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Abstract: Environmental concerns and tougher regulations have compelled financial organizations to 
incorporate sustainability into their strategy and business operations. The idea of environmental governance 
is becoming more popular, but few studies have been undertaken on the organizational mechanism by which 
eco-regulatory compliance leads to sustainability performance, especially for Islamic banking. In light of the 
above, the current study aims to investigate the direct effect of eco-regulatory compliance on sustainability 
performance and the mediating effect of corporate green culture in this regard, based on the Institutional 
Theory. Data from a cross-sectional survey were gathered using a standardized questionnaire from 346 top- 
and middle-level managers working in full-fledged Islamic banks in Pakistan. The proposed relationships were 
analyzed using Partial Least Squares Structural Equation Modeling (PLS-SEM) with SmartPLS 4. The findings 
reveal that the impact of corporate green culture on sustainability performance is significant and positive, and 
it partially mediates the relationship between eco-regulatory compliance and sustainability performance, 
suggesting that when the regulation is adhered to, the cultural values of the organization are influenced by its 
green culture. These findings add to the Institutional Theory, as they indicate that corporate green culture 
serves as an organizational mechanism that enables external regulatory pressures to be transformed into 
sustainability performance. 
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Introduction 
Sustainability is becoming a strategic imperative, not a voluntary corporate responsibility, due to the 
increasing intensity of climate change, biodiversity loss, environmental deterioration and resource depletion. 
With the growing pressure on organizations to think economically, socially and environmentally, 
governments around the world have begun to enact harsher environmental laws to promote sustainable 
business practices (Porter & Van Der Linde, 1995). The regulatory measures aim at minimizing industrial 
pollution, increasing resource efficiency, promoting cleaner production systems and ensuring integration of 
companies' production process with global sustainability agendas, including the United Nations Sustainable 
Development Goals (SDGs) (United Nations, 2015). This means that organizations have come to be expected 
to not just meet environmental standards, but also embed sustainability into their strategies and operations. 
In this context, compliance with environmental regulations has become a significant means of an 
organization's reaction to its environmental responsibilities. Eco regulatory compliance is the degree of 
compliance of the organization to laws, regulations, standards and policies that are developed to reduce the 
potential of environmental impacts and encourage responsible use of resources (Aragón-Correa et al., 2020). 
Environmental law compliance has long been considered an obligation to the law and a requirement to reduce 
penalties and preserve the legitimacy of the enterprise. But the current business context is shifting towards 
viewing regulatory compliance as a strategic competence that encourages organizational innovation, 
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improves environmental management practices, boosts stakeholder trust and establishes long-term 
competitive advantages (Javed et al., 2025; Truong et al., 2024). Organizations are not just expected to meet 
legal obligations, but to use compliance as a catalyst for a wider sustainability transformation. 

Even as there is increasing focus on environmental regulations, attaining sustainability performance is a 
longstanding challenge for many organizations. Sustainability performance is not just about financial results, 
but also about environmental stewardship, social responsibility and economic resilience, and how an 
organization can generate long-term value while having a positive impact on the environment and society 
(de Almeida Barbosa Franco et al., 2024). While regulation sets minimum environmental standards, 
compliance does not necessarily lead to substantive sustainability results. Organizations develop compliance-
driven practices to meet external regulations, rather than changing their ways, culture or philosophy (Ben 
Khaled & Gond, 2020). This is why we can see that, for example, two firms that are similarly regulated can 
achieve vastly different results with regard to sustainability performance, and that the binding nature of 
external regulations may not be enough to account for variations in sustainability performance. 

