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“To the people of poor nations, we pledge

to work alongside you to make your farms
flourish and let clean waters flow; to nourish
starved bodies and feed hungry minds. And
to those nations like ours that enjoy relative
plenty, we say we can no longer afford
indifference to suffering outside our borders;
nor can we consume the world’s resources
without regard to effect. For the world has
changed, and we must change with it.”

President Barack H. Obama
Inaugural Address
January 20, 2009




CHAPTER h. .

Business Value
Drivers

on with the resources necessary
slainable global economy.
STUART HART [1]

I the carly days of the environmental movement, capitalism was
jwicelved to be in opposition to environmental protection. The cari-
tature of “big business” was a smokestack belching out pollution,
aniel those involved in manufacturing industries jokingly referred to
themical odors as “the smell of money.” Thanks to environmental
loginlation and pollution control technologies, most of the odors are
long gone, but the image persists. Every so often, an unfortunate
industrial accident has occurred to reinforce that image—notably, the
Linion Carbide isocyanate release in Bhopal, India and the Exxon-
Valdez oil spill in Alaska. The Enron scandal of 2001, as well as
WorldCom and other cases of corporate fraud, further contributed to
the notion that businesses are avaricious and amoral. In response, the
Harbanes-Oxley Act of 2002 imposed new requirements for corporate
ygovernance, accounting, and financial reporting [2].

Although crises and scandals attract media attention, the vast
majority of business managers are scrupulous and civic-minded citi-
zens who are genuinely concerned about environmental and social
well being. Virtually all major companies have adopted the concept
of corporate citizenship, which suggests that businesses have an ethical
responsibility to society in addition to their statutory obligations.
The notion of citizenship is entirely consistent with the creeds and
value systems that are central to the corporate culture of most multi-
national corporations. These creeds often hark back to the founding
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of the company and express the fundamental principles and values

by which employees are expected to conduct themselves, such ag
integrity, respect, and teamwork, which become part of the corporate

identity [3]. Examples include the HP Way and the Johnson & John-
son Credo (see Chapter 14).

While values are important, the oft-repeated phrase “doing the
right thing” is merely a platitude, not a business strategy. The motiva-
tion for adopting practices such as DFE goes beyond ethics and good
citizenship—it is ultimately a strategic business decision. In simple
terms, business value is the most important driver of DFE. In fact, corpos
rations all over the world have recognized that sustainability makes
good business sense and is essential for their survival and growth [4],
Many CEOs have asserted a belief that sustainable business practices
will improve both enterprise resource productivity and stakeholder
confidence. At the same time, corporations are beginning to consider
the interests of a broader range of stakeholders, including not only
customers and shareholders, but also employees, local communities,
regulators, lenders, suppliers, business partners, and advocacy groups
(see Table 3.1). All of these stakeholders have the power to help or
hinder the success of the business.

It is clear that U.S. corporations are eager to communicate their
sustaingbility commitments to their stakeholders. According to a
report by the Sustainable Investment Research Analysts Network
covering the period from mid-2005 through the end of 2007, over 50%
of America’s 100 largest publicly traded companies (the S&P 100)
report on their sustainability efforts. Over a third of those reports
integrate elements of the GRI sustainability reporting guidelines men-
tioned in Chapter 3. Moreover, 86 of the S&P companies have cor-
porate sustainability websites, a 48% increase since 2005. In recent
years, the wave of sustainability adoption has accelerated, as some
of America’s most influential companies have joined the parade,
including Procter & Gamble, General Electric, and even Wal-Mart
(see Chapter 19). Some of the factors that explain this phenomenal
growth are described below. o

Evolution of Environmental Strategy

In the course of about fifty years, environmental sustainability has
migrated from an obscure fringe concept to a mainstream concern
at the highest levels of corporate governance. The emerging public
awareness of environmental sustainability challenges, beginning in
the 1960s, was the first wave that heralded a transformation of indus-
try attitudes toward environmental and social responsibility. The sec-
ond wave, beginning in the late 1980s, was the codification of principles
of conduct and best practices—a vital prerequisite to broad adoption
of corporate sustainability goals. The third wave, which boosted both
environmental awareness and codification of practices, was the sud-

A growth in public concern over climate change, which began in
warly 20008,
Pigure 4.1 traces the evolution of thinking in the business commu-
though the decades, beginning in the 1960s when the predomi-
Bant mindset was compliance with the law. Despite the emergence of
Pivironmental advocacy groups, environmental issues were mmanmm.mma
11 teactive fashion and only caught the public’s attention when crises
weeurred, such as the Cuyahoga River in Cleveland catching fire in
40N, The 1970s marked an era of change, with the formation of H.rm
L8, Environmental Protection Agency and the enactment of a series
ol laws aimed at cleaning up the environment. Companies began to
think systematically about environmental risk management to prevent
unplanned incidents, such as the loss of radioactive coolant at Three
Mile Island in 1979.

