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TURNING PRESSURE INTO POSSIBILITY

Green Keys to Unlock
Competitive Advantage

By PASCUAL BERRONE

hen former Wal-Mart CEO

Lee Scott announced that the

big-box retailer wanted to

becomeagood steward for the
environment, a collective snort could be heard
acrosstheland. Could the ubiquitous behemoth
accused of paving over acres of American
landscape, sucking energy 24/7 and forcingmore
people into cars to access their out-of-town
locations really be going green? Apparently so.
Withbold targetstoincrease fuel efficiencyinits
truck fleet, reduce greenhouse gases and energy
use, and cut waste over the next several years,
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“Wal-Mart is undergoing a transformation,”
insisted Scott, “and it’s real.”

Addressing the topic of 21st century
leadership, Scott cast his vision of the company
of the future: “Imagine your customers pulling
into your parking lot, and seeing wind turbines
and solar panels, and being able to charge their
cars while they shop.” Imagine, indeed. Scott
said his companyfinally saw the light afterayear
of talks with employees, suppliers, critics and
customers, which proved to him how, instead of
getting caught on the back foot, Wal-Mart could
be making strides ahead. His successor, Mike
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Duke, has pledged to accelerate and broaden
Wal-Mart’s sustainability efforts.

United Parcel Service (UPS), a business
built on crisscrossing the country delivering
packages, is also making turns for the better —
quite literally. Apparently, right turns use less
gas, and the company has estimated that it can
save millions of gallons of fuel a year, not to
mention cutting carbon emissions, simply by
using a specially developed software program
that anticipates the best routes for drivers
involving the fewest number of left-hand
turns. Along with paperless invoices and hybrid
electricvehicles, UPSis eager todemonstrate to
its stakeholdersthatitis “striving for the highest
operational efficiencies and minimizing impact
to the environment.” In the words of its annual
corporate sustainability report, “business
success depends upon balancing economic,
social and environmental objectives.”

Everywhere you turn, there is mounting
pressure to go green. The hotly debated Kyoto
Protocol, an addendum to the United Nations
Framework Convention on Climate Change
(UNFCCC) agreed on over a decade ago, has
turned talk of reducing greenhouse gas emis-
sionsintoalegallybindingrealityfor developed
countries. With negotiations due to be finalized
in Copenhagenin December 2009, international
action on the environment will take center stage
foryearstocome.It’stop of the political agenda,
and by default, should be top of any boardroom
agenda, too.

Bigbusiness, at times, seems to be listening,
comingupwithinnovative waysto curbcontam-
ination. Yet, despite the good intentions, many
industries continue to pollute - petrochem-
icals, oil, gas, steel and mining immediately
spring to mind.

What is it that makes some companies
comply? Is it external pressure - international
protocols from Kyoto to Copenhagen, investors
discounting share prices of companies poorly
positioned to compete in a warming world,
consumers considering a company’s environ-
mental record before purchasing products —that
backscompaniesintoacorner? Orisitaninstinct
that arises from within companies — managers
reviewing their operations in light of higher raw
material and energy costs, for example — which
makesthemhatchresourcestoboostthe bottom
line and inspires them to find better ways of
running their business?

Yes is the answer to both questions. In a
carbon-constrained future, companies that
manage their exposure to environmental risks,

& EXECUTIVE SUMMARY

By studying polluting industries in the United
States, IESE Prof. Pascual Berrone discovers a
better way of engaging with the growing green
movement. Managers need to take a hybrid
approach: paying attention to external influ-
ences, while also looking inside the company'’s
own resources for inspiration. This powerful
combination grants social legitimacy, affects
company performance and will set you apart
from the rest.

while at the same time seeking new oppor-
tunities for profit, will generate competitive
advantage over rivals.

Feeling the Pressure

Companies, especiallypolluting ones, are feeling
the pressure, and executives would do well to
start prioritizing environmental concerns now.

Itisamanager’sresponsibility to coordinate
the constellation of competitive and cooperative
interests that vie for attention, and outperform
rivals. Of course, there is the obvious demand by
shareholders for sustainable profits. But other
stakeholders make a variety of claims that also
demand aresponse from the firm.

Customers demand eco-friendly products
and services, suppliers want clean logistics,
governments pass laws to enforce compliance
with regulations and NGOs lobby for reducing
our environmental footprint. The manager
is responsible for the supervision of all these
claims, and if the firm responds in a positive and
timely manner, it can actually benefit from the
pressures onit.

