwyer et al. (1987) define commitment as “an
implicit and explicit pledge of relational continuity between exchange partners” (Dwyer
et al., 1987). Mutual commitment in an exchange can provide the foundation for the
development of relational social norms (Gundlach et al., 1995). Higher level
commitment is a prerequisite for achieving competitive advantage and financial
benefits through collaborative breakthroughs (Cullen et al., 2000; Fawcett et al., 2006).

The critical manifestation of commitment is the investment in specific assets,
which refer to the assets invested specifically for a transaction and are not re-deployable
outside the relationship (Williamson, 1985; Zhong et al., 2014). Buying firms often
must make specialized investments for compatibility with supplier’s product
(Lieberman and Montgomery, 1988). Such investments can improve the productivity
and efficiency of both parties and enable them to receive greater returns than they could
have obtained on their own (Anderson and Jap, 2005). However, such commitment in
terms of relation-specific investments bring substantial supplier switching costs and
create high dependence on the established suppliers, and thus may become the sources
of buying firm’s switching inertia (Dyer and Singh, 1998; Langfield-Smith and
Greenwood, 1998; Li et al., 2006). Such switching inertia, i.e., the buying firm’s
persistence with an existing relationship with established suppliers, may cause buying
firm’s biases in evaluating an identical offering between the established supplier and
the prospective suppliers (Li et al., 2006).

Respect, reciprocity and friendship can facilitate cooperative behaviour, enhance
relationship strength and loyalty, and reduce opportunistic behaviour (Ring and Van De
Ven, 1992; Villena et al., 2011). However, respect, reciprocity and friendship with
established suppliers may at times have harmful effects, e.g., loss of flexibility in the
decision making of a buyer (Gargiulo and Benassi, 1999), or discrimination against
new, potentially better suppliers (Kern, 1998), which may inhibit buyers’ capacity to
meet the changing market demands (Villena et al., 2011).

In sum, relational capital develops trust, commitment, respect, reciprocity and
friendship over time that generate benefits, such as reducing monitoring cost and
improve more effective and long-term cooperation within the relationship. However, it
can also lead to risks, such as opportunistic behaviour, switch inertia, and loss of
potential more competitive suppliers — dark side of social capital in supply chain
partnerships. Thus, relational capital is in essence a veritable ‘double-edged sword’
(Alghababsheh and Gallear, 2020).

Building on the theoretical foundations of social capital theory, we develop our
arguments on the impact of green governance of supply chain partnerships on buying
firm’s financial performance by considering both the bright side and dark side of social
capital.

3. Hypotheses development

3.1 Green supplier selection and buying firm financial performance



Nowadays, firms are facing increasing pressures from regulators, customers,
competitors, NGOs, and other stakeholders to enhance the environmental sustainability
of their supply chains (Barnett and King, 2008; Grimm et al., 2014; Rao, 2002; Villena
and Giodia, 2020; Walker et al., 2008). Meanwhile, integrate suppliers into
environmental management processes is necessary for firms in order to reap the greatest
benefits from their environmental management initiatives (Kannan et al., 2013;
Nawrocka, 2008; Walton et al., 1998). Thus, selecting green suppliers and cooperating
with them in environmental management is an urgent strategic decision for firms in
order to be successful in environmental efforts and to be more competitive in today’s
global market (Kannan et al., 2013; Walton et al., 1998). To this end, effective supplier
selection processes are regarded as critical (Chen et al., 2006).

Hsu and Hu (2009) proposed that firms should incorporate environmental criteria
into the supplier selection through five primary areas of operations: procurement
management (green purchasing), research and development (green design), process
management (management for hazardous substances), input quality control, and
environmental management system certification. Firms conducting green supplier
selection, following the process of evaluating a supplier based on environmental criteria
along with traditional criteria for supplier selection, will enhance its opportunity to
recruit suppliers with shared culture and goal congruence. Such shared culture and goal
congruence constitute important cognitive social capital. The environmental criteria
emphasized for supplier evaluation reflect the strategic direction of the buying firm’s
environmental initiatives (Walton et al., 1998). This can help the buying firm only
include partners which meet their environmental requirements. Even more importantly,
environmental criteria provide a basis for constructive dialogue and shared philosophies
with suppliers in the context of a joint commitment to innovation for quality, cost and
environment improvement (Carter and Dresner, 2001; Lamming and Hampson, 1996).

