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Environmental Value. A company that creates economic value but exploits 
the environment and natural resources doesn’t meet the standard of sustain-
ability. First, the company risks running out of the natural resources it needs 
to operate. Fishing and logging companies, for example, must take care not to 
exhaust the fishing grounds and timberlands they harvest. Second, when firms 
do not include the environmental costs of their operations in their prices—for 
example, if a manufacturer fails to invest in equipment to lower the pollution 
emitted by its plants—customers will wrongly believe that the costs of the 
firms’ products are lower than what they actually are. As a result, companies 
that do not include the environmental costs into the cost of production have 
an advantage over those companies that do report those environmental costs 
as part of their product costs. Nevertheless, although the polluters may benefit 
from this cost advantage in the short run, they may face serious problems in 
the long run. For example, the Peruvian government has declared an environ-
mental state of emergency in the Pastaza River basin region because of the 
actions of Grupo Pluspetrol (Buenos Aires, Argentina), an Argentinan-based 
company developing its oil reserves, because of decades of pollution and mis-
management. The government has also fined Pluspetrol millions for its past 
actions.2 One reason that companies do not report environmental costs is that 
these costs often are intangible and, hence, difficult to quantify. The problem 
of calculating environmental cost is further complicated because globally envi-
ronmental regulations vary from one country to the next.

Operations managers can to help a corporation create environmental value. The Ford Motor 
Company’s (aka Ford, Dearborn, MI) operation group has been working in conjunction with the 
company’s car designers to build more sustainable cars. The cars’ seat fabrics are made from 100% 
recycled materials, and renewable soy foam is used for the seat bases. Nevertheless, the opera-
tions function shouldn’t restrict itself to figuring out just how to convert raw 
materials to finished products in a sustainable way. The department should also 
consider how products are packaged, how by-products and wastes are disposed 
of, and how energy and recycled materials are used. For example, to reduce 
waste and freight costs, several electronics firms in Korea are using rice husks 
converted into nontoxic packaging for stereo components and other electronics. 
The same material is subsequently reused to make bricks for Korea’s construc-
tion industry.3

One approach that companies can use to evaluate environmental performance 
and to make improvements is life-cycle assessment (LCA). In this approach, the 
human and environmental impacts of a product’s life from cradle to grave are 
quantified. At each stage of a product life cycle, the LCA considers alternative 
uses for the product, as well as associated waste streams, raw material extraction, 
material transport and processing, product manufacturing, distribution and use, 
repair and maintenance, and wastes or emissions associated with a product, pro-
cess, or service as well as end-of-life disposal, reuse, or recycling.4

Social Value. Businesses depend heavily on the skills, education, and motivation of their employ-
ees. If a company mistreats or exploits its employees, it might create economic value in the short run, 
but it jeopardizes its sustainability because risks alienating its customers with its business practices 
and losing its employees to better firms. In 2001, Nike, Inc. (Beaverton, OR) admitted that it had 
contracted with factories in Pakistan and Cambodia that employed children to produce its expensive 
sportswear products. The children were being paid just pennies a day.

Nike didn’t damage just itself though. Society suffered too. The inability of the children manufac-
turing its shoes to receive an education and develop more marketable skills and the inability of impov-
erished workers to purchase products and provide a robust consumer base for the enterprise and the 
economy are examples of these costs. A 2014 report by the risk analysis firm Verisk Maplecroft (Bath, 
U.K.), in its ranking of 197 countries, identified Eritrea, Somalia, Democratic Republic of Congo,
Myanmar, and Sudan as the 5 places where child labor is most prevalent.5 Multinational companies
that contract with factories in these countries to produce their products should exercise great care in
ensuring that children are not employed in producing their products.

As with environmental sustainability, if a firm fails to include social costs in its production and 
operating decisions, the prices of its products are likely to be artificially low, which in the short run 
gives these companies a cost advantage over companies that do attempt to capture these social costs. 
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FIGURE 2.2: Triple Bottom Line
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Why Operations and 
Supply Chain Strategies 
Matter

A company’s operations and supply chain 
decisions are only as good as the strategy 
decisions made to implement them. Creating 
a strategy and using it to guide all subsequent 
operations decisions ensures that all internal 
operations and supply chain members are 
aligned with the company’s goals.


