Executive Summary

The Business Case For Sustainable Improvements

While businesses and consumers alike have traditionally held the view that sustainable or “green” business improvements and products carry a price or performance premium, this paradigm is slowly shifting. According to the International Chamber of Commerce “economic vitality, employment creation and environmental protection are strongly interrelated”
. This is further enforced by their Business Charter For Sustainable Development, which outlines sixteen principles by which a business can actualize the three E’s of sustainability: Economics, Social Equity, and Environment. The Charter has assisted thousands of businesses since its creation in 1991
.


There are many businesses that have realized the economic benefits of sustainable improvements and are integrating them into all facets of their company. Seventy-five percent of the Fortune 500 companies have an environmental business policy, and this number is rising every year.


Consumers as well are recognizing the benefits of making their purchases in a sustainable manner. This is evidenced by the rapid growth of markets for products such as organic food and free trade goods. These goods that carry a price premium are still only a small niche market, but recent consumer surveys such as an August 2003 poll performed by American Demographics Magazine are finding that a large percentage of consumers (70% in this case) are more likely to choose products produced by companies with environmentally friendly practices 
.


While the business case for sustainable improvements has not been documented by a large number of organizations or individuals, it is growing ever stronger as committed companies are finding new ways to save money and lessen their environmental and social impacts. There are many different areas where it has been documented that businesses can make sustainable improvements and save money, these areas include:

1.  Reducing wastes and associated costs

2.  New revenue streams

3.  Reduced operating costs due to improved resource utilization rates 

4.  Reduced energy costs

5.  Enhanced worker productivity and morale

6.  Greater asset retention

7.  Improved risk management
8.  Reduced insurance costs

9.  Reduced product development cycles and time to market

10.  Increased community support

11.  Improved supplier and purchaser relationships

12.  Increased competitiveness for new supply contracts

13.  Increased market share 

The Business Case for Sustainable Improvements
The relationship between business and sustainability, while never static, has been evolving extremely rapidly recently. Businesses are beginning to place a priority on determining and minimizing the effects of every action they take on the environment and the quality of life in the communities that they affect, from the production or extraction of their raw inputs to the disposal of their products at the end of their lifecycle. Environmental management and social responsibility, once thought of as sunken costs driven by legal compliance and liability, are now becoming integrated, company-wide assets to be managed accordingly. Seventy-five percent of the Fortune 500 companies have an environmental business policy, and this number is rising every year.   

There are several reasons for this profound shift in business’s sustainability strategy. There are several visionary businesses that are committed to making their operations completely sustainable because they believe it is the right thing to do, but this is far from the norm. Businesses are profit-driven, and companies are finding that efficiency, market share, risk management, brand value, and other core business functions are positively impacted by sustainable improvements beyond simple regulatory compliance.

There are many different areas in which sustainable improvements and initiatives can be economically beneficial. The next section explains these areas and provides some examples.

1. Reducing wastes and the associated costs: Businesses that are committed to waste reduction and recycling throughout their entire organization can save large amounts of money through reduced refuse hauling costs. This cost saving can be even greater when companies reduce the amount of hazardous waste that they generate, as disposal fees for some hazardous substances are extremely high.  Interface, a US carpet manufacturer, launched their Quest waste reduction initiative in 1994. This program has saved the company almost $100 million since it started
.   
2. New revenue streams: Companies can turn expensive byproducts into lucrative new assets if they examine their operations in an integrated manner. A great example is LA’s International Airport, which found a creative and economically beneficial way to deal with the 19,000 tons of food scraps produced at their facilities every year. They formed a partnership with a nearby sewage and utility plant to process the scraps through huge digesters and send the resulting methane on to the utility. The airport now saves $12 a ton in disposal costs and receives $18 a ton for the energy generated, or over half a million dollars generated by this new revenue stream
. Anheiser-Busch has a Bio-Energy Recovery System that has been in development since 1983. This system converts wastewater into energy and reduces the quantity of waste solids by 50 percent. It was expected to save more than $40 million a year by 2000
. The revenue earned from recycling materials in a manufacturing process or office facility is another type of new revenue stream that businesses can gain through making a sustainable improvement.
3. Reduced operating costs due to improved resource utilization rates and process efficiency: Businesses can greatly reduce their operating costs, both through reduced raw material input, and cheaper inputs due to recycling, reuse, and remanufacture. Product development, materials acquisition, production, marketing, and transportation can all be positively effected by this category of sustainable improvements. Process optimization is a good term to define this broad category of economically efficient sustainable improvements. An example of this is Anheiser-Busch saving over two hundred million dollars a year by reducing the weight of their cans and long-neck bottles
. The Typhoon, a high performance color monitor produced by Phillips Electronics, N.S. at its Chupai, Taiwan plant, requires 35% less production time in manufacturing than a conventional monitor due to a 42 % reduction of material and components achieved through an environmental design process
.
4. Reduced energy costs: While this category could be included in reduced operating costs, the benefits and ways to achieve them are so numerous that it can also stand alone. Recent new technologies and practices have allowed both buildings and machinery to dramatically reduce their energy requirements. Variable speed drives, energy efficient lamps and ballasts, daylighting, energy efficient and/or reflective roofing, building envelope improvements, personal workstation controls, Energystar® electronic equipment and appliances, energy efficient windows, and many other technologies are available to improve the energy efficiency and reduce the costs of business operations. Examples abound of businesses reaping large and fast rewards from their energy-saving initiatives. Dow Chemicals US’s operations in Louisiana averaged a return of 204 percent on investments in energy-saving projects between 1981 and 1993
. The City of Portland, Oregon’s Department of Environmental Services is saving the city $615,000 a year from energy improvements
. IBM saved $27 million in 1997 through its extensive energy conservation program, mostly focusing on energy-efficient manufacturing technologies
. 
5. Enhanced worker productivity and morale: Improving the energy efficiency and reducing the amount of toxic materials in a building or facility can vastly enhance the performance of a business’s workers inside that space. Increased access to natural light, greater ability to control temperature and air circulation, less exposure to toxic chemicals, and greater ergonomic comfort can increase worker productivity by up to 16%, as documented in the West Bend Insurance study
. Even a smaller increase in employee productivity can bring great economic gains to a business, as employee salaries consume 92% of the average life-cycle costs of an office building in the United States
. A study of 29 professional firms in 15 countries indicated that raising employee satisfaction by 20% can increase financial performance by more than 40%