Similarity in operating philosophies and corporate cultures is the embodiment of
organizational compatibility (Bucklin and Sengupta, 1993). Compatible cultures and
the goal congruence among supply chain parties may lead to policy integration
(Mentzer et al., 201), which can help to avoid inefficiencies and enhance cooperation
that allows all parties to be more effective at lower cost level (Choi and Krause, 2006;
Lassar and Zinn, 1995; La Londe and Masters, 1994). Since cognitive social capital
associated with shared culture is much more enduring and sustained (Villena et al.,
2011), compatible corporate culture becomes a prerequisite for some businesses to
select key members to the supply chain and reaching a long-term supply chain
partnership (Cooper and Ellram, 1993).

Strong supply chain partnerships are widely considered a source of competitive
advantage for firms (Eckerd et al., 2022; Whipple and Frankel, 2000). Strong
partnerships with suppliers were a significant path for achieving environmental
performance improvements while maintaining production quality and cost goals
through the successful application of innovative environmental technologies (Geffen
and Rothenberg, 2000). Relational social capital represented by trust and commitment
between buyer and supplier influences the effectiveness of supply chain partnerships
(Gounaris 2005; Prajogo et al., 2021).

Selecting suppliers with strong environmental reputation can help buyer firms to
enhance the trust with the supplier due to the environmental criteria already met by the
supplier, and hence reduce search costs associated with selecting suppliers (Mukandwal
et al., 2020). Moreover, green suppliers can help to provide insightful ideas used in the
implementation of environmental projects that enhance the adoption of innovation for
cost improvements (Carter and Dresner, 2001). Working with supplier on



environmental issues can also help the buyer keep up with technology and quality and
produce a more cost effective environmental solution (Lamming and Hampson, 1996).
Hence, commitment to the supply chain partnership also improves.

Indeed, studies have shown that integrating environmental criteria in selecting
supplier and working closely with suppliers with shared vision and goal congruence
can improve a firm’s economic performance by reducing disposal and liability costs,
conserving resources, and improving the firm’s public image (Carter et al., 2000; Green
et al., 2012; Min and Galle, 1997; Zhang et al., 2019; Rao, 2002). In an empirical study
of U.S. manufacturer’s procurement management, Mukandwal et al. (2020) found that
by allocating greater procurement spending to the suppliers that have environmental
expertise, buying firms can benefit from lower transaction costs arising from the
uncertainty associated with acquiring external environmental capabilities.

Moreover, working with suppliers meeting environmental criteria ensures better
trust with the supplier. Trust plays a prominent role in successful supply chain
partnerships (Eckerd et al., 2022; Kwon and Suh, 2004; La Londe and Masters,1994;
Wagner et al., 2011). With sufficient trust of a supplier, the buying firm would not have
to spend as many resources in monitoring the supplier for opportunistic behaviours,
thus reducing transaction costs, and would be more willing to share their innovative
ideas and understand each other’s processes (Geffen and Rothenberg, 2000; Nawrocka,
2008). Whereas a lack of trust among supply chain partners often results in lower
performance due to the increase of transaction cost associated with verification,
inspections and certifications of their trading partners (Kwon and Suh, 2004).

In addition, selecting green suppliers following environment criteria ensures the
better commitment from both suppliers and buyers. This is because both parties have
to comply with set environmental standards, which requires significant investment into
the relationship. Commitment is an essential component of successful long-term
relationships (Gundlach et al., 1995; Mentzer et al., 2001). Commitment between
buyers and suppliers has been well established as a crucial factor in relationship
development and continuity (Dwyer et al., 1987; Morgan and Hunt, 1994). Specifically,
unique adaptations or specialized investments of the buyer is a major source of first-
mover advantages for the supplier within the relationship (Lieberman and Montgomery,
1988) and improve the partners’ efficiency and create greater returns to both partners
than they could have obtained on their own (Anderson and Jap, 2005). On the basis of
the above discussion, we develop the following hypothesis:

H1: Supplier selection based on environmental criteria positively influence the
buying firm’s financial performance.

3.2 Termination of partnership with non-green supplier and financial
performance

Social capital embedded in the supply chain partnership can sometimes be destructive.
As previous studies pointed out, trust is fragile, and commitment is vulnerable
(Anderson and Jap, 2005; Eckerd et al., 2021). A higher level of trust and commitment
may result in loss of objectivity, emergence of opportunism, and loss of alternatives
and innovations (Anderson and Jap, 2005; Villena et al., 2019). With high levels of
relational capital, buyers become more reluctant to switch suppliers due to a strong
attachment to the continuity of existing relationships, (Li et al., 2006; Villena et al.,
2011). The over-embeddedness effect and the so called swich inertia cannot be
underestimated (Molina-Morales and Martinez-Fernandez, 2009).



