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Abstract: 
Greenwashing, defined as the misleading and unsubstantiated claims made by companies to appear environmentally responsible, can have 
multiple effects on companies. This study examines the influence of greenwashing perceptions on financial performance, with a particular 
focus on the mediating role of green reputation. Data were collected through a survey of 218 employees of companies listed on the Borsa 
Istanbul Sustainability Index. The results show that companies that engage in less greenwashing not only experience better financial 
performance, but also that green reputation plays a crucial mediating role in this dynamic. Companies with stronger green reputations 
mitigate the negative effects of greenwashing, thereby strengthening their financial performance. The study underlines that greenwashing can 
undermine perceptions of corporate sustainability, weaken trust and damage financial outcomes. By prioritizing authentic sustainability 
efforts, companies can improve their long-term financial performance and protect their green reputation, which is essential for sustainable 
success. 
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1. Introduction  
In recent years, environmental issues such as global warming, climate change, and water pollution have significantly 
increased stakeholders' awareness of companies' environmental impacts and the commitments they offer (Siano et 
al., 2017). As a result, companies have made improving their economic, social, and environmental sustainability one 
of their strategic objectives. Stakeholders’ demand for transparency and high levels of accountability has also 
increased (Bromley and Powell, 2012). These kinds of expectations towards companies have raised doubts about 
whether their sustainability practices are genuinely environmentally friendly or merely aimed at enhancing their 
reputation. 
Since the early 1990s, with the growing demand from stakeholders for a greener and more sustainable environment, 
there has been a significant increase in the number of companies claiming to engage in activities aimed at 
environmental sustainability (Delmas and Burbano, 2011). In response to stakeholders' increasing concerns and 
demands regarding environmental and sustainability issues, companies may resort to misleading claims through 
greenwashing practices (Qayyum and Jamil, 2022). Greenwashing refers to a company's practice of highlighting its 
positive environmental actions while concealing the negative ones, thereby creating a misleading impression of its 
environmental performance (Lyon and Maxwell, 2011). 
Although greenwashing practices may seem to offer short-term benefits by misleading stakeholders with false 
sustainability claims, they actually lead to negative outcomes for companies, such as loss of reputation (More, 2019; 
Bhagavathi, 2020), diminished trust (Guo et al., 2018; Sajid et al., 2024), and financial losses (Samal and Bhalala, 
2023). This study examines how companies' greenwashing practices affect their financial performance and the 
mediating role of green reputation in this interaction. 
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In this paper, we seek to address critical gaps in the academic literature by exploring the following research 
questions:  
1) What is the impact of greenwashing on the financial performance of firms?  
2) Does green reputation play a mediating role in the relationship between greenwashing practices and firm financial 
performance?  
Through this investigation, we aim to clarify whether greenwashing contributes positively or negatively to financial 
outcomes and to assess the potential influence of a firm’s green reputation in moderating this relationship. By 
addressing these questions, this study provides insights into the complexities of greenwashing within the corporate 
sector and its broader implications for environmental strategy and financial viability. 
First, this study seeks to provide a clearer understanding of the relationship between greenwashing and financial 
performance. Empirical research on the relationship between greenwashing and financial performance, along with its 
underlying mechanisms, remains scarce, and existing studies have yielded conflicting results (Li et al., 2023). While 
some companies may engage in greenwashing to enhance their reputation and attract environmentally conscious 
consumers, this practice can have unintended negative consequences. Misleading sustainability claims, while 
potentially beneficial in the short term, often result in reputational damage, loss of stakeholder trust and even 
financial penalties. By exploring this relationship, the study aims to clarify whether greenwashing has a positive or 
negative impact on financial outcomes and to shed light on the risks and benefits of such practices within corporate 
sustainability strategies.  
Second, in examining the relationship between greenwashing and financial performance, this study also considers the 
mediating role of green reputation. A company's green reputation, based on its environmental responsibilities and 
sustainability practices, significantly influences public perception and stakeholder trust. When companies engage in 
greenwashing, their green reputation can either buffer or amplify the financial impact of these practices. For 
example, a strong, positive green reputation could temporarily shield a company from the negative effects of 
greenwashing, while a weak or damaged green reputation could intensify stakeholder backlash and lead to greater 
financial consequences. By focusing on green reputation as a mediator, the study aims to uncover how 
environmental responsibilities and sustainability practices can alter the financial outcomes associated with 
greenwashing practices. 
Third, this study gains additional relevance by focusing on firms listed on the Borsa Istanbul Sustainability Index. 
The inclusion of these companies is meaningful as they are publicly committed to sustainability standards, making 
them highly visible to investors and stakeholders who prioritize environmental responsibility. As members of a 
recognized sustainability index, these firms are expected to exemplify authentic sustainable practices. Examining their 
engagement in greenwashing within this context offers insights into whether their sustainability claims align with 
investor and stakeholder expectations.  
As a result, to investigate how green reputation influences the relationship between greenwashing and financial 
performance, this study examines the mediating role of green reputation in this dynamic. By focusing on green 
reputation as a mediating factor, this research contributes to the literature by clarifying the complex mechanisms 
underlying the relationship between greenwashing and financial performance. This study adds value by addressing 
gaps in previous research and providing insights into how a firm's environmental reputation can mitigate or amplify 
the financial effects of greenwashing practices, thus helping firms to better understand the strategic implications of 
their green marketing and sustainability claims. 
 