In the 1980s, many businesses began to see a connection between
pleaner production and operational efficiency. This gave rise to .ﬁrm
voluntary practice of pollution prevention (known as P2), i.e, modify-
I production processes and technologies so that they generate less

ollution and waste. Proactive P2 practices included better house-
n«.c_::x to assure efficient use of resources, elimination of toxic or
hazardous substances, process simplification, source Hmac&o:.\ and
pocycling of process wastes. These techniques formed the basis for
many of the DFE guidelines described in Chapter 8.

As the total quality movement took hold during the 1990s, the next
logical step was extension of P2 and DFE concepts to the .?: product
life cycle. Companies in the chemical and other industries began to
recognize that a defensive posture toward environmental, rmmEP and
uafety issues no longer made sense. Rather, they decided that it was
Important to affirm their values and articulate a constructive approach

Reactive  Risk & cost Operational Life cycle Sustainable Strategic
utions  avoidance  performance  integrity  development advantage

s

1960: 1970s 1980s 1990s 2000s 2010s:

Environmental Waste & Pollution Extended Social mm.a vam&ﬂ\m ‘
remediation &  emissions prevention  producer ~ economic worldwide
restoration management & efficiency responsibility commitment  engagement

Fieure 4.1 The scope of environmental responsibility has extended beyond
compliance and beyond the enterprise boundaries.




toward stakeholder concerns, Environmental management system
standards and codes of conduct were developed to promote best pracs
tices. The concept of product stewardship emerged as an ethical com-
mitment by companies to integrity and care in the ma nagement of
their assets and products, extending to all phases of manufacturin 8
and distribution. Table 4.1 is an example of a product stewardship
checklist from this era, which DuPont distributed freely.

Around the turn of the twenty-first century, the progressively
expanding scope of producer responsibility led to broad adoption of

ing stewardship of the “commons”—protection of natural resourceg
and ecosystem services, By this time, most corporations had em-
braced a broader commitment to social and economic well-being and
had initiated stakeholder outreach and dialogue. During this period,
the financial community began to recognize the important linkages
between sustainability and shareholder value, discussed later in this
chapter; and socially responsible investing began to accelerate,
Today, in search of strategic advantage, companies are expanding
the scope of their sustainability initiatives to their full valye chains.
As discussed in Chapter 10, proactive management of the full prod-
uct life cycle implies that companies not only need to implement
green purchasing and operations policies but also must ensure that
their, suppliers adopt sustainable business practices. These efforts
have already begun, as illustrated by the Electronic Industry Code of
Conduct described in Chapter 11. One of the key factors reinforcing
this trend is the expansion of multinational companies into develop-

partner with communities at the “base of the pyramid” to create viable
new businesses [5].

* Under the traditional risk management paradigm, companies
are largely concerned with identifying and mitigating sources
of risk that may result in financia] liability. They will invest
in risk-control expenditures to the extent that the next mar-
ginal dollar of expenditure does not exceed the correspond-
ing reduction in potential liability, although the latter is
difficult to assess due to the presence of large uncertainties,

\ ?
* What are the principal safety, health, and environmental (SHE) hazards?

* What competitive products may be substituted for ours? What are their
SHE hazards? What advantages do we have? -
* Doos the customer have our MSDS and product information?

Produot and packaging use
* How does the customer use the product? For what purpose? Are there

unlgue or new users? . X
* Do any uses or handling raise potential SHE concerns ? o
* Do the customer’s employees have access to product information? ;

i ive
# Are the customer’s employees using recommended personal protec

aquipment? . . -
* Are recommended protective systems, including local ventilation, in

place? . . .
* Has the customer done workplace monitoring? Should this be done?