This is especially the case when environmental criteria are not met by supply
chain partners. For instance, despite buying firms’ efforts in developing and enforcing
supplier code of conduct to address environmental issues at their supply base, violations
of these codes of conduct remain problematic in many industries (Porteous et al., 2015).
About half of firms are concerned about social and environmental violations by
suppliers (Lee et al., 2012). When a supplier does not meet the environmental criteria,
its shared philosophy and environment friendly motives with the buyer firm will be
questionable (Fein, 1996).

The inconsistent culture and environmental goals would be the stumbling block
to productive cooperation due to a lack of cognitive social capital. Moreover, dilution
of green focus and responsibilities of supplier may lead to low levels of collaboration
for environmental issues, and hence negatively influence economic benefits of
environmental management. Furthermore, supplier’s non-compliance of environmental
criteria may damage buying firm’s reputation and harm customer confidence
(Quintana-Garcia et al., 2021; Grimm et al., 2014). For example, Nike and Adidas
suffered huge reputational losses for using suppliers that violate environmental
standards (Villena and Giodia, 2020).

In this case, termination of partnership is a stronger penalty than simply reducing
business or apply monetary fines, when suppliers are found to be in breach of
environmental criteria (Porteous et al., 2015). It is the most effective measure to
motivate suppliers to proactively manage their environmental performance, thus
eliminating the risk of future environmental violation (Quintana-Garcia et al., 2021;
Porteous et al., 2015). Hence, the propensity and readiness of the buyer firm to
terminate the supply chain partnership will be an important solution to the overreliance
on the problematic supplier and to avoid the dark side of social capital. In their empirical
study, Porteous et al. (2015) found that terminating the partnership without warning,
i.e., “zero-tolerance” approach to social and environmental violations, may reduce
buying firm operating costs. On the basis of above discussion, we generate the
following hypothesis,

H2: Intention of ending the partnership with a supplier not meeting
environmental criteria positively influences the firm’s financial performance.

4. Methodology

4.1 Data and sample

Our paper employs a panel data analysis of UK non-financial PLCs, which is more
suitable as compared to cross-sectional survey and allows us to observe sources of
heterogeneity that are present among a large number of companies within the sample
(Haque, 2017). Environmental management is important for listed companies because
they are subject to increasing institutional pressures and intense scrutiny from
stakeholders, such as regulators, auditors, end-consumers, industrial customers,
financial institutions, and activists. To this end, UK PLCs have implemented various
supply chain management strategies to reduce the environmental impact of their
activities and operations (Vachon and Klassen, 2008; Zhu et al., 2012). We have
focused on non-financial firms because financial firms have unique characteristics with
its supply chains (He et al., 2016) and hence implies different nature of their supply
chain partnerships and environmental efforts. Therefore, we collected a panel dataset
of FTSE All-share firms from 2016 to 2018 (see Table 1). The reason for the time range
is because information regarding GSCM-oriented strategies became more consistent
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since 2016 and the most recent year for which data is available is 2018 at the point
when this paper was composed in 2022.

Table 1. Panel data selectionz

FTSE All-share Index 2016-2018 993 firm-year observations
Less UK financial firms 177 firm-year observations
Total 816 firm-year observations (for 272 sample firms)

The panel data was drawn from Thomson Reuters Eikon's ESG (Environmental,
Social, and Government) database, the largest environmental, social, and governance
rating database in the world. Since a number of years, the ESG database contains
quantitative and qualitative company-level data that is believed to be objective,
relevant, auditable, and systematic. Using objective and publicly available primary
data, specially trained research analysts manually collect and process over 400 ESG
metrics and controversies per organization. In partnership with Truvalue Labs, the
database provides ESG signals from 75,000 sources (global media, indexes, annual
reports, ESG disclosure, etc.) for portfolio construction and company monitoring.
Annually, analysts transform ESG data (for which there are no globally accepted
reporting standards) into consistent units to enable quantitative analysis of these
qualitative data. Based on this information, the database calculates ESG Scores
developed by analysts to transparently and objectively measure a company's relative
ESG performance, commitment, and effectiveness across ten main themes (Reuter et
al., 2012), including the social pillar score. Previous research has established the
validity and dependability of this ESG database (Cheng et al., 2014; Garcia et al., 2017,
Ioannou and Serafeim, 2015). This makes it a suitable data source for the current study.