2. Literature review and hypothesis development 
2.1. Theoretical background 
We refer to signal theory, which offers insights into the communicative processes of businesses and that lead to this 
exchange of information (Seele and Gatti, 2017). Signal theory is used to explain how the sender communicates and 
how the receiver interprets the signal in a two-way communication (Connelly et al., 2011). Signal theory (Spence, 
2002) suggests that one party can use visible signals to convey characteristics that are otherwise hidden. Stakeholder 
attitudes and behaviors towards the business are responses to these signals (Schena et al., 2015). If these 
characteristics are valued by the audience, the party sending the signal may gain a premium advantage.  
Greenwashing is caused by the information asymmetry in the communication between companies and their 
stakeholders during this signaling process (Connelly et al., 2011). Delmas and Burbano (2011), in their typology of 
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companies based on environmental performance and communication, describe the greenwashing activities of 
companies. In this typology, companies' environmental performance is expressed as “green” and “brown”, and their 
communication preferences are expressed as “vocal” and “silent”. Compared to "silent brown" and "silent green" 
approaches, greenwashing may produce a stronger signaling effect (Li et al., 2023). According to Walker and Wan 
(2012), firms primarily engage in greenwashing for two reasons: to gain legitimacy, as suggested by legitimacy theory, 
and to send a clear signal to stakeholders about their stance on environmental issues, as explained by signaling 
theory. Through symbolic actions or "green talk", firms aim to project an image of environmental responsibility, 
using greenwashing as a strategic signal to communicate their values to stakeholders (Torelli et al., 2019). 
 
2.1.1. Greenwashing 
The increasing influence of the sustainability concept on stakeholders has led some companies to use green terms 
and labels more frequently in an attempt to appear more environmentally friendly than they actually are. The lack of 
universal and international regulations that would promote responsible environmental behavior and penalize abuses 
can enable businesses to engage in deceptive practices (Delmas and Burbano, 2011). Greenwashing is defined as the 
practice of overstating the environmental sensitivity of business practices, products, and services (Dixon, 2020). 
Greenwashing, first introduced by Jay Westerveld in 1986, is defined as making false or misleading claims about the 
environmental benefits of a product, service, technology, or company practice (Gillis, 2024). According to Delmas 
and Burbano (2011), greenwashing emerges at the intersection of two behaviors: companies exhibiting poor 
environmental performance and having a desire to communicate positively about their environmental performance. 
We refer to legitimacy theory to understand the motivations behind greenwashing. The concept of legitimacy was 
first introduced by Ashforth and Gibbs (1990) and was later expanded by Suchman (1995) from a more managerial 
perspective. Suchman (1995) defined legitimacy as “the perception or assumption that a company’s actions are 
appropriate within the social structures of norms, values, and beliefs.” According to legitimacy theory, a company is 
considered legitimate when its performance is perceived as fair and worthy of support, meaning it is socially 
accepted. Deegan (2002) stated that companies provide sustainability disclosures to improve stakeholder perceptions 
of their sustainability performance. 
There is a general consensus that greenwashing is a deliberate attempt by companies to highlight positive activities 
while concealing negative information (Lyon and Maxwell, 2011; Bowen and Aragon-Correa, 2014; Attig et al., 
2020). Rather than putting in the effort to improve their environmental performance, companies engaged in 
greenwashing use various communication strategies to exaggerate and misrepresent their environmental 
achievements (Delmas and Burbano, 2011). Greenwashing refers to deceptive practices by companies aimed at 
concealing errors and deviations, reassigning blame, demonstrating that activities are conducted correctly, obscuring 
the causes of problems, appearing accountable to regulators, and enhancing reputation in the eyes of stakeholders 
(Laufer, 2003). 
 
