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Analysis of corporate environmental responsibility
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Abstract: The haze weather reflects the heavy environmental cost in the rapid economic development of current China. In the process of production and management, enterprises should assume corresponding environmental responsibilities. As an international cosmetics brand giant, Bodyshop insists on green business philosophy in research and development, production, transportation, marketing and other aspects, and adheres to environmental protection. In contrast, the traditional papermaking enterprises have a low efficiency and high environmental costs in the production process, and they ignore corresponding environmental responsibilities that they should originally undertake. In view of these circumstances, the government is also an important driving force to promote corporates to implement their environmental responsibilities, and should urge enterprises to perform appropriate environmental responsibilities through approaches like tax breaks.
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I.Introduction
Since the market-oriented reforms, the economy of China has achieved remarkable achievement. China’s GDP has continued increasing at average annual 10% during the past 33 years. Along with the China Miracle was the further problem of shortage of natural resources, destruction of ecology and deterioration of environmental pollution. On the other hand, China’s per capita GDP has exceeded $5400, ranking in the middle-income countries. As income level rising, the demand on “luxury goods”, such as ecological interests, ecological products and ecological services has rapidly increased. It vividly reflects the contradictions that recent years the tides of local residents protesting against pollution were rising, while enterprises or projects were banned because of polluting. The frequent haze weather together with people’s strong appeal of environmental protection also added to the contradictions. 

The hot words raised in the eighteenth CPC National Congress ,which are full of vitality and hope, like “ecological civilization”, “five in one”, “green development”, “beautiful China”, have become the basic ideas and development path of China’s scientific development in the future.

Environmental protection is definitely the common basic requirement of all these hot words. Strategies and polices at the national level are ultimately carried out by enterprises and individual. Improving the ability of innovation and energy saving together with advocating green consumption pattern constitute the most basic content of environmental protection and construction of the “beautiful China”. Enterprises, especially those with anti-ecology characteristics such as the paper, textile, petrochemical industries, must endeavor to reduce resource consumption and pollutant emissions. Emerging industries should also improve their R&D on green technology, circular economy and low-carbon technology, provide our people with  all kinds of ecology-safe products. In their day-to-day operations, enterprises should not only pay attention to enhance their hard power of environmental protection in the whole process of production, but also penetrate the green concept into their band building and promotion work and advocate green consumption pattern to their consumers.

At the same time we should make it clear that a good environment itself does not have the direct, immediate, and only beneficiary. That is to say, both the environmental protection and related outcome benefit may take a long time, making it unable for the investing enterprises to gain immediate benefit or an immediate enhancement in their image and reputation. On the other hand the outcome benefit has a strong positive externality. These directly contribute to the problem that many enterprises choose to escape their social responsibility or even do harm to the interests of our society for they will choose to gain immediate profit at the cost of environment. However, it is neither realistic nor reasonable to require enterprises, which take gaining profit as their fundamental purpose, to sacrifice their economic interests for social responsibility. How enterprises find a balance between raising profit and taking their social responsibility, thus not making environmental protection reduced to a stunt, is a difficult question not only of long-term significant meaning but also short-term realistic request. This paper tries to give some indications of the answer by analyzing the cases of the world famous cosmetic enterprise BODY SHOP and a comparison with the domestic paper enterprise. We hope that readers could get their revelation of    the aforementioned question through the comparison between different countries and different industries.

II. Corporate environmental responsibility of Body Shop
    “Corporate social responsibility” is a word derived from Andrew Carnegie’s book named “the Gospel of Wealth” since 1899. After that, the social responsibility becomes one of the key measurements of the company’s value. Today, environmental pollution and ecological destruction hinder the development of economy, as well as the sustainable development of humanity. Consequently, it is a vital representative of social responsibility that whether a corporation can earn benefit and fulfill its environmental responsibility simultaneously. This part will discuss how a successful company manages to achieve the win-win situation of both environmental responsibility and benefit, based on Body Shop, a company was selected as a leading organization in the environmental field.

Idea of establishment

Body Shop International was established by Anita Roddick 1976, a natural soap and lotions company, in Brighton, UK. From the beginning of the establishment, the company have focused on the social responsibility. “To dedicate our business to the pursuit of social and environmental change” (Body Shop Website, 1997) is the mission statement of Body Shop. The company has exhibited behaviors reflecting corporate social responsibility mainly in the following fields: charitable donations, campaign against domestic violence, support of developing countries through trade and so on. Among them, the attention on environmental issues is the most important demonstration of Body Shop’s social actions.

