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Sustainability: What does it mean for Business?

Introduction

Awareness of the sustainability challenge facingitesses, and of the related business
opportunity, is still low, though the recent canfation of human-generated climate change has
led to significant progress in both awareness amef@rmination to act.

The author recently completed a document thatgalath a narrative, annotates over 350
references as well as more than 100 news repatftsraaddition to government sites, over 50
web sites related to this subject. An overwhelnpraportion of the references dates from the
last few years.

Besides the obvious anchor in the business pergpeatherever possible the selection of
references and the annotations sought out whatiped to small and medium-sized enterprises
(SMEs). Canadian data, if any, were always noftk agricultural sector was not covered nor
were sources in languages other than English.

This paper summarizes the main findings and prewdiated key references. A few suggestions
for future research are at the end.

Main findings

The global picture

» By the best evidence, climate change is only plaat more widespread degradation of the
planet’s ecosystems on which all life — and busheslepends.

* Mitigation opens manifold opportunities for newsimesses to spring up.

KEY REFERENCES

+  World Resources Institute, Synthesis, Millennium Ecosystem Assessment, 2005, 137 pp.

+  World Resources Institute, Opportunities & Challenges for Business & Industry, 2005, 32 pp.

+ Nicholas Stern, “The Economics of Climate Change,” American Economic Review: Papers and Proceedings 2008, vol. 98,
no. 2 (May 2008), pp. 1-37.

«  Vattenfall, Climate Map 2030, 2007, 28 pp.

+  SustainAbility Ltd., Raising Our Game - Can We Sustain Globalization?, 2007, London, U.K., 70 pp.

*  Michael D. Lemonick, “Top 10 Myths about Sustainability,” Scientific American Earth 3.0, March 2009, pp. 40-45.
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Business conduct

Where can businesses that want to adopt more sabtaipractices turn for guidance? There are
many general frameworks and guides to choose fikatyral Capitalism and The Natural Step
among them. The work of Lynn Johannson for botha@gn and international audiences stands
out as an excellent guide expressly applicablenallsand very small businesses. Further
guidance can be obtained from writings on eco-efficy, standards, and environmental
management systems (EMSs). An important futurergis that, whether through cap-and-trade
or as a carbon tax, or both, carbon and other gmeese gas emissions will soon carry a price.

* Triple-bottom-line thinking (Environmental, Sogi@conomic) and adoption of some form
of EMS is applicable to all manner and every sizbusiness. A large OECD survey finds
that formal EMSs become more attractive the latigerfirm, if the firm is profitable, and if
there is effective regulation.

* From areview of initiatives, progress reportslscand analyses spanning 20 industry
sectors’ one may conclude that, in many instances, anglitep of very large corporations
is the most advanced in integrating triple-bottene-thinking into its decision making. This
will affect smaller firms if they are part of thamply chain to these large firms.

KEY REFERENCES

»  Karl-Henrik Robért et al., “Strategic Sustainable Development - Selection, Design and Synergy of Applied Tools,” Journal of
Cleaner Production, Vol.10 (2002), pp. 197-214.

«  Lynn Johannson, Handbook on Green Productivity, Green Productivity Program, Asian Productivity Organization, January
2005, pages not continuously numbered. Also Greening on the Go - A Pocket Guide to Green Productivity, 86 pp. +
Annexes. Ref. www.apo-tokyo.org .

»  Lynn Johannson, Going for the Green — A Manufacturer's Guide to Lean and Green, 2007, 64 pp.

*  NEW: Eureka Exchange web site http://www.goingforthegreen.net/eureka_exchange.html - to be launched March 20, 2010.

«  Eco-mapping, Brussels, Belgium - ref. www.ecomapping.org/en/index.html .

«  NEW: SME Sustainability Roadmap, on Industry Canada’s CSR web site, at
http://www.ic.gc.caleic/site/csr-rse.nsfleng/h_rs00174.html .

«  World Resources Institute, World Business Council for Sustainable Development, and Meridian Institute, The Corporate
Ecosystem Services Review — Guidelines for Identifying Business Risks and Opportunities Arising from Ecosystem
Change - Version 1.0, March 2008, 40 pp.

*  Julien Labonne, A comparative Analysis of the Environmental Management, Performance and Innovation of SMEs and
Larger Firms, for the European Commission, Directorate-General Environment, Final report, 31 August 2006, CL
Conseil, Saint Michel Sur Orge, France, 44 pp.

+  Nick Johnstone, editor, Environmental Policy and Corporate Behaviour, Edward Elgar & OECD, 2007, 269 pp. ,
chapters 1,2 and 7.

«  Stratos, Sustainability Integration into Business Processes — A Study of Leading Canadian and International Companies,
July 2007, 31 pp. + case studies.