Many of the socially responsible aspects of sustainable business improvements can positively impact worker productivity. Employee education; encouraging employee input; providing equal opportunities, a living wage, and freedom of association and organization will all result in more satisfied workers that will be more productive.

Other ways in which sustainable improvements can improve productivity include employees being encouraged and motivated by the sustainability commitment of their employer, and other sustainable improvements than those taking place inside facilities where worker exposure to hazardous substances is decreased.


6. Greater asset retention: Several companies have became pioneers in demonstrating the potential ability of recapturing the value of the assets imbedded in their products by leasing them rather than selling them, which can also been described as moving from a product focus to a service focus. This can actually increase the profits of a company while selling fewer products. Rather than providing a product that the customer will hopefully be able to use to derive the desired service, companies can provide the desired service in the most efficient way possible, share as much of the resultant savings as necessary to compete, and still reap enormous financial benefits. The environmental benefits would also be huge, as manufacturers would keep life-cycle responsibility for the product, and therefore be motivated to reduce the life-cycle impacts. An example of this new concept is the Interface Service Agreement, where flooring can be leased rather than purchased. Interface releases or recycles the carpet at the end of the lease period. Another example is that some heating firms in France are now selling “warmth” rather than raw energy in the form of oil, gas, or electricity. How they achieve this contracted level of warmth to their clients’ offices or homes is up to them, and they are free to pursue the least costly and environmentally harmful method
.

7. Improved risk management: Businesses can greatly reduce the fines, legal costs, and judgments they face with sustainable improvements. Companies with strong environmental policies or management systems also reduce the risk of an environmental disaster and the enormous costs associated with cleaning up such a disaster. In an ICF Kaiser study of 330 companies within the S&P 500, the main reasons why the companies experience an increase in stock value and a reduction in cost of capital is because their risk profile as measured by Beta (a measure of sensitivity of stock used by analysts) goes down. The study finds that in the case of the 330 companies analyzed, a 50% improvement in environmental management systems and environmental performance results in a decrease of Beta by 13.2%
. There are many other similar studies and rankings of companies on their increase in value correlating with improved environmental risk management.

Businesses with strong employee and community relations policies are also reduced risk investments. These sorts of policies and practices can reduce the risk of a strike, labor law violations, boycott, or workman’s compensation claims. Any of these results of unsustainable employee and community relations policies can be extremely costly to companies.


8. Reduced insurance costs: Sustainable improvements not only benefit in reduced risk perception by investors, but also by insurers. One of the factors an insurer needs to look into while determining the premium for a company is the likelihood of that company being responsible for an environmental disaster with extensive mitigation costs, or a legal judgment with heavy fines or remediation costs imposed. An established environmental policy and/or management system lessens this risk in the eyes of insurers. Strong social programs of employee relations and community involvement reduce risks of a boycott or employee strike. This can result in the lowering of premiums. An example is French insurer Axa reducing the insurance premiums for the car manufacturer Renault because they made improvements in emissions controls and measurement.


9. Reduced product development cycles and time to market: Sustainable improvements can reveal other opportunities for streamlining and even eliminating process elements and maintenance requirements. They can also ease the permitting and licensing process when bringing a new product into the market. This time saved in product development can be extremely valuable, as different companies are often competing to bring a similar product into the market first. An example of this principle in action is a Harvard Business School case study reporting that a vending equipment manufacturer practiced design for environment (dfe), specifically focusing on simplicity and fewer materials, and cut the number of parts in one product from 241 to 101, thereby reducing assembly time from 76 to 27 minutes
.  

10. Increased community support: A business can win critical community support for a new project, facility or plant when it reveals its environmentally and socially friendly management system or plan. Examples of increased community support abound in the development industry, with one being the environmentally sensitive restoration of the Denver Dry Goods building in downtown Denver, which garnered enormous community support that helped the developers obtain financing and approvals for this mixed-use, adaptive reuse of a historic building
.