* |5 the product stored properly? Storage tanks labeled? Spill containment

il P
facilities, e.g., dikes? . .
e

* Does the customer have emergency response procedures in plac

i ?
» What happens to product packaging? Is it reduced, reused, recycled?
Product issues )
» Have there been any incidents involving our product? What was _mm:”og.
» Have allegations been made regarding health effects of the product?

Environmental effects?
* Any other issues associated with the product?

Product emissions and disposal
» Does any part of the product become waste? Regulated hazardous

o N
waste? How is it disposed of? .
* |s any part of the product discharged to a wastewater treatment system?

What is its fate? . . .
e Are there any air emissions from the product’s use or disposal? What is

their fate? . . .
¢ How do the discharges/emissions affect customer permits, compliance?

issi ?
e How can we continuously reduce all emissions and waste?

Distributor questions .
e Does the distributor open and repackage or blend our product?

e [f so, answer relevant questions above for the distributor. .
e Does the distributor provide product information to all customers? How

do we know this? . . ]
e Does the distributor visit customers to confirm proper use and disposal?

Other

e Does the potential exist for exposure to downstream users of our prod-

e Can we help in SHE? (Waste management and minimization; SHE training).

i S.
uct? If so, answer relevant questions above for downstream user:

TaeLe 4.1 Product Stewardship Checklist Developed by DuPont



Marginal reduction

Risk Management:
Discretionary spending on waste
management and pollution control
to achieve an acceptably low level
of corporate liability exposure

Marginal
cost of risk
mitigation

Risk
Regulatory
—l— threshold Recueis
¥ 5
Marginal
Pollution Prevention: ik
Opportunistic investment in
process improvements to reduce
toxic material use, minimize Meand
wa h X cost of
ste, and increase efficiency reduction
Waste
Reportable Reduction
quantity
< 58
. Marginal
Life-Cycle Management: il
Systematic investment in
environmental excellence of
products and processes to Marginal
maximize shareholder value investment
. Shareholder
Competitive Value
benchmark

Fiure 4.2  The paradi

m shift i i =
making. g ft in environmental management decision

Hr_mwwﬁnomnr may lead companies to move “beyond compli-
ance”; for example, if there are significant residual risks asso-

Qmﬁmaixrmgmmmmozmﬁrmﬁmﬁomxmgﬁ
or bel
threshold. P elow the regulatory

Under the pollution prevention paradigm, companies are
Famma\ concerned with identifying opportunities for improv-
ing efficiency while reducing waste and emissions. On a
case-by-case basis, they yﬂE invest in pollution prevention
opportunities to the extent that the next marginal dollar of
mx_,umsn.:.EH.m does not exceed the corresponding savings in
operating costs. Eventually, they will reach a point of diminish-
Ing returns where it is not cost-effective to continue reducin
waste using existing technologies. However, new product m:m.
process technologies may change the economics to the point
where zero waste or closed-loop recycling is attainable.

¢ Under m.am life-cycle management paradigm (see Chapter 10)
companies are largely concerned with assuring msinogmamm
excellence and stakeholder satisfaction over the full life cycle

of thelr products and facilities. This leads them to move from
an opportunistic approach to a systematic approach, with
pnvironmental considerations factored into virtually all deci-
slonw, In fact, environmental decision making is no longer a
neparate exercise—it becomes an integral part of business
tecision making. These companies will invest in environmen-
tal technology and performance improvements, to the extent
that they earn an adequate return on investment. If they are
able to leverage their skills and technologies to profitably
achieve superior performance, environmental or otherwise,
this will constitute a competitive advantage.

The life-cycle management approach leads naturally to the prac-
{0 0f DEE in the context of marketing innovation and new product
Wevelopment, while also incorporating the traditional risk manage-
Went concerns associated with environmental health and safety.
i panies that create value by leveraging their creativity and envi-
sunmental insights have found the experience rewarding in many
Wayn-—intellectually, emotionally, and financially.