2.1.2. Green reputation 
Fombrun and Van Riel (1997) defined reputation as ‘the representation of an organization's past actions and outputs 
as a whole, defining its ability to deliver valuable outcomes for its stakeholders’. Fombrun (1996) defined reputation 
as a social construct based on stakeholders' perceptions. Stakeholders are influenced by corporate reputation when 
making decisions about products, businesses and investments (Fombrun and Shanley, 1990). Companies with a high 
reputation can differentiate from their competitors in terms of competition, attract more customers, set prices more 
flexibly, and therefore achieve more sustainable financial success (Komarek et al., 2013; León-Bravo et al., 2019). For 
investors, they are generally perceived as less risky and more attractive for investment (Michelon, 2011). Strategic 
management literature suggests that corporate reputation is an important competitive advantage that can benefit firm 
performance (Nardella et al., 2023). 
Reputation is a multidimensional concept that is influenced by different factors and leads to different results (Afum 
et al., 2023). From an environmental perspective, a company's reputation in environmental issues can be expressed as 
green reputation (Shin and Ki, 2019). Companies that carry out environmentally responsible activities and have a 
history of fulfilling their social obligations are rewarded by their stakeholders with green reputation, which can be 
considered as a subheading of corporate reputation (Fonseca et al., 2011). Due to the increasing environmental 
awareness of stakeholders in recent years, green reputation has become an important intangible asset to attract 
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employees, customers, investors and other stakeholders (Rivera et al., 2017). Companies have started to develop and 
implement green reputation strategies in order to create an image that their activities are socially and environmentally 
responsible in the eyes of their stakeholders and to achieve better environmental performances (Kumar et al., 2019). 
 
2.1.3. Financial performance 
Financial performance is a measure used to assess the short and long-term success of businesses. Richard et al. 
(2009) stated that financial performance is an indicator of an organization's effectiveness. The financial performance 
of a company is used to measure the economic success or failure of that company over a period of time. It helps 
both internal stakeholders (managers and employees) and external stakeholders (investors, lenders, shareholders) to 
understand how efficient and profitable the company is (Brigham & Houston, 2012). Financial performance is vital 
for both managers and investors in determining whether a business can maintain its sustainability and competitive 
advantage. Investors evaluate the return and risk of their investments by looking at the performance of the business 
(Palepu & Healy, 2013). 
Firm's financial performance (profitability) was measured using three accounting variables: return on assets, return 
on equity, and return on sales, providing a range of metrics used by the investment community to assess corporate 
financial performance (Waddock and Graves, 1997). Due to the large number of companies, relative performance 
measures can also be used when capital sizes, sectors of activity and other variables vary (Akgün et al., 2008). 
 