*  Jack Mintz and Nancy Olewiler, A Simple Approach for Bettering the Environment and the Economy: Restructuring the
Federal Fuel Excise Tax, Sustainable Prosperity, April 2008, 32 pp.
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The business case

Is sustainable behaviour profitable? Surprisirigly studies were found that offer a rigorous
answer to the question, though a majority do catelinat it pays to be green or sustainable.

* The resource theory of the firm, which explainsfpability as a function of firm attributes in
the context of external conditions, appears bestqal to identify winners and losers.

* However, the general case that it pays to be fgie&s long been made. The current need is
for development of solid metrics for corporate aggilons of sustainability initiatives.

KEY REFERENCES

+  Peter M. Clarkson, Li Yue, Gordon D. Richardson and Florin P. Vasvari, “Does it really pay to be green? Determinants and
Consequences of Proactive Environmental Strategies”. November 2006, 41 pp. Best Paper Award at the 2006
Administrative Sciences Association of Canada (ASAC) Conference. An October 19, 2006 version is available at
http://kcjd.shufe.edu.cn/News/UploadFiles/news/news-2007-5-23-001.pdf .

«  Michael V. Russo and Paul A. Fouts, “A Resource-Based Perspective on Corporate Environmental Performance and
Profitability,” Academy of Management Journal, Vol. 40, No. 3, 1997, pp. 534-559.

«  Joshua Daniel Margolis and James Patrick Walsh, People and Profits? The Search for a Link Between a Company’s Social
and Financial Performance, Lawrence Erlbaum Associates, Mahwah, N.J. and London, 2001, 154 pp.

«  John Peloza and Ron Yachnin, Valuing Business Sustainability: A Systematic Review, November 2008, 30 pp. Available at
http://www.nbs.net/KnowledgeDetails.aspx?Id=3b608aec-45cc-4833-9b6f-92ec5a4032ce .

Corporate Social Responsibility (CSR)

The main drivers for adopting CSR, and reportingtoappear to be the presence of regulation,
risk management or risk reduction, motivating erpeés, the rise of ethical consumerism, brand
reputation management, and pressure from the Rsp@investment community. By last
count, about 100 firms in Canada produced sustgityaieports.

* While the practice is spreading, triple-bottomelireporting is still long from being
mainstream, especially in North America.

* There is a close correlation between good reppdind good ‘ESG’ (environmental, social,
& governance) performance.

KEY REFERENCES

+ International Institute for Sustainable Development, Corporate Social Responsibility — An Implementation Guide for
Business, Paul Hohnen (author) and Jason Potts (editor), 2007, 115 pp.

+  Peter M. Clarkson, Yue Li, Gordon D. Richardson and Florin P. Vasvari, “Revisiting the relation between environmental
performance and environmental disclosure: An empirical analysis,” Accounting, Organizations and Society, vol. 33,
nos. 4-5 (May-July 2008), pp. 303-327.
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«  Ethical Investment Research Services (EIRIS), The state of responsible business: Global corporate response to
environmental, social and governance (ESG) challenges, September 2007, 96 pp.

Stock market returns

Does the stock market reward sustainable behavibupbrtant contexts for this question are the
duty to disclose and the interpretation of fidugiduty.

It would seem that corporations probably shoustidise more than they do, and that
investment advisors must at least consider suam-fimancial’ information.

» Fifteen recent studies were selected that exathmeelationship between some measure of
sustainable behaviour and stock prices. Withgust exception, each in its own way points
to a positive relationship between sustainabiléggf@grmance and stock market returns.
Several recent and older review studies confirmmalarly strong trend. One study finds
that, in the recent downturn, firms included in twell-known Sustainability portfolios did
better than average.

* It would appear, therefore, that theraisustainability premium: Companies that scoré wel
on ESG factors produce higher Total Returns.

* Responsible Investment practices have evolved fregative screening initially, to selection
of best-in-class, to constructive engagement vatlividual firms.

* Inthe financial industry as a whole, considemaid ESG factors is increasing but is not yet a
mainstream practice. In fact, short-termism se&nigve gained more ground recently.
(Short-termism, and the obsession with quartentgiags, is an ailment well beyond the
realm of sustainability-sensitive investment praasi)

KEY REFERENCES

«  Freshfields Bruckhaus Deringer, A legal framework for the integration of environmental, social and governance issues into
institutional investment, produced for the Asset Management Working Group, UNEP Finance Initiative, October 2005,
154 pp.

+  Canadian Institute of Chartered Accountants, MD&A Disclosure about the Financial Impact of Climate Change and other
Environmental Issues — Discussion Brief, Canadian Performance Reporting Board, 14 October 2005, 21 pp.

+  Jeroen Derwall, Nadja Guenster, Rob Bauer, and Kees Koedijk, “The Eco-Efficiency Premium Puzzle,” Financial
Analysts Journal, vol. 61, no. 2 (2005), pp. 51-63.