This gap shows the significance of internal mechanisms of the organizations to implement what is 
required in the surrounding environment as sustainable mechanisms. Corporate green culture has gained 
increasing focus from scholars and managers among these capabilities. Corporate green culture is the 
common environmental values, beliefs, norms and practices that promote the organizational members to take 
the responsibility for the environment as a part of their day-to-day decision making (Aggarwal & Agarwala, 
2021; Subramanian & Suresh, 2023). When environmental sustainability becomes part of an organization's 
culture, employees are more likely to embrace green initiatives, managers will be more inclined to dedicate 
resources to sustainability, and environmental goals become part of the organization's strategy and routine 
(Lin et al., 2024; Noor Faezah et al., 2024; Roscoe et al., 2019). Therefore, corporate green culture can be a 
key mechanism within the organization that can turn compliance with the regulations into a proactive 
sustainability activity that can lead to high performance in sustainability aspects. 

Institutional Theory provides a good explanation of the relationship between external regulatory 
pressures and internal organizational culture. Theory suggests that organizations act in reaction to 
governmental and regulatory pressures in order to maintain their legitimacy and access to important 
resources (Beddewela & Fairbrass, 2015). Although the regulatory forces stimulate organizational change, 
the degree to which these external expectations become embedded in the organization's norms, values and 
routines is vital to sustaining organizational change (Palthe, 2014). There are, therefore, two ways in which 
environmental regulations might impact the organizational outcomes: through compliance and through the 
creation of a culture within the organization that is permeated with environmentally responsible attitudes 
and behaviors throughout the organization. This implies that corporate green culture could be an important 
explanatory mechanism by which eco-regulatory compliance relates to sustainability performance. 

While there has been a large number of studies that have investigated environmental regulations, 
corporate sustainability, and green organizational practices, there are gaps in understanding about the 
interactions between these constructs. Previous research has focused on the immediate impact of 
environmental policies on organizational performance or the role of green culture as a precondition or 
context for sustainable impacts (Gunarathne et al., 2021; He, 2025; Huynh et al., 2024). Limited research 
has been conducted to understand how the corporate green culture works as a mediating process in 
converting the eco-regulatory compliance into enhanced sustainability performance. This means that the 
organization processes that translate compliance to real sustainability outcomes are not fully understood. 
This gap is especially significant since understanding the mechanisms through which regulatory compliance 
is linked to sustainability performance can help explain why some organizations can be more successful than 
others at achieving sustainability even when they face similar regulatory contexts. 

To fill these gaps, this study investigates the direct link between eco-regulation compliance and 
sustainability performance and explores the mediating effect of the corporate green culture. Drawing on 
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Institutional Theory, this study suggests that external pressures from the regulatory environment can be 
harnessed to promote the internal green culture of an organization and thereby improve its sustainability 
performance. By doing so, the study extends sustainable organization management literature by bringing 
insights into the organizational mechanisms by which the implementation of regulatory compliance translates 
into sustainable organizational outcomes. The results can be of benefit to policy makers and organizational 
leaders, as they prove that a focus on ensuring compliance with environmental legislation is not sufficient for 
organizations to achieve the best possible outcomes from such regulation; they must also create an 
organizational culture that is truly committed to environmental sustainability. These insights can help 
managers to shape strategies that meet regulatory requirements while simultaneously enhancing the long-
term sustainability performance. 
 
Literature Review 
Underpinning Theory 
The Institutional Theory, first put forward by Meyer and Rowan (1977) and expanded by DiMaggio and 
Powell (1983), describes the institutional influence of governments, regulators, professional groups, and 
societal expectations and how organizations react to it by changing their structure, policies, and practices. 
Organizations that seek legitimation are, at the same time, economically efficient and correspond to 
externally enforced rules and norms. Such alignment confers credibility on the organization, thus enhancing 
access to resources necessary for its survival. The institutional pressure identified by DiMaggio and Powell 
(1983), which is important to environmental sustainability, is coercive institutional pressure. Coercive 
pressures include both environmental laws and regulations, supervisory agencies, and obligations arising 
from other laws that compel companies to act in an environmentally responsible manner. More and more 
companies are not seeing compliance as a legal requirement, but as an expectation of regulators that should 
be incorporated into strategy and operations to achieve legitimacy and better environmental performance. 