We identified 331 FTSE All-Share non-financial firms from 2016 to 2018 with
data on the status of their implementation of environmental supply chain management
strategies. We also gathered data to account for the strategic dimensions and attributes
of multiple companies. Due to the missing values in the dataset, our final sample
consists of an unbalanced panel of 272 distinct UK non-financial firms, with a total of
816 firm-year observations.

4.2 Measures

Our dependent variable—corporate financial performance—is measured by ROE
(Return on Equity) obtained using MS Excel DataStream following Wang and Sarkis
(2013). The ROE is a performance indicator of how effective the management is using
a company’s assets to create profits; it is equal to net income divided by average
shareholder’s equity (Sarhan et al., 2018).

Our independent variables pertain to two strategies involved in the
implementation of green supply chain partnerships governance following Quintana-
Garcia et al. (2021) and are measured using ESG reported data points. The first
independent variable is "environmental supply chain partner selection". It is reported
as 1 if the company uses environmental criteria (such as ISO 14000, energy
consumption) to select suppliers or sourcing partners. The second independent variable
"environmental supply chain partner termination" is coded as a dummy variable and is
assigned the value of 1 if the company reports or demonstrates that it is prepared to
terminate a partnership with suppliers or sourcing partners if the environmental criteria
are not met by them.
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4.3 Control variables
We account for two variables of firm characteristics that may impact corporate
performance and environmental management strategy of companies.

First, Ma et al. (2021) show that size and visibility as important drivers for the
awareness of environmental issues. Larger corporations are more visible, such that any
negative actions regarding environmental responsibility can significantly harm their
reputation. Hence, we control for "firm size", which is measured by natural logarithm
of total assets of sample companies.

Second, older PLCs tend to have more experience with environmental disclosure,
hence firm age have been linked to disclosure in the prior research (e.g., Khan et al.,
2013). Therefore, we also controlled for “firm age”, which is measured by the natural
logarithm of the number of years since the sample companies’ incorporation.

5. Results

5.1 Descriptive statistics and regression results

Table 2 provides descriptive statistics for the variables utilised in this study. Table 3
presents the spearman correlation results. The trend of environmental consciousness is
also reflected in the increase in the number of environmentally certified companies
from 16 in 2008 to 202 in 2017. This also shows that GSCM is a relatively recent
phenomenon among the sampled companies. Analysing the development of green
supply chain partnership governance over time reveals that companies exhibit an
increasing rate of engagement. Majority of the companies in the sample (242 out of 272
firms) had an integrated approach to green supply chain partnership governance by
2018 based on the implementation of both green supplier selection and green supplier
termination.

Table 2. Descriptive statistics

Variable Mean S.D. Median Min Skewness Kurtosis Max
Dependent variables: Corporate financial performance
ROE 16.908 32.871 13.79 -141.570 1.934 22.358  300.9
Independent variables: Green supply chain partnership governance
Env SC Partner Selection  0.527 0.499 1.000 0.000 -0.111 1.012 1.000
Fov SC Partner 0.237 0426 0000 0000 1232 2518  1.000
Control variables:
Firm Size 6.112 0.708 6.030 4.094 0.491 3.211 8.339
Firm Age 1.174 0.549 1.342 0.000 -0.958 2.722 1.732
Note: This table presents descriptive statistics covering 272 sample firms.
Table 3. Correlation results
Variable 1 2 3 4 5
1 ROE 1.000
2 Env SC Partner Selection 0.050 1.000
3 Env SC Partner Termination (.101%** 0.414%%%* 1.000
4 Firm Size -0.037 0.523%*** 0.299%*** 1.000
5 Firm Age 0.094** 0.24 ] %*** 0.044 0.205%*** 1.000

Note: Spearman correlation. *p < 0.10, **p < 0.05, ***p < 0.01, ****p < 0.001
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Table 4 presents the results of ordinary least squares (OLS) regression with fixed-
effects examining the impact of implementing each green supply chain partnership
governance strategy on the corporate financial performance. Estimating a fixed-effects
model is equivalent to adding a dummy variable for each firm (Greene, 2002) and
controls for all constant, unmeasured differences between firms that could explain
differences in the dependent variables.