Businesses are realizing the importance of gaining the support of communities and other stakeholders and responding by issuing public reports detailing their commitments to sustainability. 487 companies published corporate sustainability reports in 2001, up from 194 in 1995 and 7 in 1990


11. Improve supplier and purchaser relationships: Businesses can work with their suppliers to save costs and reduce risks, and suppliers can work with their purchasers to develop systems to reduce environmental and social impacts while maximizing cost efficiency.  Perrigo, the nation's largest manufacturer of over-the-counter (non-prescription) pharmaceutical and nutritional products for the store brand and contract manufacturing markets, has financial incentives for its suppliers to reduce the quantities of chemicals supplied. The company shares the cost savings resulting from decreased chemical purchases with the chemical suppliers
. Strongly connecting to the previous category of reduced time to market, a 1996 American Management Association publication estimated that effective collaboration with suppliers can cut time to market by 25%
.

12. Win new supply contracts: It is possible to win supply contracts with other companies by implementing sustainable improvements. Many major companies require their suppliers to have environmental management systems in place or be ISO 14000 certified (the International Organization for Standardization’s certification of environmental management systems). An example of this is: Xerox Corporation imposing 5 environmental requirements upon its suppliers in order to “advance our ability to manage environmental impacts across the entire product life cycle”
. Canon evaluates its purchases based upon its internal 1997 Green Procurement Standards, which rates potential suppliers’ environmental structure through 35 parameters in 7 categories and 28 product-specific parameters in 11 categories
. The Cooperative Bank reviewed the social acceptability of 143 finance investments in 2002, and rejected 41, foregoing over 8 million dollars in annualized gross income
  Other examples include recent moves by major corporations such as Kinko’s and The Home Depot to eliminate the purchase of wood and paper products produced from old-growth forests.
13. Increase market share: Businesses can increase their market share by making their sustainable improvements known to environmentally and socially conscious “green” consumers. Some consumers are even willing to pay more for these environmental or social products. Examples would be the rise of the organic food and fair trade markets. While these markets have grown exponentially recently, they are still only a small niche market that represents a small segment of the overall market. However, environmental and social goods that can be sold at the same prices as conventional goods appeal to a large percentage of the market if these characteristics are made known to the general public. Positive sustainability attributes can be a strong form of product differentiation, especially in markets such as cleaning products, where it is hard for consumers to differentiate between brands and products. While many major companies, such as Sony, Volvo, Ben and Jerry’s, Patagonia, and Canon have used their sustainability commitment to differentiate their product and documented an increase in sales
, the direct correlation has not yet been proven. Many companies do cite consumer surveys which demonstrate strong consumer interest in environmentally and socially friendly products, such as a 2000 Co-operative bank study which found that 60% of consumers look for products with ethical qualities
. According to an August 2003 poll for American Demographics magazine, 70 percent of Americans say they are more likely to buy a product if the company that makes it is known to implement environmentally friendly practices in its operations
.  Recent Roper reports have estimated that this number of “green” consumers is even higher
. A 1998 study estimated the market for environmentally and socially friendly goods at over 200 Billion dollars
. 
While positive sustainability attributes can improve the sales of a company or a product, negative characteristics or an environmental disaster can have strong negative effects on a company’s sales and profits. A reputation survey carried out in 2000 found that the reputation of Exxon had still not risen back to where it was before the Valdez oil spill of over a decade ago
. Boycotts resulting from a company’s environmental or social problems have resulted in those problems being addressed and occasionally major processes being changed after strong negative sales impacts. An example of how boycotts are feared is Mattel recently announcing a major extension of their inspection programs of suppliers. They say that while this increase in inspections is very expensive, these costs are small compared with the effects of even a minor boycott before Christmas
.  
In Conclusion
While businesses are making sustainable improvements and commitments at an unprecedented level, they are still far from being a sustainable facet of society. The vast majority of environmental degradation is a result of business action, or consumers using business products. While businesses need to be educated about the necessity for sustainable improvements and their economic benefits, consumers also need to be educated about the importance of purchasing green products as much as possible. This will help to further the cause of green marketing and reward companies with a larger share of the market for their sustainability commitments. 
Economies of scale need to be taken into consideration as well. Many of the new technologies, products, and even concepts with which businesses can make sustainable improvements have recently been developed, and more are being developed constantly. As more businesses adopt these technologies and products, they will decrease in price and the economic benefits of sustainable improvements will increase. However, consumers will still remember the companies on the cutting edge that were the first to adopt these new technologies that lessened their demands on the environment.
Another major concern is the lack of sustainable improvements and commitments made by some small businesses. As was mentioned earlier, 75% of the Fortune 500 companies have an environmental business policy, and many other large companies have also adopted these policies. They are under so much more consumer scrutiny along with regulatory pressure and have so many more resources than smaller companies that this is understandable. Hopefully this brief introduction to the business case will encourage some small as well as large businesses to make sustainable improvements.
For more information and resources please contact: Alec Foster, Sustainable Sarasota afoster@scgov.net 
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