2.2. Hypotheses development 
2.2.1. Greenwashing practices and financial performance 
Although greenwashing is widespread, there is limited understanding of its impact on a firm's financial performance. 
According to signaling theory, greenwashing activities can be expected to have a significant impact on financial 
performance, as the signals created by companies will affect the feedback of receivers (employees, customers, 
investors, society, etc.) (Connelly et al., 2011). The limited research on greenwashing and firm financial performance 
generally indicates a negative relationship (Lee and Suh, 2022). Research indicates mixed effects of greenwashing on 
the performance of non-financial firms: while some studies report negative impacts (Walker and Wan, 2012), others 
suggest it may have a positive influence (Li et al., 2023). 
The positive link between greenwashing and financial performance is based on the assumption that stakeholders do 
not recognize or uncover greenwashing practices. This connection arises from information asymmetry in the 
markets, which limits stakeholders’ access to information, including the specialized knowledge needed to thoroughly 
interpret and assess corporate environmental disclosures and the actual underlying performance (Birindelli et al., 
2024).  
According to Testa et al. (2018), firms that fail to establish an active green communication strategy may experience 
declining financial performance and reduced shareholder value. Greenwashing is often viewed as a signaling 
approach that helps convey desired environmental information to interested parties through observable signals. 
Contextually, greenwashing, recognized as an effective green communication tactic, allows companies to present 
themselves as environmentally responsible to stakeholders, gain legitimacy, and secure additional resources and 
support to optimize their financial performance (Jones and Wicks, 1999;  Purnamasari and Umuyati, 2024). 
H1: Firms' greenwashing activities are related to financial performance 
 
2.2.2. Greenwashing practices and green reputation 
The increasing environmental awareness of stakeholders puts companies under pressure to comply with 
environmental agreements and regulations (Chuang and Huang, 2018). Companies develop various communication 
strategies to promote their activities and products as ‘green’ in order to influence their stakeholders, show their 
activities as environmentally friendly, and enhance their reputation (Allen, 2016; Bhattacharya et al., 2020). Lindblom 
(1994) revealed that companies can make their disclosures in a way that they can influence the perceptions of their 
stakeholders in order to gain legitimacy in the eyes of their stakeholders. Companies may prefer to apply these 
policies in order to provide various benefits and gain reputation in the eyes of their stakeholders (Prakash and 
Potoski, 2006).  
Company reputation consists of the information its stakeholders have about it and the signals they send to form 
future expectations (Perez-Cornejo et al., 2020). In this context, they may try to enhance their reputation by making 
misleading disclosures through greenwashing. However, the increasing prevalence of greenwashing causes companies 
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to lose credibility in terms of sustainability and stakeholders to lose trust and confusion (Sajid et al., 2024). 
Stakeholders who perceive greenwashing activities decrease their trust in companies and lead to loss of 
environmental reputation (Gillespie, 2008). Irresponsible and unethical behaviors towards the environment may lead 
employees to have negative feelings towards the company (Xie and Bagozzi; 2019). Chen et al. (2022) argue that if 
companies want to enhance their green reputation, they should desist from greenwashing activities that aim to 
mislead and misdirect stakeholders. Truong et al. (2021) revealed that symbolic environmental activities have a 
negative impact on reputation, while concrete activities have a positive impact on reputation. Nyilasy et al. (2014) 
stated that greenwashing activities are not only an ethical problem, but also negatively affect stakeholders' reputations 
towards companies. Thus, we propose the following hypothesis: 
H2: Firms' greenwashing activities are related to green reputation. 
 
2.2.3. Mediating role of green reputation 
There are many studies showing that positive reputation is positively related to firms' financial performance (Roberts 
and Dowling, 2002; Eberl and Schwaiger, 2005; Anderson and Lawrence, 2014; Gatzert, 2015; Shi, 2016). From an 
environmental perspective, Salama (2005) revealed that the environmental performance of firms positively affects 
their financial performance and that the most important instrument leading to this effect is the reputation factor. 
Johnson et al. (2018) stated that environmental activities of companies will benefit companies to increase their 
profits and economic performance, as they have a positive impact on reputations and brand success. According to 
Tang et al. (2012), if companies have a significantly positive green reputation, their corporate reputation will increase, 
which will lead to a significant increase in their financial performance in the long term. In addition, when 
greenwashing activities are recognized by stakeholders, the negative signal may create a negative impact and lead to a 
decline in financial performance through green reputation (Walker and Wan, 2012). Thus, we propose the following 
hypothesis: 
H3: Green reputation mediates the relationship between greenwashing and financial performance. 
 