Table 4. OLS regression of green SC governance on ROE

Variables ROE

Firm size -2.638
(2.600)

Firm age 7.372%
(3.793)

Env SC Partner Selection -2.779
(3.4106)

Env SC Partner Termination 12.680%***
(3.559)

Constant 9.398
(16.884)

Mean VIF 1.710

DF 562

Year fixed effects Yes

Industry fixed effects Yes

Adj. R-squared 10.720%

F values 2.82Q%***

Note: *p <0.10, **p < 0.05, ***p < 0.01, ****p < 0.001. Standard
errors are reported in parentheses. Refer to Appendix A for the
variable descriptions, measures, and sources.

The results show that the firm age has significant positive effect on ROE. This
finding suggests that older companies tend to have better profitability as the business
matures. Moreover, although environmental supply chain partnership selection may
influence corporate reputation positively (Quintana-Garcia et al., 2021), the analysis
result of this study shows it has insignificant effect on ROE (b =-2.779, p > 0.10). This
result demonstrates that solely applying the selection of suppliers based on the
environmental criteria has limited effect on the corporate financial performance.
Therefore, Hypothesis 1 is not supported.

On the other hand, the results show that the environmental supply chain
partnership termination has positive and significant effects (b =12.680, p <0.0001) on
corporate financial performance. Hence, firms that are ready to terminate the
partnerships with suppliers who do not meet the environmental criteria ensures a better
chance of financial gains. Therefore, Hypothesis 2 is supported.

Ensuring a GSCM through collaboration with green suppliers is a strategic choice
to address the environmental concerns of stakeholders. Our panel analysis shows that
the readiness of firms to terminate a wrong partnership (i.e., non-environmental) has
more significant positive effect on corporate financial performance than solely selecting
green suppliers.

5.2 Robustness analysis
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Following Quintana-Garcia et al. (2021), to determine whether our results are
consistent, we employed the following robustness check. We investigated how the
results might vary based on an alternative independent variable: "Green SC Partnership
Governance." This variable was created based on the premise that green supply chain
partnership governance works best when different strategies are combined. It was
calculated based on the number of green supply chain partnership governance strategies
implemented by the PLCs. The variable takes on values of 0 (no strategy implemented),
1 (if either green supplier selection or termination of non-green partnership are
implemented), and 2 (if both green supplier selection and termination of non-green
partnerships are implemented). Table 5 presents the results of the robustness analysis
which confirm the significant positive relationship (b = 3.690, p < 0.10) between green
supply chain partnership governance and corporate financial performance, hence
supporting the key findings of this study.

Table 5 Robustness analysis

Variables ROE

Firm Size -0.992
(2.337)

Firm Age 2.429
(3.225)

Green SC Partnership Governance 3.690*
(1.913)

Constant 4.090
(15.262)

Observations 717

Mean VIF 1.850

DF 716

Adj. R-squared 8.68%

F values 2.779Q%***

Note: *p < 0.10, **p < 0.05, ***p < 0.01, ****p < 0.001. Standard errors in

parentheses.

6. Discussion and conclusion

By analysing the panel data of FTSE All-share listed companies, we found that
companies that manage their supply chain partnerships with environmental criteria may
improve their financial performance as measured by ROE. Our research indicates that
the intention to sever ties with suppliers whose environmental performance is
inadequate has positive effects on firms’ financial performance. Our findings are
consistent with prior literature indicating that supplier sustainability risk assessment
capabilities reduce corporate reputational damage, because they improve the supplier
base by phasing out non-compliant suppliers (Foerstl et al., 2010; Hoejmose et al.,
2014).

This study supports prior research demonstrating that environmental supplier
development positively affects environmental reputation (Ehrgott et al., 2013).
Selecting and working with the right supplier will be essential to the successful GSCM
strategy. However, the readiness to terminate the partnership with a supplier who does
not show compliance with environmental standards is found to be even more important.
We found that post-selection supply chain partnership termination based on
environmental criteria has a significant positive effect on corporate financial
performance.
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To this end, successful GSCM requires effective supply chain partnership
governance, supported by adequate information collection and auditing of supply chain
partners to determine their compliance with the environmental criteria. Such
governance mechanisms encourage suppliers to have better environmentally friendly
operations. Especially, when a supplier has higher dependence on the buyer, the threat
of terminating the partnership will ensure that the supplier has stronger intention to
meet the environmental expectations (Hajmohammad and Vachon, 2016). As a result,
the buying firm can mitigate environmental risks and enhance its reputation (Tachizawa
et al., 2015) as well as its financial performance.