For instance, customers may claim longer
periods for warranties, resulting in returns
and repair activities. Recycling may satisfy an
NGO’s demand for responsible environmental
behavior. Putting in place an effective Environ-
mental Management System (EMS) that meets
internationally accepted ISO 14001 standards
satisfies government regulations. The share-
holders’ profit maximization goal requires cost
control and increased profit, which may be
obtained through the process of implementing
the other activities: handling recalls, reusing
material and preventing costly pollution. These
examples help to illustrate how external forces
can encourage innovation (see Figure1).

This concept - that external forces play an
importantroleinshaping organizational activity
that fosters innovation - is known as institu-
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tional theory, and it operates on the principle
oflegitimacy. The other theoretical approach to
environmental issues is known as the resource-
based view (RBV) of the company. This draws
upon internal resources as a source of compet-
itive advantage. Let’s take a closer look at each.

Institutional Theory
The Exxon Valdez oil spill is a good example of
institutional theory at work. In 1989, the Exxon
Valdez supertanker hit areef, spilling 11 million
gallons of crude oilinto Alaskan waters in one of
the worst maritime environmental disasters in
history. The infamous slick, which still plagues
Alaska’s fisheries, resulted in Exxon paying bil-
lions of dollars in criminal fines, cleanup costs
and compensation. Amid accusations that the
ship’s captain had acted negligently, the inci-
denttarred the company’sreputation-somuch
so that a Fortune magazine poll a year after the
accident found that 41 percent of Americans
were still angry enough to say they would seri-
ously consider boycotting the company. In the
wake of the mess, Exxon felt great pressure from
all sides. Its managers had no choice but to re-
spond and take action to clean up the spill. This
is the crux of institutional theory: a firm faces
considerable pressure to which managers are
forced torespond.
Institutionaltheoryhasbeenused extensively
inenvironmental management. Because of their
impact on the natural environment and society,
companies tendtobe scrutinized more intensely
by stakeholders such as the government, media,
consumers and activists. Society is growing
more environmentally aware and more prone to
pounce on organizational wrongdoing. Under
ever-present public scrutiny and the threat
of lawsuits, institutional theory predicts that
companies cangainsociallegitimacybyreducing
their impact on the environment and exhibiting
good environmental performance. Pacific Gas
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and Electric is a good case in point of this (see
“PG&E: From No Comment to Green Talk”).

As organizations conform to the prevailing
rulesand belief systems of societyfor the sake of
their own survival, theyinvariably come toadopt
similar structures, strategies and processes. This
phenomenon, when external forces collude to
make companies more alike, is called “organi-
zational isomorphism.” In other words, even
companies follow the leader. Companies
imitate the practices used by other organiza-
tions in order to reduce environmental uncer-
tainty and conform to social expectations. As a
result, companies gain social support and avoid
the pitfalls of “newness.” Clear examples of this
isomorphismin the environmental field can be
seeninthe highrate ofadoptionand diffusion of
voluntary standards like ISO 14001 norms.

Where institutional theory falls short is in
not directly addressing efficiency issues nor
the impact of strategies on performance, since
it explains the implementation of practices
without any obvious economic value. Managers
who only ever wait for unavoidable pressures
before acting are less likely to spawn genuine
innovation. Instead, theybecome mere copycats
or wait until the long arm of the law gets hold of
them and then pay the price.

A Resource-Based View
The opposite of institutional theory is the
resource-based view (RBV) of the company.
Under RBV, market success occurs when the
firm creates, develops and combines resources
and capabilities in such a way that rivals cannot
imitate them. Here the main challenges arise
frominsiderather than outside the organization.
When faced with this sort of pressure, managers
have more flexibility to choose an appropriate
strategy; theycantapintointernal resourcesand
capabilities with profit potential, such as their
people, property and capital, along with intan-
gible resources such as skills and know-how.

The profit, therefore, arises from the
uniqueness, scarcity and value of these innate
resources and capabilities, which are difficult
for rivals to obtain or duplicate. For this reason,
companies are able to generate above-normal
rates of return. To ensure that this competitive
advantage remains sustainable rather than
short-term, these resources must be heteroge-
neousinnature and non-transferable - meaning
they cannotbe perfectlyimitated or substituted
without great effort.

According to the resource-based view, com-
panies must have the power within themselves
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