3. Methodology 
3.1. Sample and Data Collection 
Data was collected from employees of companies listed on the Borsa Istanbul (BIST) Sustainability Index. As of 
October 2024, the BIST Sustainability Index includes 79 companies, which are selected based on sustainability 
evaluations conducted by Refinitiv Information Limited Company. Public data disclosed by these companies reveals 
that they collectively employ approximately 900,000 individuals. According to Orsato et al. (2015), although 
participation in sustainability indices is voluntary, companies choose to be included in these indices to enhance their 
reputation, gain a competitive advantage, and support corporate sustainability goals. 
For this research, a survey was developed and distributed online to participants in the sample group. The sample 
consisted of employees from companies on the BIST Sustainability Index, recruited using snowball sampling. A total 
of 224 employees responded to the survey, with 218 responses deemed complete and valid for analysis. 
The survey focused on measuring employees' perceptions of greenwashing, green reputation, and financial 
performance, targeting internal stakeholders (employees) within the organization. According to Steinmeier (2016), 
internal stakeholders, especially employees, are the most likely to detect inconsistencies in corporate social 
responsibility (CSR) practices related to sustainability activities. Compared to external stakeholders, employees are 
also more likely to respond to greenwashing behaviors, making them key informants in this context. 
Table 1 presents the demographic characteristics of the study sample. In terms of gender, 53.2% of respondents are 
female, while 46.8% are male. Age distribution shows that the majority of participants (60.1%) are between 26–35 
years old, followed by 29.8% between 18–25 years, 6.9% between 36–45 years, and 3.2% are 45 and above. 
Educational background is largely at the undergraduate level (59.7%), with 30.3% holding a master’s degree, 6.0% a 
doctorate, and 4.1% a high school diploma. Regarding work experience, 31.2% have 1–3 years, 28.9% less than 1 
year, and smaller groups have 5–10 years (13.3%) or more than 10 years (20.6%) of experience. 
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Table 1: Demographics 

Category Features n % 

Gender 
Female 

Male 

102 

116 

53,2 

46,8 

Age 

Between 18-25 ages 

Between 26-35 ages 

Between 36-45 ages 

Between 45 age and 

above 

65 

131 

15 

7 

29,8 

60,1 

6,9 

3,2 

Educational 

Level 

High School 

Licence 

Master's Degree 

PhD 

9 

130 

66 

13 

4,1 

59,7 

30,3 

6,0 

Work 

Experience 

Between 0-1 year 

Between 1-3 years 

Between 3-5 years 

Between 5-10 years 

Between 10 years 

63 

68 

13 

29 

45 

28,9 

31,2 

6,0 

13,3 

20,6 

Total  218 100 

 
3.2. Measurement and validation 
A questionnaire was administered to the participants in order to collect the research data. The first part of the 
questionnaire includes questions about demographic characteristics and the second part includes items related to the 
research variables. The green reputation levels of the companies where the participants work were measured through 
a scale developed by Afum et al. (2023) and consisting of 4 statements.  In order to measure employees' perception 
of greenwashing, the five-item Greenwashing Scale prepared by Chen, Y. S., and Chang, C. H. (2013) and adapted 
for employees by Robertson, J. L., Montgomery, A. W., and Ozbilir, T. (2023) was used. Employee perception was 
taken into account in the measurement of financial performance. Because the sample includes companies from 
different sectors and different sizes, relative performance measures were used to measure financial performance. The 
financial performance scale adapted by Akgün et al. (2008) from the studies conducted by Ellinger et al. (2002) and 
York and Mire (2004) was used. Table 2 shows the items used to scale the research variables. 
 

Table 2: Constructs and measurement items 

Constructs 

Item 

code

s 

Items 

Greenwashin

g 

GW1 

GW2 

My organization makes misleading claims about its environmental activities. 

My organization makes vague claims about its environmental activities. 
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GW3 

GW4 

GW5 

My organization makes seemingly unsubstantiated claims about its 

environmental activities. 

My organization exaggerates its environmental achievements. 

My organization does not report all important information about its 

environmental activities, which makes them appear better than they are. 

Green 

reputation 

GR1 

GR2 

GR3 

GR4 

We have established a better environmental image than our competitors. 