+  Robert Repetto and Duncan Austin, Pure Profit: The Financial Implications of Environmental Performance, World Resources
Institute, Washington, D.C., 2000, 59 pp.

«  Daniel Mahler, Jeremy Barker, Louis Besland, and Otto Schulz, ‘Green’ Winners — The performance of sustainability-
focused companies during the financial crisis, AT Kearney, 2009, 4 pp.

+  Alfred Rappaport, “The Economics of Short-Term Performance Obsession,” Financial Analysts Journal, vol. 61 no. 3 (2005),
pp. 65-79.

«  Marathon Club, Guidance Note for Long-Term Investing, Spring 2007, 36 pp.
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The role of governments

Scholars in both Canada and Australia have caltegovernments to engage in ‘new thinking’
in response to the sustainability imperative. Alson Australia comes a rare analysis of what
works and what doesn’t in environmental regulabb®SMEs. Governments and others spend
much effort on measuring progress. The Europeaarimas produced a report that identifies
best practices in encouraging SMEs to adopt arr@mviental management system.

» Governments are indispensable partners if busises® to succeed in becoming more
sustainable.

» Government leadership is particularly indicategiareling policies on Sustainable
Consumption and Production.

* The OECD’s Key Environmental Indicators are imgres in combining fact with measuring
issues, policy challenges, trends, etc.

* Here is a possible taxonomy of the role of goveents in helping businesses to become
more sustainable:
1- establish framework conditions through lawsutagions and creation of institutions;
2- adopt policies, including fiscal policies andption of international treaties;
3- provide incentives or subsidies;
4- provide information (including technical assista) and support information networks
and partnerships;
5- support research and research networks; and
6- support pre-commercial pilot projects.

KEY REFERENCES

«  Ann Dale, in collaboration with S.B. Hill, At the Edge: Sustainable Development in the 21 Century, UBC Press, Vancouver,
2001, 184 pp. + References and Index.

«  Karlson ‘Charlie’ Hargroves and Michael H. Smith (editors), The Natural Advantage of Nations: Business Opportunities and
Governance in the 21 Century, Earthscan, London, UK, 2005, 460 pp. + Notes, References and Index.

«  Neil Gunningham and Darren Sinclair, Leaders & Laggards — Next-Generation Environmental Regulation, Greenleaf
Publishing, 2002, 204 pp. + Bibliography and Index.

+  UNEP, Planning for Change — Guidelines for National Programmes on Sustainable Consumption and Production, 2008,
106 pp.

«  Lisa Segnestam, Indicators of Environmental and Sustainable Development — Theories and Practical Experience, World
Bank Environmental Economics Series, Paper No. 89, December 2002, 61 pp.

«  OECD, Key Environmental Indicators, OECD Environmental Directorate, Paris, 2008, 36 pp. Available at
http://www.oecd.org/dataoecd/20/40/37551205.pdf .

«  Commission of the European Communities, Public policy initiatives to promote the uptake of environmental management
systems in small and medium-sized enterprises, Final Report of the Best Project Expert Group, Enterprise Directorate-
General, January 2004, 105 pp.
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Future research
Three gaps in our knowledge stand out, suggesbttengial topics for future research:

1- The relevance and feasibility of high-quality urstry-specific standards such as are
established in chemicals and mining — standardsatieebinding on the majors — for the
several thousand smaller firms that populate tirehestries but are not members of the
association of majors.

2- Carefully constructed backcasting studies of Besjble Investment performance that are
transparently reported.

3- The employment implications of a 'green’ economy.

In addition, as noted, there is a need to devetmeilly accepted metrics for corporate
initiatives in support of greater sustainabilifjhese would undoubtedly lead to better reporting,
which in turn would be welcomed by security regoitat(ref. OSC, Staff Notice 51-716, 27
February 2008).

Endnotes

1. An earlier version of this paper has been aeckfar the Summer Conference 2010 of the
Ontario International Development Agency at LausantJniversity in Sudbury (22-25 June).

2. The work was performed for the Small Businesscl@ranch (as it was then called, now
the Small Business and Tourism Branch), Small Bassrand Marketplace Services Sector,
Industry Canada. The full text and illustratioms available ahttp://web.ncf.ca/ct976/ Paper
copies, bound and tabbed, are available at co6t83+ postage). All opinions expressed are
his own and should not be understood as represggthiise of the Branch or of the Government
of Canada. The author may be contacted via thesiteb

3. The industries reviewed are: chemicals, bankimgbased products and technologies,
cement, construction, electricity utilities, fodmbverage and consumer products, forest products,
information and communications technology, insueamsanufacturing, mining, mobility, ports,
postal services, railways, steel, tires, tourisna @anyl.