Institutional Theory thus maintains that external regulations become internalized in organizations over 
time (Wang et al., 2014). The expectations for regulation are built into the organizational policy, management 
systems, leadership practices and values of organizational personnel, creating an organizational culture that 
supports environmental responsibility (Fietz & Günther, 2021). Environmental regulations are therefore used 
as compliance instruments and as drivers to establish a green culture in the company, thus contributing to 
the sustainable decision-making process at all levels of the company. In this sense, environmental regulations 
in banking have progressed from pollution control to green financing rules, environmental risk assessment, 
sustainable investment, disclosures related to climate change, and responsible resource use. Thus, it is 
essential that banks, under pressure from ecological regulations, become institutionalized, both through 
internal policies, employee involvement and through environmentally responsible organizational values. 
According to Institutional Theory, if they are incorporated into the organizational culture, better sustainability 
performance can be expected. 
 
Eco-Regulatory Compliance and Sustainability Performance  
Environmental regulations are one of the primary policy instruments by which organizations can be put under 
pressure to act in an environmentally responsible way and therefore to promote sustainable development. 
Eco-Regulatory Compliance is a concept related to environmental compliance and regulation, which describes 
the compliance of organizations with environmental law, environmental regulations, environmental 
standards and other directives from the government that aim to prevent environmental degradation and to 
ensure sustainability in the compliance processes of the organization (Opoku, 2025). Regulatory compliance 
is now perceived as a capability that strengthens organizational legitimacy, operational efficiency and 
competitiveness in the longer term, as opposed to a legal obligation (Burdon & Sorour, 2020).  

Adherence to environmental laws drives organizations to further develop their environmental 
management system, make effective use of resources, minimize pollution and incorporate sustainability into 
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their operations (Awewomom et al., 2024). This, in turn, results in superior environmental, social and 
economic performances, the three dimensions of sustainability performances. Previous research has largely 
confirmed that an increased degree of compliance with environmental laws has a positive effect on 
sustainability, because it leads to better environmental governance, improved corporate image, increased 
stakeholder trust and better resource management (Delmas & Toffel, 2008; Eccles et al., 2014; Porter & Van 
Der Linde, 1995; Xu et al., 2024). In the field of banking, compliance with the regulations for green banking, 
environmental risk assessment level and sustainable finance guidelines enables banks to become part of the 
national sustainability agenda, while at the same time ensuring the resilience of the organizations. Based on 
this rationale, we hypothesize that: 

H1: Eco-regulatory compliance positively influences sustainability performance. 
 
Eco-Regulatory Compliance and Corporate Green Culture 
Corporate green culture is the shared values, beliefs, norms and practices in the organization that foster 
environmentally responsible behavior at all organizational levels (Alemu, 2025; Li et al., 2023). Through 
institutional theory, it has been suggested that institutions exert pressure on an organization, which is then 
internalized through the creation of policies, routines and cultural norms at the organizational level (Scott, 
2014). Therefore, environmental laws transcend the boundaries of legal requirements and become part of 
the corporate culture. Organizations create environmental management systems, adopt environmental 
policies that are geared towards sustainability, educate staff on environmental topics, and incorporate 
environmental goals into organizational decision-making under strict ecological agreements (Gao et al., 
2025; Zaidi et al., 2025). These help further build common values on the environment and enhance the 
corporate green culture.  

Empirical studies have shown that the more motivated organizations are to adopt environmental 
regulations, the more likely they are to create an organizational culture which is oriented towards 
sustainability, in terms of ecological commitment, organizational support, employee involvement and 
perpetual improvement of the environment (Jaganjac et al., 2024; Sarwar et al., 2025). Regulatory measures 
for green banking and sustainable finance move financial institutions toward an institutionalization of 
environmentally responsible values in the financial institution. Hence, it is important for organizations to 
build up their corporate green cultures if they are more eco-regulatory compliant. Thus, it is posited that: 

H2: Eco-regulatory compliance positively influences corporate green culture. 
 