We are valued and recognized as an environmentally friendly company. 

We have a good reputation for maintaining a high environmental standard. 

We have gained a superior reputation for offering eco-friendly products and 

services. 

Financial 

performance 

FP1 

FP2 

FP3 

FP4 

FP5 

FP6 

FP7 

My company is better than its competitors in terms of return on investment. 

My company is better than its competitors in terms of market share. 

My company is better than its competitors in terms of sales. 

My company is better than its competitors in terms of profitability. 

My company is better than its competitors in terms of earnings. 

My company is better than its competitors in terms of gross profit margin. 

My company is better than its competitors in terms of market capitalisation. 

 

4. Data Analysis and Results 
Structural equation model and SPSS programme were used for the analysis of the research data. As a result of the 
validity and reliability analyses, the suitability of the measurement models was determined. We used the SPSS 
PROCESS Macro 4 module to measure the mediating effect of the green reputation variable. SPSS PROCESS is an 
extension developed by Hayes (2013) and used with SPSS software. This extension is used to test the mediating or 
moderating effect of one or more variables (Abu-Bader and Jones, 2021). 
 
4.1. Measurement model assessment 
Table 3 shows the reliability and validity values of the scales. The shared variance values between the items that make 
up the scales indicate that the scales are reliable. High composite reliability (CR > 0.9) and average variance extracted 
(AVE > 0.7) confirm the reliability and validity of the constructs, supporting a robust measurement model. 
 

Table 3: Results of measurement model 

Constructs Item codes Loadings 
Cronbach’s 

Alpha 

Composite 

reliability 

(CR) 

Average 

variance 

extracted 

(AVE) 

Greenwashing GW1 0,913 0,860 0,929 0,725 
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GW2 

GW3 

GW4 

GW5 

0,857 

0,816 

0,851 

0,818 

Green reputation 

GR1 

GR2 

GR3 

GR4 

0,888 

0,911 

0,903 

0,892 

0,920 0,944 0,807 

Financial performance 

FP1 

FP2 

FP3 

FP4 

FP5 

FP6 

FP7 

0,815 

0,799 

0,813 

0,802 

0,827 

0,777 

0,811 

0,810 0,928 0,650 

 
4.2 Structural model assessment 
4.2.1. Correlation and Descriptive Statistics 
Table 4 presents correlation and descriptive statistics for greenwashing, green reputation, and financial performance. 
The correlations indicate moderate positive relationships between greenwashing and both green reputation (r = 
0.641) and financial performance (r = 0.525). A stronger correlation is observed between green reputation and 
financial performance (r = 0.702), suggesting that a positive green reputation aligns with improved financial 
outcomes. Descriptive statistics show mean values close to the midpoint, with moderate variability, particularly in 
green reputation (SD = 0.937).   
In addition, we used Fornell-Larcker criterion and HTMT (Heterotrait-Monotrait Ratio) analysis for discriminant 
validity analysis. Since the AVE square root values were higher than the correlation coefficients of the variables, it 
was determined that the proposed model met the discriminant validity criteria according to Fornell and Larcker 
(1981) criterion.  
 

Table 4: Correlation & Descriptive statistics 

Correlation Analysis 1 2 3 

Greenwashing (1) 0,851   

Green reputation (2) 0,641* 0,898  

Financial performance (3) 0,525* 0,702* 0,806 

Mean 3,50 3,47 3,63 

SD 0,774 0,937 0,770 

Italics represent the square root of the average variance extracted (√AVE) 
* p < 0,05 
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Henseler et al. (2015) stated that according to the HTMT analysis, it should be below 0.90 for concepts that are close 
in content and below 0.85 for concepts that are distant in content. Table 5 shows the HTMT coefficients for the 
variables. Examining the HTMT coefficients, it was concluded that the analysis values were lower than 0.90. 
 

