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Abstract

Artificial Intelligence (AI) is rapidly transforming business operations across industries. However, its potential in fostering
environmental sustainability within small and medium-sized enterprises (SMEs), particularly in developing economies, has been
insufficiently explored. This study addresses the gap by examining the role of AI in enhancing environmental sustainability in
manufacturing SMEs. It specifically investigates the mediating roles of organizational support (OS) and AI-driven employee
empowerment within the Resource-Based View (RBV) framework. A survey was conducted among 438 SME managers in
Pakistan, and data were analyzed using Partial Least Squares Structural Equation Modeling (PLS-SEM) to assess the
relationships between AI integration (AII), AI driven employee empowerment, organizational support, and sustainable
performance (SP). The findings indicate that AI integration significantly enhances AI driven employee empowerment, which, in
turn, drives sustainable performance. Furthermore, organizational support plays a critical mediating role in translating AI
integration into economic and environmental sustainability performance. This study provides valuable insights for SMEs and
policymakers on leveraging AI to foster sustainable business practices. It highlights that organizational support and employee
engagement are crucial for maximizing AI's potential in promoting sustainable innovation. The research contributes to the
understanding of how AI integration can drive environmental sustainability by improving operational efficiencies, reducing
environmental impact, and enhancing SME competitiveness in resource-constrained settings. This study makes a significant
contribution to the literature by integrating AI integration, employee empowerment, and organizational support within the RBV
framework, offering practical implications for SMEs’ sustainable growth in developing economies.
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