Corporate Green Culture and Sustainability Performance 
Corporate green culture has become one of the major competencies of the organization, which is necessary 
to implement the sustainability actions. A mature green culture encourages both employees and managers to 
have a green mindset in their daily decision making, operations, innovations and relationships with 
stakeholders (Ismail, 2025; Qalati et al., 2025). Based on Institutional Theory, organizations that internalize 
environmental norms are more likely to engage in environmentally responsible behavior and to turn 
regulatory expectations into organizational results (Galleli & Amaral, 2026). Indeed, if there is a strong 
consideration for environmental responsibility within the organizational culture, sustainable actions become 
part of the daily life of the organization, and not merely a set of measures that are implemented from time 
to time to comply with the law (Muralidhar et al., 2024). 

The results of the majority of studies are consistently that a corporate green culture influences 
environmental innovation, operational efficiency, employees' commitment to the environment, organizational 
reputation, and sustainability performance (Abbas & Khan, 2023; Doghan et al., 2022; Fang et al., 2022; 
Shahzad et al., 2023). Strong environmental values in organizations better ensure improvements in 
ecological, social, and economic performance. Thus, a higher level of sustainability performance is expected 
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from organizations with more successful corporate green cultures. Therefore, it provides a compelling 
rationale to propose the following hypothesis:  

H3: Corporate green culture positively influences sustainability performance. 
 
The Mediating Role of Corporate Green Culture 
Compliance with environmental regulations doesn't necessarily lead to the best sustainability performance, 
but drives the organizations to act in a responsible manner regarding the environment (Aragón-Correa et al., 
2020). This is because the regulations specify what the organizations are supposed to achieve, but not how 
to incorporate sustainability into the organizations' everyday work. In fact, the success of environmental 
regulations has been shown to depend on the level of institutionalization of the regulatory requirements in 
the organization's culture and values (Delmas & Toffel, 2008; Scott, 2014). Previous studies have shown that 
companies with good green cultures perform better on environmental management practices, employee 
ecological commitment, and sustainability outcomes as compared to others that merely react to regulation 
(Daily et al., 2012; Yong et al., 2019). So, one of the internal capabilities of the organization is the corporate 
green culture, which allows companies to turn the external demands of the environment into sustainable 
practices. Hence, the following hypothesis is proposed: 

H4: Corporate green culture mediates the positive relationship between eco-regulatory compliance and 
sustainability performance. 
 
Structural Research Model 
Figure 1 
Conceptual Framework of the Study 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
Research Design and Methodology 
Research Design and Data Collection 
The present study adopts a cross-sectional survey research design with a quantitative approach to explore the 
relationship of eco-regulatory compliance, green culture among the corporate entities and the sustainability 
performance in the Islamic banking sector of Pakistan. With quantitative research methods, researchers can 
test hypotheses that have been developed in theory, as well as examine relationships between latent variables 
using statistical procedures (Creswell & Creswell, 2017). Furthermore, cross-sectional surveys enable 
multiple data collection from many respondents at a time, making them popular in organizational and 
sustainability studies (Saunders et al., 2019). 
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The population consisted of the top and middle-level managers of Islamic banks in Pakistan functioning 
in fully fledged Islamic banks. These managers were chosen because they are actively involved in the 
implementation of environmental policies and regulatory compliance, and making strategic decisions on 
sustainability initiatives. As a result, they have sufficient experience to develop judgment on ecological 
practices and the sustainability performance of the organization. 

They were targeted using a purposive sampling technique because they needed the required managerial 
experience and organizational expertise. The data collection was done using the structured online 
questionnaire prepared on Google Forms. To broaden the geographical reach and accessibility for the survey, 
the link was shared on LinkedIn, via emails and other professional contacts. 570 questionnaires were sent 
out, of which 60.7% were deemed usable, giving a total of 346 questionnaires. The participants in this study 
were completely voluntary, and anonymity and confidentiality were guaranteed; the data were only used for 
academic purposes. 
 