General Barrier
A company truly fulfilling the environmental responsibility, needs to meet the requirements of each procedure: the selection of material, producing process and sale. But it faces with many obstacles concerning the cost and distribution of profit. The management of supply chain has been increasingly playing important role in lowering business’ environmental impact (Wycherley, 1999). It was recommended that all organizations should use encourage procurement in the supply chain to protect environment in the UK Round Table on the Sustainable Development. Body Shop, a leader among the green corporations, has accumulated a number of experiences, as well as the obstacles. Taking Body Shop as example, we will analyze the barriers in the process of greening supply management.

The investment on environmental facilities increases the supplier’s cost. Although the increased profit resulted from publicity of environmental conception, but there is difficult in distributing it between supplier and BSI. 

Supplier is self-beneficial and has no intention to suggest innovations of improvement.

There exists the uncertainty of consumer’s willingness and benefit of environmental production.

The negative reaction some suppliers experienced from companies further down the supply chain. Further down companies may be resistant to change the delivery process of raw materials. And the demand for material of Body Shop is limited to influence the whole chemical industry.

Environmental Strategy

In terms of above obstacles, Body Shop have applied following strategies to further push the environmental actions. And we will utilize economic principles to analyze it and propose further suggestions.

    Faced with Barrier 1, Body Shop chooses to establish long-term relationship with suppliers, making the supplier have confidence in the long-term revenue from the investment on environmental facilities. Meanwhile, Body Shop tries to help supplier reduce cost by the input of human capital, engaged in research and innovation of environmental technology.

Barrier 2 is resulted from the environmental technology spillover and the lack of motivation.Consequently, suppliers have the desire to take a free ride. The relationship between Supplier A and Supplier B is depicted in the Figure 1. The equilibrium of this game matrix is that: both of these two suppliers will refuse to invest on the environmental facilities.

	
	
	Supplier B
	

	
	
	invest
	Not invest

	Supplier A
	invest
	（-30，-30）
	（-30,100）

	
	Not invest
	（100，-30）
	（0,0）


                          Figure 1 the game matric of the suppliers
     Body Shop adapts actively resistance policy when necessary. Under this policy, supplier’s sale reduces from x to 0, resulting negative utility, assuming it is reduced to -50 from 0., if the suppliers refuse to invest. The new situation is described in Figure 2. In the new game matrix, the gain of invest or not are certain and relative to the other’s choice. As the conception of protecting environment is increasingly important, there will be more possibility that far-sighted suppliers choose to invest on environmental facilities. Based on the influence of Body Shop in cosmetic industry, its resistance stimulates suppliers’ investment.
	
	
	Supplier B
	

	
	
	invest
	Not invest

	Supplier A
	invest
	（-30，-30）
	（-30,100）

	
	Not invest
	（100，-30）
	（-50,-50）


           Figure 2 the game matric of the suppliers after Body Shop taking boycott measures
Barrier 3 is that environment production and ordinary production are alternative, while cost of environmental production is much higher. When the price of environmental production exceeds the expected price of a consumer with environmental conception, environmental production will lose its advantage and consumers will tend to choose ordinary production. An efficient solution to this problem is to reduce tax rate of environmental production，decreasing the cost of them and making them more competitive in market, shown in graph 1. Body Shop actively engaged in the donation for environmental organization, such as Green Peace, to call on government and people pay more attention to environment. It could help change the substitute rate of indifferent curve and reduce the tax rate of environmental production. In graph 3, with the reduced tax rate, the  new consumption combination is A*, instead of A, resulting in increased welfare of consumer and increased sale of environmental production.
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Graph 1 Influence on the consumption of green products of government adapting low tax rate on green products
 Obstacle 4 requires Body Shop and further down suppliers to negotiate, and mediate supplier plays an important role. In order to save cost of further down suppliers, Body Shop improves its recycle system of packing and product.  

Environmental contributions

   Above we discussed the barriers of greening supply chain Body Shop faced with and how BIS deals with the problems based on economic principles. However, Body Shop’s contribution on environmental protection is more than these. Some of them will be listed here.

Body Shop’s product is famous for it is “natural” and “not tested on animals”(Wheeler, 1994). Besides, the company maintain that animal testing is no longer needed since the development of alternative testing(Entine,1995).

 The company promoted the development of “green” packaging and redeemed the reuse container for a nickle to encourage customers to recycle (Mehegan, 1996).

3. To deal with the problem of waste water affluent, they became the first international cosmetic company installing a Living Water waste treatment system (Roderick, 1993)

    Above all, Body Shop, a representative of corporate social responsibility, demonstrates the struggle of environmental actions in a complex global market. 

III. Environmental responsibility analysis for papermaking enterprises

    As a green cosmetics enterprise, Body Shop implements its environmental protection philosophy in all aspects of its business. In contrast, in real life there are quite a few types of companies who do not assume their corresponding environmental responsibilities. We will take the example of common papermaking enterprises to analyze their environmental responsibilities.
The issue of the contaminated underground water in Weifang, Shandong exposed by the micro-blog of People’s Daily in February, 2012 has drawn the widespread public attention and the water were polluted by the local paper-making mills.