Table 5: HTMT Analysis 

Correlation Analysis 1 2 3 

Greenwashing (1) -   

Green reputation (2) 0,7199 -  

Financial performance (3) 0,5965 0,7722 - 

 
4.2.2. Regression Analysis 
Table 4 displays the results of the regression analysis examining the impact of greenwashing on financial 
performance. The regression coefficient (β = 0.525) indicates a positive and statistically significant relationship 
between greenwashing and financial performance, with a standard error of 0.058. This suggests that as greenwashing 
practices increase, financial performance also tends to improve, at least in the short term. 
The high t-value (t = 9.073, p < 0.001) and the significance level (sig. = 0.00) confirm the strength and reliability of 
this relationship. Additionally, the overall model is significant, as indicated by the F-statistic (F = 82.318), which 
supports that greenwashing has a substantial effect on financial performance within this context. 
 

Table 4: Regression analysis 

 β Std. Error t sig. 

Greenwashing 🡪 Financial Performance 0,525 0,058 9,073 0,00 

F = 82,318 

4.2.3. Mediation Analysis 
For hypothesis testing, we used the PROCESS (model 4) macro for SPSS created by Hayes (2013), which allows us 
to measure the mediating role of a variable. Table 5 presents the mediation analysis results, highlighting the role of 
green reputation in the relationship between greenwashing and financial performance. The total effect of 
greenwashing on financial performance is positive and statistically significant (β = 0.522, p < 0.001), suggesting an 
overall beneficial impact of greenwashing on financial outcomes. When examining the direct effect of greenwashing 
on financial performance while controlling for green reputation, this effect remains positive (β = 0.127, p = 0.042), 
though notably smaller than the total effect. This indicates that greenwashing has a direct positive influence on 
financial performance, but its strength is reduced when accounting for the mediating role of green reputation. 
 

Table 5: Mediation analysis 

Effect of Greenwashing on Financial Performance 

 Effect se T P LLCI ULCI 

Total 0,522 0,057 9,072 0,000 0,4091 0,6362 

Direct 0,127 0,062 2,042 0,042 0,2504 0,1281 
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Indirect Effect of Greenwashing on Financial Performance 

 Effect BootSE BootLLCI BootULCI 

Green Reputation 0,3972 0,0630 0,2772 0,5265 

Sobel Test: z = 7,663 p < 0,05 

 
The indirect effect of greenwashing on financial performance through green reputation is also significant (β = 
0.3972) and supported by a bootstrapped confidence interval, highlighting green reputation as a crucial mediator. 
Additionally, the Sobel test confirms the significance of this mediating effect (z = 7.663, p < 0.05). These findings 
collectively suggest that greenwashing boosts financial performance not only directly but also indirectly through the 
enhancement of green reputation, emphasizing green reputation's amplifying effect on the relationship between 
greenwashing practices and financial outcomes. 
 

5. Discussion 
5.1. Theoretical implications 
Although there are studies on the concept of greenwashing, there are not enough studies on how it affects the 
financial performance of companies. While there are studies indicating that greenwashing activities have a negative 
impact on financial performance (Akturan, 2018; Testa et al.; Gatti et al., 2021; Birindelli et al., 2024); on the other 
hand, the fact that greenwashing activities are not recognised by stakeholders may positively affect financial 
performance (Li et al., 2023). In this study, we argue that companies' not engaging in greenwashing activities will 
increase green reputation and through this, financial performance will increase. 
Green reputation reflects external perceptions of companies' environmental sensitivity, which in turn affects financial 
results. The reason for treating green reputation as a mediating variable is that it modifies the direct impact of a 
company's greenwashing practices on financial performance. Misleading signals given by companies through 
greenwashing practices may result in positive financial results in the short term, but in the long term, they may lead 
to reputational damage and a decline in financial performance. This is in line with the basic assumptions of signaling 
theory, as unreliable signals are perceived over time and the overall reputation of the company suffers (Herbig and 
Milewicz, 1993). The fact that firms do not engage in greenwashing activities and that green reputation has a positive 
effect on financial performance through its mediating role may lead companies with this awareness to give more 
importance to environmental, social and economic sustainability dimensions instead of profit-oriented 
understanding. As a result, we make a valuable contribution to the literature by revealing how green reputation 
operates within the framework of signaling theory and the indirect effects of companies' signaling of their 
environmental performance on financial performance. 
 