Measures 
The measurement scales used in the study were previously validated, which helped to increase the reliability 
and validity of the measures used. The five items developed by Lee (2017) were used to assess the level of 
compliance with eco-regulatory requirements. The six-item scale of Wang (2019) was adopted for the 
measurement of the corporate green culture, while the five-item scale of Gelhard and von Delft (2016) was 
adopted for the measurement of sustainability performance. All constructs were reflective latent variables 
and were assessed using a seven-item Likert Scale, ranging from 1 (Strongly Disagree) to 7 (Strongly Agree). 
Using previously validated measures enhances construct validity and comparability with other studies (Hair 
et al., 2021). 
 
Data Analysis 
The data collected were analyzed by using SmartPLS 4. PLS-SEM was used because it is best suited for 
prediction-oriented studies involving latent variables and mediation analysis and does not impose any 
conditions regarding multivariate normality (Hair et al., 2021). Moreover, PLS-SEM has been widely used in 
the field of sustainability, management and organizational studies to study multiple constructs' causal 
relationships. 

The analysis was carried out in two stages. The measurement model was evaluated based on the indicator 
reliability, the Cronbach's alpha, the average variance extracted (AVE) and the heterotrait-monotrait ratio 
(HTMT) were used to examine the model's reliability and validity. After that, the structural model was 
evaluated by studying the collinearity, the path coefficients, the coefficient of determination (R²), the effect 
sizes (f²), predictive relevance (Q²), and the significance of the direct and indirect relationships by using the 
bootstrapping method with 5,000 resamples. 
 
Empirical Findings 
Measurement Model Assessment  
The measurement model was first tested to ensure the reliability and validity of the reflective constructs of 
the structural relationships. The reliability of the indicators, the internal consistency reliability, the 
convergent reliability, and the discriminant validity were examined, following Hair et al. (2021). As shown 
in Table 1, all indicator loadings were above the suggested cut-off of 0.70 and ranged from 0.863 to 0.964, 
thus supporting satisfactory indicator reliability (Hair et al., 2019). The factor loadings ranged from 0.863 to 
0.946 for sustainability performance, 0.951 to 0.964 for corporate green culture and 0.897 to 0.935 for eco-
regulatory compliance, indicating that each measurement item was a good representation of its underlying 
latent construct. Cronbach's alpha and composite reliability (CR) were used to assess the internal consistency 
reliability. The Cronbach's alpha values ranged from 0.950 to 0.982, and the composite reliability values 
ranged from 0.962 to 0.985, which is greater than the suggested value of 0.70 (Hair et al., 2021). This 
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indicates that the items which measure the construct are internally consistent. Average variance extracted 
(AVE) was used to test the convergent validity. AVE values ranged from 0.834 to 0.917; values higher than 
0.50 indicate more than half of the variance of the variables of each construct (Fornell & Larcker, 1981). 
Overall, this confirms that there is convergent validity.  
 
Table 1 
Construct Reliability and Convergent Validity 
Variables Items Factor Loadings Cronbach's α CR AVE 
Eco-regulatory Compliance ERC1 0.903 0.95 0.962 0.834 
 ERC2 0.912    
 ERC3 0.918    
 ERC4 0.935    
 ERC5 0.897    
Corporate Green Culture CGC1 0.954 0.982 0.985 0.917 
 CGC2 0.951    
 CGC3 0.963    
 CGC4 0.964    
 CGC5 0.96    
 CGC6 0.952    
Sustainability Performance SP1 0.863 0.951 0.963 0.838 
 SP2 0.912    
 SP3 0.931    
 SP4 0.946    

  SP5 0.922       
 
The Heterotrait-monotrait ratio (HTMT) was used to test the discriminant validity of construct discrimination 
according to Henseler et al. (2014), which is a more stringent test than the conventional one. The results 
presented in Table 3 were all below the conservative threshold of 0.85 and ranged from 0.620 to 0.758. This 
indicates that the constructs are empirically different from each other, and thus, adequate discriminant 
validity is demonstrated. 
 
Table 2 
Constructs CGC ERC SP 
Corporate Green Culture (CGC) —   
Eco-regulatory Compliance (ERC) 0.758 —  
Sustainability Performance (SP) 0.703 0.62 — 
Note. HTMT values below 0.85 indicate adequate discriminant validity (Hair et al., 2019; Henseler et al., 
2014). 