The main culprit of the contaminated water issue is the traditional paper-making mills in Weifang. There are numerous traditional paper-making enterprises in our country. According to Deloitte’s 《2011 The Analysis of Chinese Paper-making Industry》, to 2010, the Chinese Paper-making Industry total output value would account for 0.1% of China’s total industrial output values, but the discharge amount of the COD (Chemical Oxygen Demand) will take the proportion of 35% of China’s total Industrial COD discharge amount.

In this part, we will take the traditional paper-making enterprises for examples by analyzing the externality and building the environmental cost model to analyze the environmental responsibilities which enterprises should but failed to take.

I. The Externality of the Paper-making Enterprises

The externality of the paper-making enterprises is mainly the negative externality to the environment. The economic externality is the non-market oriented effect from the economic subjects (including the manufacturers and individuals) to other people or society. We divide the negative externality of the traditional paper-making enterprises’ operations into two parts: The first, the irrelevant waste water, solid waste and noise pollution during production. But according to the standard of the total pollutant discharge control division of Ministry of Environmental Protection, the main pollutants in the pulp and paper-making industry come from the pulp-making process, waster paper into pulping process and paper making process, the main pollutants are embodied in BOD, COD, ammonian, volatile phenol, suspended substances and dioxin.  The second, the environmental pollutions in non-production process, such as the pollution during in transportation and marketing precess like the raw material leakages in transit.

The waste water, solid wastes from the production process can contaminate the water for life and affect the ecological environment of the river basins. In that way, the main bearers of the paper-making enterprises negative externalities are the local residents, the ecological system of the river basins or in an another word, the society. At the same time, the main bearers of the negative externality in noise pollution are the residents who live within the polluted area of paper-making mills. And moreover, the local residents and customers are also the bearers of the negative externality caused by the raw material leakage in transit or marketing process. This negative externality has lowered people’s life quality, polluted the natural environment.

II. The Environmental Cost Estimation of the Paper-making Enterprises

For the paper-making enterprises, the environmental cost can be divided into four parts: First, the cost of the environment itself in consumption of the natural resources, including the production necessary cost of water, steam and wood raw material; Second, the environmental cost of the main pollutants from the production itself which mainly include waste water and waster gas pollution; Third, the cost of the environmental management, including the necessary cost of the environmental monitoring and the cost of the technological development expenses in reducing the environmental pollution; Four, the cost of non-production which related to the environmental pollution, including the equipment depreciation costs of the wastewater treatment plant, the waste equipment treatment and the noise control, some other personnel cost. Below is the computation model of the related paper-making enterprise environmental cost:

     Set the environmental costs as EC, the natural resource consumption costs as R, the production waste disposal costs as P, the environmental management costs as M and the nonproductive and nonoperative costs as O, then we could work out the equation below:

EC=R+P+M+O
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 are the costs of the water, the wood material and the steam in the natural resource consumption costs, respectively; [image: image5.jpg]Al



 are the pollution control costs of waste water and gas discharging in production process, respectively; [image: image6.jpg]


 are the environmental monitoring costs and the technical development costs of reducing the environment pollution, respectively; [image: image7.jpg]0, 0, 0, O,



 are the equipment depreciation costs of the wastewater treatment plant, the waste gas treatment and the noise control, some other personnel costs, respectively.

For a paper-making company, it can work out the R value by only knowing the wood consumption of making one ton paper, the unit price of each ton, steam consumption and its unit price, water consumption and the water price. For the measurement of the waste water and waste gases, we mainly concern two factors: pollution volume and pollution degree. The main pollution caused by waste water is COD, the increasing of the chemical oxygen demands; BOD, the increasing of the biochemical oxygen demands; SS, the increasing of the suspended substances; the pollutions caused by waste gas mainly are ammonia and hydrogen sulfide. According to the research of some relevant scholars, if taking all the above factors into account and if there is no change on 2004 prices, the COD charge of the paper-making production process should be CNY0.7/Kilogram, CNY1.4/Kilogram for BOD, CNY0.175/Kilogram for SS, CNY0.07/Kilogram for the ammonia gas, CNY2.07/Kilogram for hydrogen sulfide. We could also work out the P value by using this method. But for M, we need to think about the pollution monitoring from the enterprises and the technological development investment of the pollution reducing technology. If no investment from the company, then no M exists. For O, the cost of the company purchasing the sewage treatment equipment, waste gas treatment equipment and the noise treatment equipment all should be calculated in, moreover, the personnel cost of the equipment management should also be considered. General speaking, the waste water treatment equipment needs more administrative staff.