5.2. Practical implications 
The study emphasizes that companies should avoid greenwashing practices, even though greenwashing appears to be 
a lower-cost legitimation strategy (Li et al., 2023). Companies may take low-cost steps in superficial areas (Delmas 
and Keller, 2005) and make some so-called statements about corporate social responsibility activities instead of 
incurring costs that increase environmental, social and economic performance (Berliner and Prakash, 2015).  
Although greenwashing activities may seem to have a positive impact on financial performance in the short term, in 
the long term, it can be expected to cause businesses to lose their environmental reputation, which may lead to 
negative financial results. Companies should support their environmental sustainability strategies with concrete and 
transparent disclosures rather than misleading and false statements. De Jong and Van der Meer (2017) argue that 
since communication plays a key role in corporate sustainability disclosures, the only way for companies to benefit 
from their sustainable activities is to make transparent and honest disclosures. 
Companies need to support their sustainability claims with evidence, be transparent and avoid misleading marketing 
tactics. Otherwise, this can lead to reputational damage (Nyilasy et al., 2014; Santos et al., 2024) and financial loss 
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((Samal ve Bhalala, 2023). This finding is in line with Chen et al. (2022) who found that misleading disclosures and 
advertisements to stakeholders can damage green reputation. Companies can gain a competitive advantage in the 
long term if they improve their actual environmental performance rather than fake environmental sensitivity 
statements. Strengthening a green reputation also contributes to sustainable financial success by making the company 
favored by stakeholders. Companies that engage in responsible environmental activities are differentiated from their 
competitors in the long term and their financial performance improves (Salama, 2005; Yadav et al., 2017). 
 
5.3. Limitations and Suggestions for Future Studies 
The findings of this study offer important implications, but it should be recognised that there are some limitations. 
Firstly, data was collected only from employees of companies listed in the Borsa Istanbul Sustainability Index (BIST 
Sustainability Index). This means that the results can only be valid for companies operating in Turkey, and the 
examination of the effects on the sustainability strategies of companies in different geographies has been limited. 
Future research could improve the generalisability of these findings by working with larger datasets from different 
countries and sectors. 
Secondly, the study was based solely on employee perceptions. This implies that perceptions may be subjective and 
their relationship with objective financial performance should be further investigated. Future research could examine 
the effects of greenwashing in more depth by using broader data sources (e.g. consumer perceptions, investor 
feedback or environmental performance indicators). 
The third limitation is that the study is based on a cross-sectional design. This design may be insufficient to 
conclusively demonstrate cause-and-effect relationships between variables. Future studies can use a longitudinal 
approach to examine changes over time and how green reputation affects financial performance in the long run. 
Finally, although this study analyzed the impact of greenwashing and green reputation on financial performance, no 
other important factors (e.g. company size, market position or competitive conditions) were considered. Future 
research could reach more comprehensive conclusions by modeling such additional factors. 
These limitations suggest that future research should examine the effects of greenwashing more comprehensively 
with larger data sets, longitudinal studies and multidimensional analyses. 
 

6. Conclusion 
This study highlights the complex relationship between greenwashing practices, green reputation, and financial 
performance. The findings suggest that while greenwashing may offer short-term financial gains, it poses significant 
long-term risks to companies, particularly through the erosion of stakeholder trust and green reputation. Companies 
that prioritize authentic sustainability efforts and avoid greenwashing are more likely to enhance their green 
reputation, which in turn has a positive impact on financial performance. 
Green reputation emerged as a crucial mediating factor in this dynamic. Firms with a strong green reputation were 
able to mitigate the negative effects of greenwashing, Firms with a strong green reputation were able to mitigate the 
negative effects of greenwashing, demonstrating that a solid reputation can act as a buffer against potential financial 
losses. This underscores the importance for companies to invest in genuine environmental strategies, rather than 
relying on deceptive practices, to achieve sustainable success. 
Finally, the study underlines the need for transparency and authenticity in corporate environmental communications. 
By building and maintaining a credible green reputation, companies not only protect their financial interests but also 
contribute to broader societal goals of sustainability and environmental responsibility.  
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