 
Structural Model 
The satisfactory reliability and validity of the measurement model were established, and then the structural 
model was evaluated to test the hypotheses. Assessment of the model was done following the process of Hair 
et al. (2021), which included examination of model explanatory power, predictive ability, model fit, and 
significance of the hypothesized direct and indirect effects. The coefficient of determination (R²) was used to 
evaluate the explanatory power, and the PLSpredict procedure was used to evaluate the predictive power by 
using the predicted values (Q²). The standardized root mean square residual (SRMR) was used to determine 
overall model fit. R² values 0.75, 0.50 and 0.25 represent high, moderate and low levels of explanatory 
ability, respectively, as suggested by Hair et al. (2021). Likewise, if the value of Q²predict is positive, the 
model is relevant to its prediction; the larger the value, the better the predictive performance of the model. 
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Table 3 shows that the proposed model accounted for 53.9% of the variance in corporate green culture (R² 
= 0.539) and 48.2% of the variance in sustainability performance (R² = 0.482). The results indicate that the 
model is of moderate explanatory power for both endogenous constructs. In addition, Q²predict values were 
positive for the two models: 0.536  for corporate green culture and  0.347  for sustainability performance, 
respectively, showing that the model has good prediction power. The model also demonstrates an acceptable 
overall fit (SRMR value = 0.042, which is below the suggested cutoff of 0.08. (Hair et al., 2019; Hu & Bentler, 
1999). 
 
Table 3 
Structural Model Summary 
Endogenous Construct R² R² Adjusted Q²predict Predictive Power 
Corporate Green Culture (CGC) 0.539 0.537 0.536 Moderate 
Sustainability Performance (SP) 0.482 0.479 0.347 Moderate 
Note. Model fit indices: SRMR = 0.042. 

 
Next, the bootstrapping with 5,000 resamples was employed for evaluating the structural relationships. 
Standardized path coefficient (β), t-value, and p-value were used to determine the significance of the 
hypothesized relationships. Table 4 and Figure 2 indicate that the eco-regulatory compliance has a significant 
and positive relationship with the corporate green culture (β = 0.734, t = 23.324, p < 0.001), which supports 
H1. In addition, eco-regulatory compliance shows a positive relationship with sustainability performance (β 
= 0.201, t = 2.660, p = 0.008) that supports H2. Furthermore, the positive effect of corporate green culture 
positively influences the sustainability performance (β = 0.534, t = 7.342, p < 0.001), supporting H3.  
 
Table 4 
Direct Effects (Hypothesis Testing) 
Path Hypothesis β t-value p-value Decision 
ERC → CGC H1 0.734 23.324 0.000 Supported 
ERC → SP H2 0.201 2.66 0.008 Supported 
CGC → SP H3 0.534 7.342 0.000 Supported 

 

Intermediate mediations of corporate green culture were tested with a bootstrapping procedure to further 
study the mechanism by which eco-regulatory compliance affects sustainability performance. The indirect 
effect is statistically significant if there is mediation, while the direct effect is statistically significant if there 
is partial mediation but not full mediation, and the full mediation occurs if the direct effect is not statistically 
significant(Hair et al., 2019; Nitzl et al., 2016).  

The indirect effect of eco-regulatory compliance on sustainability performance through corporate green 
culture was positive and statistically significant (β = 0.392, t = 6.625, p < 0.001) as shown in Table 5. The 
results showed that the direct effect (ERC to SP) and indirect effect (ERC to SP) remained significant, which 
means that there was partial mediation, and thus supports H4. Eco-regulatory compliance thus directly 
contributes to sustainability performance and indirectly through the corporate green culture.  
 