nys to Value Creation
L orporate sustainability commitments should not be based on
titlzenship alone. Every company that has invested substantial re-
sources in sustainability improvement has done so because of a
winuasive business case. The drivers of business value relevant to
I include productivity, profitability, enhanced reputation, and
tompetitive advantage. Short-term economic drivers are often the
¢atalyst, and there is no question that rising energy prices have
lelped to motivate companies to take a harder look at their resource
elficiency. But besides contributing to the bottom line, sustainable
business practices create shareholder value by strengthening intan-
pible factors such as brand equity, reputation, and human capital.
A significant driving force for corporate sustainability has been
{he World Business Council for Sustainable Development (WBCSD),
mentioned in Chapter 2, a Geneva-based consortium of over 150
leading companies [6]. WBCSD has published a series of studies
that demonstrate the business value of sustainable practices and
present agendas for change in industries such as pulp and paper,
mining, cement, transportation, and electric power. WBCSD has
also been instrumental in developing tools and best practices for
cco-efficiency and environmental footprint assessment. Like many
other organizations, WBCSD conceives of the goals of economic,
social, and ecological well-being as a “triple bottom line” that ex-
pands upon the financial bottom line [7]. The three elements can be
defined as




* Economic prosperity and continuity for the business and

its stakeholders,

* Social well-being and equity for both employees and

affected communities,

* Environmental protection and resource conserv

ation, both

local and global.

This metaphor has been used as the basis for many sustainability
assessment tools including the GRI guidelines and the Dow Jones
Sustainability Indexes.

In the US,, corporate environmental, health and safety excel-
lence has been the principal goal of the Global Environmental Man-
agement Initiative (GEMI), a consortium of over 40 multinational
companies that collaborate closely on codification of best practices
[8]. Since 1990, GEMI has developed and published a series of
studies that provide guidance to corporations on environmental
management practices, including climate and water strategies, per-
formance measurement, and supply chain management. The SD
Planner™ tool developed by GEMI provides a concise summary of
the key elements of sustainability, shown in Table 4.2, which synthe-

sizes the multitude of principles and codes of conduct discussed in
Chapter 3.

.

Category Element Definition
1. Employee Protecting and preserving the
Well-Being fundamental rights of employ-

ees, promoting positive
employee treatment, and con-
tributing to employee health,
safety, dignity, and satisfaction.

2. Quality of Life Working with public and pri-
vate institutions to improve
educational, cultural, and
Social “socio-economic well being in
the communities in which the
company operates and in
society at large.

3. Business Supporting the protection of
Ethics human rights within the com-
pany’s sphere of influence and
promoting honesty, integrity,

and fairness in all aspects of
r doing business.

TaBe 4.2  Elements of Sustainable Development [8]

Element Definition
4. Shareholder Securing a competitive return
Value on investment, protecting the
Creation company’s assets, and enhanc-
ing the company’s reputation
and brand image through inte-
gration of sustainable develop-
ment thinking into business
e practices.
5. Economic Building capacity for moo:oa.,o
Development development in the 839::._-
ties, regions, and countries in
which the company operates or
would like to operate.
‘ 6. Environmental Minimizing and striving to elimi-
Impact nate the adverse environmental
Reduction impacts associated with nvo_‘m-
tions, products, and services.
'.<=o=. 7. Natural Promoting the sustainable use
mental Resource of renewable s.mEB_ _‘mmoc_‘mmm
Protection and conservation and sustain-
able use of nonrenewable
natural resources, including
ecosystem services.

ﬂ ik 4.2 Elements of Sustainable Development [8] (continued)

One of GEMI's major contributions has been to me_urmr a
Biininess case for sustainability, 5&:&5@ an ﬂsamamﬁ.wsmﬂsm Mm how
Witungible value drivers, such as _mm&mnmgﬁu _UBS.Q equity, mba_ Eﬂwﬂ.ﬂ
tapltal, create shareholder value. Intangibles include people, H.m%
Honships, skills, and ideas that add wm_:m._u:.ﬁ are not Qm&:obmmo W
srcounted for on the balance sheet. It is estimated ﬁrm.ﬁ cmﬁémm.s )
nndd 90% of a company’s market value can be mxﬁ._m_:ma by Ewﬂ%-
pibles rather than traditional measures, such as earnings and tangible
umnets [9]. As shown in Figure 4.3, there are three major pathways
whereby sustainability contributes to shareholder value.

I. Sustainable business practices can contribute directly to ﬁws-
gible financial value by enabling top-line mnos;?. H.sz.nSW
operating costs, conserving capital, md& decreasing Em_wm.
For example, DuPont plans to expand into new markets by
developing products that focus on human mwmmJ\ and per-
sonal protection (see Chapter 13). Many companies are 45-
plementing GHG emission reduction programs that will also
reduce energy costs.




Performance
DFE Improvement

Practices

Economic Value

Stakeholder Value Intangi m?,<m_=w

Ficure 4.3 Pathways to shareholder value through environmental
performance Improvement.

