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Increasing amounts of attention are given to a firm’s environmental performance, since this can affect a firm’s credit worthiness, its insurance costs and its reputation.  This means that firms increasingly consider environmental impacts in their business plans.  There is some evidence that if a firm properly manages its environmental system it can obtain a competitive advantage.  Porter and Van der Linde (1995) and Dean and Brown (1995) suggest that firms gain a competitive advantage by identifying innovations that allow them to reduce costs and by reducing the rate of new firm entry. Klassen and Whybark (1999), Dec Sci and 1999 AMJ) report some evidence that managers’ awareness that their environmental management system can be a source of competitive advantage is increasing.  In addition they state that additional benefits are gained from the learning curve effect which states that the comps of compliance decrease with time. Shrivastava (1995) reported that environmental systems could make rapid change in the costs of production possible.  Florida (1996) reported that innovative firms which adopt advanced manufacturing techniques get improved productivity and environmental performance.  

An increasing number of firms are seeking to register their Environmental Management System (EMS) to the ISO 14001 standard.  Since ISO 14001 is focused on formal procedures within the organization and not on the total or relative reduction of environmental impacts, this registration does not necessarily mean that the firm will gain a competitive advantage.

This paper proposes that if properly introduced, implemented and managed, ISO 14001 can be a source of competitive advantage for the firm.  Further, if integrated throughout the entire supply chain it can be a source of advantage to all members of the supply chain.  We argue that some firms will implement ISO 14001 in such a way that they obtain more improvement in their processes than other firms implementing ISO 14001.

The proposition that introducing a formal EMS leads to improved firm performance was suggested by Letmathe (XXXX).  Letmathe found that European firms which implemented EMAS before the ISO 14001 standard was introduced reduced their costs of production. 

Research Question

In this paper we explore the conditions under which registration to ISO 14001 would lead to reduced environmental impacts and reduced costs.  Understanding these issues potentially offers insights in to the rationale of some supply chain leaders such as Ford Motor company are requiring their suppliers to be registered.  If the requirement to register to ISO 14001 spreads from the tier 1 suppliers to those lower in the supply chain in a manner similar to that which occurred with ISO 9000 quality management standards, it is even more important to understand which aspects of ISO 14001 lead to decreased costs.

This paper investigates whether managers who are implementing ISO 14001 are consciously seeking competitive advantage through cost reductions.  Secondly, this paper investigates whether firms are consciously using the tools they have implemented with total quality management to manage their environmental efforts.

Experience with firms introducing formal Environmental Management Systems in Europe to comply with EMAS suggests that all firms do not initially seek the same type of competitive advantage by introducing an EMS.  Many firms introducing EMAS report that initially they perceived three different routes to obtaining a competitive advantage as illustrated in Figure 1.  Managers thought that certification would create a marketing advantage for their ‘green’ products.  Second, managers thought that formal certification would reduce their liability costs and make it easier for them to defend their environmental record in court since the firm could present unbiased witnesses to the effectiveness of their system.  Finally some managers thought that their firm would improve its supply chain communications.  However after obtaining certification, most managers found that certification had not increased their competitiveness due to any of the expected reasons.  While implementing a formal EMS did improve competitiveness, it was because the EMS reduced resource waste, increased productivity and employee satisfaction, reduced liability costs and improved supply chain management practices.  In addition, those managers who achieved the largest cost reductions also implemented environmental cost accounting systems and had high levels of employee involvement (Letmathe, XXXX).

Two key differences in the expectations and the actual accomplishments are important to note.  It is possible that implementing a formal EMS using a high level of employee involvement reduces resource waste more than implementation without employee involvement.  Second it is probable that firms which have an environmental accounting system reduce resource waste more than firms without an environmental costing system.  It is likely that high employee involvement leads to better results because it is the employees who are the process experts and have the most intimate knowledge of where there may be resource waste.  Second, by involving the employees in the planning, the employees become committed to implementing the environmental management system.  The cost accounting system leads to decreased resource usage because the resources are costed appropriately and the information about resource used is given back to the employees.  This helps to create an understanding of how resource usage influences profitability.

Since most firms that are implementing a formal EMS already have a formal quality management system in place based on ISO 9000, it is likely they will use this as a base for the involvement of the workers in the implementation of the formal EMS.  This means that they understand how to implement a formal management system and it suggests that he firm has already obtained a high level of employee involvement in the process.  

The next section of the paper will briefly explain a Environmental Cost Accounting System and then explain the requirements of ISO 14001.  The sections after that will explain the expectations for group involvement in the implementation of the ISO 14001 system in a firm.

Structure of ISO 14001

The overall goal of the ISO 14001 standard is to provide organizations with the basic elements of a formal EMS. The ISO 14001 standard has five structural elements. which are illustrated in Figure 2.  The first element of the standard is the ‘Environmental Policy.’  According to the ISO 14001 standard, the environmental policy is a “statement by the organization of its intentions and principles in relation to its overall environmental performance."  The policy creates a framework for the firm to set its environmental objectives and targets.

The second element of the ISO 14001 standard, ‘Planning,’ includes procedures to identify and control the firm’s environmental aspects which must be addressed in the firm's objectives and targets. Definition of achievable objectives and measures is an extremely difficult challenge, which requires excellent knowledge about the current process. This requires some expertise in cost accounting.

The third element of ISO 14001, ‘Implementation and Operation,’ has seven sections, which are briefly discussed below.  Section 1 defines the structure of the EMS including responsibility for each environmental aspect.  Section 2 requires a training plan for all members of the organization, including emergency preparedness.  Section 3 establishes and maintains procedures for communications with internal and external stakeholders.  Section 4 identifies how the EMS will be documented.  Section 5 states how the documentation will be reviewed.  Section 6 concerns operational control.  This requires that there are established and documented procedures that comply with the organization’s policy, objectives and targets.  Finally, section 7 identifies the needs and plans for emergency preparedness.

In the fourth element of ISO 14001, ‘Checking and Corrective Action,’ the firm gives its procedures to identify nonconformances with the plan and techniques to be used to eliminate nonconformances.  The fifth element of ISO 14001, ‘Management Review,’ requires that the firm’s top management review the whole EMS regularly to ensure that it is suitable, adequate and effective.

The entire paper will be furnished at the conference.



















