Table 5 
Indirect Effect (Mediation Analysis) 
Indirect Path Hypothesis β t-value p-value Mediation Type Decision 
ERC → CGC → SP H4 0.392 6.625 0.000 Partial mediation Supported 
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Figure 2 
Structural Model Results 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Discussion and Conclusion  
This study empirically examines the effect of eco-regulatory compliance on the sustainability performance 
via corporate green culture in Islamic banks in Pakistan. According to the institutional theory, the eco-
regulatory compliance affects the sustainability performance directly, and the development of corporate green 
culture has an indirect effect on the sustainability performance. The results from these were broadly in line 
with the conceptual model proposed and indicated the need to embed regulatory compliance within the 
organizational values and goals to pursue sustainability. 

The results indicate that the eco-regulatory compliance positively contributes to the corporate green 
culture. Under ecological regulation, the Islamic Banks are institutionalizing the environmental values, 
policies and practices organization-wide. This is consistent with previous research, which has identified that 
if the organizations comply with eco-regulations, then the organization develops an environmentally oriented 
organizational culture, a culture that supports the implementation of sustainable practices (Aragón-Correa & 
Sharma, 2003; Delmas & Toffel, 2008). Islamic banks' regulatory compliance in this regard appears to serve 
to reinforce ethical and ecological values and, hence, corporate green culture. 

The results further suggested the positive influence of eco-regulatory compliance on sustainability 
performance, which supported H2. This implies that banks which meet environmental standards are more 
likely to seek to improve their ecological, social and economic performance, but only if they are Islamic banks. 
According to Institutional Theory, if organizations meet the expectations of those involved in the institution, 
they will be given legitimacy and trust from stakeholders, which will ultimately lead to better organizational 
performance (Scott, 2014). The findings also support the Porter Hypothesis that "green regulation leads to 
organizational improvement and innovation that increases long run competitiveness" (Porter & Van Der 
Linde, 1995). The results suggest that environmental compliance should be considered a strategic tool for 
the achievement of sustainable organizational performance, rather than a legal obligation to comply with the 
law, as in many previous studies (Berrone et al., 2013; Testa et al., 2018). This confirms that H3 is valid, thus 
it validates a positive correlation between corporate green culture and sustainability performance. This means 
that if businesses have firm values and norms for sustainability in the organization, they will achieve better 
sustainability performance.  

The institutional theory argues that change in the organization will only be permanent when it becomes 
internalized within the organizational culture, or internal institutional pressure. A corporate green culture 
would, therefore, require managers and employees to take the environment into account in their decision-
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making process and improve the organization's sustainability performance. The result is in line with the 
previous research, which found that organizations with an environmentally friendly culture foster 
environmental innovation, commitment of employees and environmental performance (Chang & Chen, 2012; 
Chen, 2011; Yong et al., 2019). 

The results of the mediation analysis revealed that the relationship between eco-regulatory compliance 
and sustainability performance was partially mediated by corporate green culture, which added support for 
H4. The indirect effect is significant because eco-regulatory compliance has a positive impact on sustainability 
performance in addition to the direct effect, and the effect is transmitted via the establishment of an 
organizational culture of environmental responsibility. As both direct and indirect effects are considerable, 
the mediation is partial, meaning that green culture in the company is an indispensable mechanism in the 
organization for the process of bringing about regulatory compliance into green gains. Indeed, this fits the 
Institutional Theory since regulatory pressures are not enough to reach the maximum sustainability 
performance unless they become institutionalized in values and practices. 

The study's findings would add to the sustainability and environmental management literature by 
extending the applicability of Institutional Theory to the Islamic banking context and how the concept of 
corporate green culture is crucial to the organizational mechanisms that connect regulatory compliance and 
performance on sustainability issues. The results imply that by itself, the regulatory measures would not be 
enough for long-term sustainability goals unless there was also an organizational culture that fosters 
environmental responsibility and sustainability decision-making. Therefore, Islamic banks should 
complement regulatory compliance with organizational efforts aimed at enhancing environmental values and 
embedding sustainability in their strategies and operations. This allows financial institutions to improve their 
sustainability rating and support the broader sustainable development and environmental targets. 
 