2. Sustainability can directly improve intangible assets such as
reputation, brand equity, strategic alliances, human capital,
and innovation. For example, Xerox’s pioneering efforts to
design products for reverse logistics and asset recovery have
both improved its manufacturing technologies and strength-
ened its customer relationships (see Chapter 11).

3. Sustainability can provide strategic advantage by creating
value for stakeholders. Each company can choose to focus on
the stakeholder issues that are best aligned with its own inter-
ests and core competencies. For example, Procter & Gamble
has focused its sustainability efforts on creating innovative
products that address worldwide needs for water, health,
and hygiene (see Chapter 16).

Shareholder value is driven by a combiriation of Economic Value,
corresponding to financial performance, and Intangible Value (see side-
bar). Past efforts at building a business case for sustainability have
focused mainly on estimation of financial returns associated with
EH&S initiatives, such as converting wastes into by-products. How-
ever, these contributions tend to be incremental in nature, and are
generally seen as tactical rather than strategic. The more strategic
contributions of sustainability tend to be associated with nonfinancial
value drivers, such as relationships and reputation, which provide
a prospective, rather than retrospective, view of shareholder value.
To portfolio managers and investment analysts, these intangible
strengths are often the hidden clues that differentiate companies
with comparable financial statements. In other words, improvements

pnmental and social performance can 1:6._553 a com-
W Intangible assets in ways that lead to sustained long-term
| _.ﬂq_“%m%_ﬂisx creating value for stakeholders, is mmvmemﬂq
purtant to consider. As shown in Chapter 3, the demand MOH. mammwmw
‘ parency and improved corporate governance rm.m _om to an .5_.,
in voluntary disclosure, as well as greater scrutiny 85_ majo.
Wentors, In addition to customers, shareholders, and emp @%Mmm\
In o broader collection of external mﬁm_ﬂmro_&mﬁm ﬁrmﬁ. can in cw
o the success of a business and are :#mnmmﬁmd in msSHo.:Em:wm
tlormance. These include suppliers and business ﬁmﬁ:mam\_n_mmc _M..
ith and government officials at the local, state, and federa mMmba\
uir?._..:m communities; religious muos.ﬁm\.mmd\o@n% mnno:wmmw s
pher NGOs; academic and research organizations; wd@ o noE.m ﬁ\ﬁmm
ieddia (see Table 3.1). By responding to the a:\mnmm _:ﬂwﬂmmﬁw o nese
sakeholders, companies can strengthen their key relationships, rep
‘ and license to operate. . . o
:::__ ‘._,v_“h_ Mc 4.3 can serve Wm a template for companies to HMJM&\ M__mw.
tlority pathways whereby DFE efforts can Qm:.%H share 0 99. <§ W .
ﬂ:_. example, one of the most Eﬁonwzﬂ intangible assets »mo e m&:mmw
{0 altract talent. A Stanford University survey of about mw gra et
Ing MBAs at 11 top business schools has mrﬁ.us.:.- *,.Tm\m these MME.S_. e
tiens leaders rank corporate social H.mm@.oﬁ:o:_q w.:.mr ont mﬁm_mﬂ i
personal values and are willing to sacrifice a significant part o Hm .
nalaries to find a similarly minded m.Bw_o%mh }Doﬁrmav_gm,wn WOB
Intangible asset is brand equity, and it is no accident t M.n MOn %
companies on Interbrand’s list of the most valuable Emﬂa m|U o
Cola, IBM, Microsoft, GE, Nokia, Toyota, Intel, EnUo:m s, Disn vw
and Google—have all invested considerable effort in developing sus

lainability programs.

Components of Shareholder Value

( hown in Figure 4.3 merit
The components of Shareholder Value s

closer @WE?&SP Economic Value can be Bmmmﬁ,mo_ oﬁ.wb
annual basis through the following commonly used formula:

Economic Value Added Am,,.&&v =
After-tax operating profit — Capital charge

i iti ue is created either
The basic concept is that additional value is created
by increasing cash flow or by reducing the capital required to

; i fit with
* ief financial officers prefer to replace after-tax operating pro:
H,M.WWM%MMMHMMMM% as ea Emu.bmrm before interest, taxes, depreciation and
amortization (EBITDA) or return on net assets (RONA).