This research has important theoretical implications. First, it adds to the existing
literature on GSCM and supply chain partnership by recognizing two mechanisms of
the supply chain partnership governance (i.e., selection and termination). The previous
literature has only tenuously connected these concepts despite the importance of
ensuring sustainable supply chain management to boost corporate performance (e.g.,
Hoejmose et al., 2014; Pagell and Wu, 2009; Tate et al., 2010b). This study develops a
more balanced view to explore the relationship between both mechanisms of green
supply chain partnership governance and the corporate financial performance.

Second, the relationship between GSCM-focused strategies and corporate
financial performance has received scant attention in the literature. Prior research has
examined this relationship through cross-sectional studies or analysing anecdotal
evidence or case studies (Hoejmose et al., 2014). This paper expands the literature by
examining, through a large scale panel data, the effects of green supply chain
partnership governance on the corporate financial performance, hence generating
important large scale evidence.

Third, this study contributes to the social capital theory because it recognizes both
the bright and the dark side of social capitals in facilitating gains from supply chain
partnerships. In this way, we extend the social capital theory by investigating corporate
financial performance from the perspective the green supply chain partnership
governance. This perspective is pertinent because green supply chain partnerships are
not readily visible to external stakeholders, and the effect of suppliers’ proactive
environmental practises on buying firms performance is also less visible (Kumar et al.,
2012). Our findings demonstrate that social capital theory provides an important
theoretical basis for investigating how suppliers have potentially significant effect on
the performance of buying firms in either positive or negative ways. Thus, the readiness
to terminate a supply chain partnership will positively influence the performance of the
buying firm.

This study also provides important practical implications. First, many firms do
not recognize the potential of green supply chain partnerships to realize economic
benefits, and they appear to believe that environmental initiatives are costly (Min and
Galle, 1997). The level of “environmental illiteracy” (Bowen et al., 2001) with the
trade-off mindset of ecology versus economy (Porter and Van de Linde, 1995) among
purchasing personnel is a major barrier to the implementation of GSCM (Lamming and
Hampson, 1996). Our findings suggest that implementing a greener, more sustainable
approach to a supply chain partnership not only improves a company's efficiency but
also its competitive advantage. To meet the expectations of stakeholders, it is necessary
to implement an integral governance of supply chain partnerships, as such governance
effort has a direct impact on the corporate performance.

Second, our findings are particularly applicable to prescriptive supply chain
partnership models of contemporary firms. Hashemi et al. (2015) state that managers
must consider environmental factors in addition to conventional criteria, such as price,
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quality and delivery, when selecting suppliers. Our findings may assist management
decision making by suggesting that managers should not allow non-working supply
chain partnerships to continue. A pre-agreed exit strategy will benefit the focal firm
financially. After the selection process, businesses should continuously monitor their
suppliers to verify and evaluate their environmental performance and hence mitigate
reputational risks.

This study has certain limitations which deserves future research. First, we
measured green supply chain partnership governance (green supplier selection and
termination of partnership) using dummy variables. As the actions involved in each of
these governance strategies are complex and firms may implement them to various
degrees, future research could understand the evolutionary nature of such strategies and
understand how the varying levels of adoption of each strategy could affect the
corporate performance.

Second, we recognize that green reputation might be an important contributor of
the benefit of green supply chain partnership governance. It would be intriguing to
investigate the mediating role of green reputation of focal firms between green supply
chain partnership governance and corporate financial performance. In this line of
inquiry, further researchers could combine panel data with questionnaire survey or
external press reports.

Third, we excluded financial firms from the sample, recognizing that they have
different supply chain characteristics. Service supply chains are frequently
characterised by greater customer involvement, less structured processing, and non-
standardizable, and non-storable intangible products (Hussain et al., 2016). Therefore,
it is necessary to extend our study to examine the distinctive characteristics of green
supply chain partnership governance in financial firms or in service firms generally,
and the effect on the corporate financial performance.
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Appendix A. Definition of variables and measures

Measure

Dependent variables

Corporate financial ROE

performance

Ratio of net income to stockholders’ equity.

Env SC Partner
Selection

Independent variables

Green supply chain

Does the company use environmental criteria (ISO 14000,
energy consumption, etc.) in the selection process of its
suppliers or sourcing partners? Data can also be on existing
suppliers who were selected using some environmental
criteria.

rtnershi
pa €rsnip governance Env SC Partner

Does the company report or show to be ready to end a

Termination partnership with a sourcing partner, if environmental
criteria are not met?
Firm Size Natural logarithm of total assets.
Control variables Firm Age Natural logarithm of the number of years since the firm’s

incorporation.

Note: This table provides the definitions and measures of the main dependent and independent variables.
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