Theoretical Implications  
This research brings new ideas to the body of literature on sustainability and environmental management in 
multiple ways. First, it expands Institutional Theory by demonstrating that the impact of eco-regulatory 
compliance on the sustainability performance is directly mediated by the coercive institutional pressures, and 
indirectly through the internal institutionalization of environmental values – corporate green culture. The 
identification of corporate green culture as a partial mediator gives insights into how external regulatory 
requirements are being translated into improved sustainability performance and enhances the theoretical 
understanding of the mechanism that links environmental regulation with organizational performance. 

Secondly, it fills the notable gap in the literature of sustainability in the Islamic banking sector. Although 
most studies have taken place in the manufacturing and non-financial sector, this study has demonstrated 
that the institutional logic of environmental compliance is also relevant to financial institutions. The 
conclusions reveal that the performance of Islamic banks in creating sustainable performance is better when 
environmental regulation is incorporated into the culture of Islamic banks as a routine rather than a 
compliance requirement. Therefore, the aim of this study is to expand the usage of the Institutional Theory 
in the field of sustainability studies in the financial services sector, particularly in emerging economies. 
 
Practical Implications 
The findings have some implications for the regulators and managers of Islamic banks. First, environmental 
compliance ought to be considered as a strategic competency and not just a compliance problem. Therefore, 
the bank's management has to complement compliance programs with internal tools that strengthen 
environmental principles, including the integration of environmental goals in organizational policies, 
leadership evaluation, training and development of employees and in their performance assessment systems. 
These internal mechanisms will more readily institutionalize environmental responsibility and improve 
sustainability performance. 
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Secondly, the regulators, particularly the State Bank of Pakistan (SBP), should have an awareness that 
regulatory instructions alone may not bring about the desired outcomes of sustainability. Besides the green 
banking regulations and guidelines on environmental risk management, the regulatory authorities should 
urge banks to build their internal organizational capabilities in sustainability, such as environmental 
awareness programs, structures of sustainability governance, and culture-oriented initiatives. This will boost 
the effectiveness of the Islamic banking industry's sustainability policies when they become embedded in the 
organization's culture.  

This will enhance the effectiveness of the Islamic banking industry's sustainability policies once it becomes 
part of the organizational culture. 

Last but not least, the top management should conceptualize the green culture as a strategic resource of 
the organization. The study's substantial mediating role suggests that investments in developing 
environmental values and organizational practices that are oriented toward sustainability will have an 
additional positive impact on the results of compliance with the regulations and will contribute to long-term 
environmental and organizational results. 
 
Limitations and Future Directions 
Although this study has contributed to the research field, there are some limitations, which are, therefore, 
opportunities for further research. First, this study made use of a cross-sectional research design, which does 
not permit the conclusions of causal relationships between the constructs. The proposed relationships are 
based on Institutional Theory and have empirical evidence, but further research with longitudinal designs 
should investigate the way in which eco-regulatory compliance and corporate green culture evolve and 
develop in the course of time and their influence on sustainability performance as a result of the changes in 
the regulatory environment. 

Secondly, the study has concentrated on Islamic banks in Pakistan alone, and generalization of its 
outcomes with other banking systems or industries might not be possible. Future research may use the 
proposed model in traditional banks, extend the analysis to other financial sectors in emerging or developed 
economies to determine if the relationships extend to other sectors in different institutional environments, or 
replicate the model in conventional banks to compare Islamic and conventional financial institutions. 

Thirdly, this study examined that corporate green culture is the central mediator between the eco-
regulatory compliance and sustainability performance. Although the study is important, additional research 
could explore other organizational methods, like green innovation capability, environmental management 
systems, sustainable leadership, and environmental knowledge sharing, to gain deeper insight into the way 
regulatory compliance leads to sustainability outcomes. 

Lastly, data were obtained from self-reported questionnaires with top and middle-level managers. While 
managerial respondents have the best opportunity to evaluate the practices of sustainability, future research 
should draw on multiple data sources, such as objective measures of sustainability, regulatory records, and 
archival environmental performance data, in order to further substantiate the findings and reduce the risk of 
common method bias. 
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