Components of Shareholder Value (continued)

generate cash flow. Conversely, value is destroyed by a deci
in cash flow or an increase in capital requirements. Note that

"bottom line,” corresponding to the profit and loss statement, M

just one part of the EVA equation. The other part is concerne
with capital and corporate assets, reflected in the balance she:

Figure 4.4 breaks down these two terms, indicating how

ginﬁBmwsSH excellence can contribute to value creation. Af
tax operating @83. can be improved either by increasing re
enues or by reducing costs. Capital charge can be reduce

.

or penetration of new markets. In addition, the Ppractice
of concurrent engineering helps to reduce cycle time for
new product development, which leads to earlier intro-
duction and increased market share.

N

cleaner processes, resulting in greater productivity and
lower operating costs. Resource conservation and recov-
ery help to reduce material and energy costs, as well as

After-tax

Economic e i
i Capital
Value Added === oOPerating s OB’
profit \m/
&mn«mmmm Manage Decrease
Increase Operatin Assets WACC
Revenues Costs 9
UTILIZATION LO
<0WO<<.._.I EFFICIENCY P e <<m_m—A
; s Wi | Process | Incident
| vWMMM,MMMm  Lean & clean | . simplification = prevention |
e | processes | | Supplychain | | Crisis |
| opees? | Resource | streamlining response |
] ~ Conservation | Business | | Compliance
New markets | & recovery continuity | assurance |

. i

Fieure 4.4 Economic value creation ,ovnazcnaww.

Operating Efficiency:" DFE applied to manufacturing /
and supply chain technologies leads to leaner and

Components of Shareholder Value (continued)

waste disposal costs. Other indirect benefits of DFE
Include reduced insurance premiums and training costs
(wee Life-Cycle Accounting in Chapter 9).

~ ). Asset Utilization. DFE can reduce the complexity and
fixed costs of assets through process simplification and
streamlining of the supply chain. In addition, DFE can
improve the utilization of assets through increased busi-
ness continuity and equipment reliability, thus reducing
the total asset base required to support the business.

4. Risk Reduction. DFE can help to reduce overall enter-
prise risk, which is the main driver of WACC. Prevention
of incidents that may lead to business interruption, im-
proved responsiveness to crises, and assurance of regula-
tory compliance all contribute to lowering both the actual
and perceived risks associated with business operations.

Intangible value is less amenable to precise quantification,

~ but a number of studies have actually measured the strength of

Intangibles across a variety of industries. Based on considerable
tesearch, the following characteristics depicted in Figure 4.3

- have been identified as among the most important intangible

assets [10].

* Leadership Quality: Management capabilities, experi-
ence, vision for the future, transparency, accountability,
and trust.

* Reputation: How the company is viewed globally in
terms of stakeholder concerns, inclusion in “most
admired company” lists, and sustainability performance.

* Brand Equity: Strength of market position, ability to
expand the market, perception of product/service-
quality, and investor confidence.

¢ Alliances and Networks: Customer and supply chain
relationships, strategic alliances and partnerships.

¢ Technology and Processes: Strategy execution, informa-
tion technology, inventory management, flexibility,
quality, and internal transparency.

* License to Operate: Regulatory positioning, relationships
with local communities, ability to expand operations.

* Human Capital: Talent acquisition, workforce retention,
employee relations, compensation, and perception as a
“great place to work.”
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The : ¢stainability Landscape

fhile the logic of shareholder value cr
Jeessarily a sufficient motivation to br
%:mm in the business environment h
%srmﬁ.r and early twenty-first centu
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eation is compelling, it is ne
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wnmﬂwmm@wrmsmm anxiety. Once climate change was finally
i ged as a reality, governments, NGOs, and corpos

gan to seriously explore policies and technological

solutions for mitioat;
gation of greenhouse issions;
bon offset schemeg mo:immma. B e

En i

= Mmmm MM.EEN. Concerns over depletion of fossil fuels and
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e as further intensified by a sudden rise in

ﬁ..mmmm—mn?m requirements,
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Vol

ol MMWMW nMQmm mbn.m standards. Voluntary codes of conduct

P € Leres principles, as well ag environmental man-
system standards such as ISO 14001, were widely

adopted by the busin,
] €ss communit
environmental responsibility. YRRy o demonstag