By using the model above to calculate the environmental cost of a pulp and paper-making enterprise with an annual output of 100,000 tons, it consumes wood and waste paper 1.05 tons in making one ton paper, uses 29 cubic meters water and 1.3 tons steam, the annual consumptions are 105,000 tons, 2.9 million cubic meters, 130,000 tons. If the prices of waste paper and wood are CNY1500/ton, industrial use of water is CNY4/ton, steam is CNY200/ton, in this way, it cost CNY194 million in the raw material consumption to produce 100,000 tons paper.

For modern paper-making enterprises, the actual gas pollution has become very small, so we mainly calculate the waste water discharge amount for 100,000 tons level modern paper-making enterprises: COD discharge amount is 135,000 kilograms, BOD discharge amount is 45,000 kilograms and SS discharge amount is 45000 kilograms. According to the conclusion above, if taking the 2004—2012 inflation rate into consideration, in 2012, this company should pay CNY198,450 as its pollutant disposing charge; and for environmental monitoring cost, technological investment cost, the emission reducing equipment purchasing cost and the relevant personnel management cost, if taking the market price into account and if we set it as CNY0.04 billion, then this company’s environmental cost of producing 100,000 tons paper is CNY0.234 billion.

From the above research of the paper-making externality and environmental cost model, we may draw the conclusion that the traditional paper-making enterprises bring more negative externality to the local residents and the ecological environment in their production process, and result a big environment cost for each ton paper that they produce. For that reason, the traditional paper-making enterprises should take more environmental responsibilities for its environmental pollution to the local area, the paper-making industry should do its best to improve its paper-making technology and our country should also accelerate the green production of the paper-making enterprises by imposing more tax or by other means.

IV. Policy suggestion

Based on the above business case analysis, we can conclude that, due to the strong externality of environmental protection achievements and the multiple beneficiaries, investors should come from many fields of the society. On the other hand, environmental problems are caused by the society and require social coordinated efforts.
Firstly, for government, instead of adopting direct, one-line, rigid or rude actions to enforce corporations to perform social responsibilities, they should take more economic measures, such as through financial subsides, tax cuts, credit privilege and government purchase, etc, to encourage and guide the development of green industries. On the other hand, government should be more active in making relative laws. For one thing, establishing and improving the laws provide principles for people to follow. For another thing, improving the laws to reward or punish corporations, promoting the responsible transparency, will provide laws for them to follow. Moreover, under present national conditions, comparing with those measures and laws, government needs to pay more attention to raise local governments’ environmental protection awareness rather than blindly pursue economic growth. Meanwhile, making the environment protection and even to a higher level an assessment criteria of the government performance is a radical and efficient measure.

Secondly, corporations are the mainstay of environmental protection and a main power to build a beautiful China. They should realize that protection is not only a social responsibility but also related to citizen’s health and their country’s sustainable development. Therefore they must take more efficient measures. Specifically speaking, the most fundamental thing is that corporations should obey the laws and make the most use of resources to reduce emissions. In order to take the policies into practice and make balance between environmental protection and economic profits, rather than keep it as a slogan, corporations should improve technology innovations to protect the environment. Secondly, during the producing process, corporations need to focus on a selling point-environment protection and try to be the green consumption leader. Green consumption gradually becomes a tendency of social development. As a result, corporations who take actions more promptly, will have more competitiveness and advantages. 
The third is for public attendance and social supervision. Public is the terminal consumer of the products. Therefore, the public consumption inclination has a great effect on companies’ production. For this reason, public should establish environmental protection and health consumption consciousness to lead green production. Except for public attendance, social supervision is a supplement of government’s, which should make full use of new media, especially the internet, to control corporations’ behavior, express its own requires and protect social interests.

V.Conclusion and prospection

Environmental protection is an unavoidable problem during Chinese economic development, especially when economy ranked second in the world, which followed by environment problems and civic consciousness awakening. We can say that the more and more severe situation of environmental protection has become a key to the social development. In order to prevent such things from happening, people should cooperate together to well balance the development between economy and environment as soon as possible. At the same time, corporations, as an important economical mainstay, should actively fulfill social responsibility without any doubt. Then, government needs to establish circumstances for environmental protection education, make relative laws and execute the laws strictly. Finally, public should not only supervise externally but also reflect on themselves internally and practice green consumption. Only all the social members take part in it can corporations gain motivation to practice environmental protection potential. We sincerely hope clear water and blue sky can be seen again in China in the near future, the whole nation can sing proudly of beautiful China. All in all, environmental protection, as a core competitiveness of corporations, will create more profits and help to realize the sustainable development of national economy.
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