* Eco-labeli
bt Mmm__“_m programs. A number of eco-labeling initiatives
g oeed mnnﬁrmﬁ»m:nm by consumers around the world and
panies in the electronics, consumer products, moom\ and

beverage, and :

2 other industries are

. no .
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e OMMH, Mm €gun to recognize sustainability as an indi-

all superior management, as exemplified by the

Enammmm:m interest in the D
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and other rating systems, Jones Sustainability Indexes

A series of government direc-
n forced global multinationals to
> with regard to product design and life-
similar measures were adopted in many

"

'

¢ sustainability. Most of thege

Globalization. Rapid economic growth in emerging econ-
omies, such as Brazil, Russia, India, and China (known as
BRIC), as well as globalization of supply chains, have forced
multinational companies to grapple with the challenges of
energy, environmental protection, human rights, poverty, and
noclal responsibility.

Transparency. Public expectations for information disclo-
sure, as well as the explosive growth of electronic communi-
cation, have made it essential for global companies to increase
their level of accountability, transparency, and stakeholder

engagement.

Lilven all these changes, it is clear that corporate sustainability is
Mol Just altruism. Rather, it is an enlightened response to emerging
Matket forces, Instead of merely listening to the voice of the individ-
wnl customer, companies are beginning to listen to the collective voice
ul the larger Customer, namely, human society. Because of the great
fpact that multinational companies can have on society and the
phvironment, stakeholders expect them to do business in a socially
aiil environmentally responsible manner. This landscape creates op-
purtunities for companies to respond to stakeholder expectations with
wew technologies, products, and services. The potential role of DFE is
pvident—enabling companies to simultaneously increase shareholder
value and meet the needs of their stakeholders, thereby gaining com-
petitive advantage.

Those companies that recognized these trends and became early
uddopters have established highly visible and successful sustainability
programs. Typically, there are several levels of sustainable business
practices. The most basic level involves corporate initiatives, such as
shilanthropic programs aimed at solving community social problems.
v__rc next level often involves reducing the “ecological footprint” asso-
tlated with the product life cycle, including manufacturing, use, and
pnd-of-life disposition. The most challenging level involves enhancing
the inherent social value created by the firm’s operations, products, and
worvices, which may range from assuring human health and nutrition
[0 stimulating consumer education and growth of new businesses.
At this level, challenging trade-offs may
ntlse—for example, balancing job creation
and economic development against commu-
nity concerns about industrial pollution and
environmental justice, i.e., equitable distri-
bution of risks and benefits.

Rather than following a “cookie-cutter”
approach, the early adopters have explored
how they can integrate sustainability into their own business in-
novation strategy. Electronics companies have used information
technology to bridge the digital divide between haves and have-nots,

CORPORATE
SUSTAINABILITY IS AN
ENLIGHTENED RESPONSE
TO EMERGING
MARKET FORCES.
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Ficure 4.5 Framework for corporate sustainability strategy development [14],

consumer products companies have dramatically reduced packaging
to minimize solid wastes, chemical companies have invented new
processes to eliminate the use of toxic substances, and so forth. Part
3 of this book elaborates on these stories and many more. The com-
mon purpose of all of these programs has been to shift enterprise
operations from a traditional, resource-intensive, and volume-maxi-
mizing business model to a more eco-efficient, socially responsible,
and value-maximizing model. This shift aligns nicely with the goal
of increasing shareholder value by raising profits while reducing the
use of capital and resources—i.e., “doing more with less.”

Looking to the future, Stuart Hart and Mark Milstein have devel-
oped a useful framework, shown in Figure 4.5, to characterize the
strategic landscape that companies face in their search for sustainable
value creation [11]. The different quadrants of this framework echo
many of the themes discussed in this chapter. The lower left quadrant
represents a traditional short-term focus on internal cost and risk
reduction, which is a necessary part of doing business. The lower
right quadrant is also concerned with short-term sustainability but is
outwardly directed toward stakeholder engagement and protection
of the firm’s reputation. The upper left quadrant represents a focus
on innovation to assure that the firm is positioned to meet future
demands for sustainable technologies, products, and services—this is
the main thrust of DFE, Finally, the upper right quadrant involves
external engagement to understand growth opportunities and mar-
ket needs, which provides critical feedback to the innovation process.
Achievement of global sustainability is dependent on the ability of
companies in every industry to balance these strategic thrusts, creat-
ing shareholder value for themselves while assuring the continued
well-being and prosperity of human societies.
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