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A company has to be different to have a competitive edge.  That’s where value comes from.  And boldness is the pathway to achieving that difference.  This is also true for how to derive business value from environmental, health, and safety initiatives.

Let’s first calibrate what we mean by business value.  There are a lot of ways to slice this pie.  Some say the only value is shareholder value, that is, earnings growth and share price appreciation.  Others say it’s customer value.  And there are different ways of providing it, depending on your strengths.  You could provide less for less, the same for less, more for less, or more for more.

Still others say it’s just two things:  the numerator and the denominator.  The numerator represents net income.  And the denominator represents the sum of investment, net assets, capital, and the headcount.  Value comes from maximizing the numerator and minimizing the denominator.

But perhaps it’s really stakeholder value that counts.  You figure out what’s important to your customers, shareholders, employees, and the communities in which you operate.  Based on that, you develop strategic objectives such as growth or innovation.  And you create operational effectiveness objectives, like lower cost, faster time to market, or better safety.

All these viewpoints have merit.  The common link between them is that to achieve business value, you have to be different.  One clear strategy to sustainable competitive advantage achieve is to establish a unique competitive position.  The essence of strategy is choosing to perform activities differently than rivals do.

The implications for HSE are clear.  To deliver business value, you have to do one of two things.  Either you find a way to have HSE serve as the basis for a unique competitive position, or you determine how HSE can contribute to the set of business activities that the company performs differently from its competitors.

In either Case, there’s a direct linkage between business objectives and HSE objectives.  For example, in the electronics industry, the ability to get new products to market quickly is the difference between success and failure.  In the case of Intel, for example, there’s a clear link between obtaining environmental permits faster and achieving business success.

Each major business objective should be evaluated from an HSE perspective to determine how HSE can contribute.
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There are opportunities for establishing this link.  The value chain is a tool to systematically analyze each business activity from design to end of life and to find ways for HSE to contribute to business objectives.

By evaluating the value chain, you can identify the HSE objectives with the most competitive “leverage.”

HSE/Business Value Chain Analysis

This tool is helpful for at least two reasons:

· It’s a structured way of identifying new value-creating activities.  This may be particularly true for those links in the value chain unrelated to manufacturing.

· The value chain is a standard part of most business people’s vocabulary.

Of course, it should be customized to the specific situation for various companies.  It then becomes a powerful way of communicating the value of HSE activities to even the most hard-boiled business person.  Once you’ve identified the value-added HSE activities, you can assemble a, “value portfolio.”

HSE Professionals are quite familiar with the bottom-left side of this matrix.  Regulatory compliance, a safe work environment, and protection of the “license to operate” are all things that we have to do, here and now, every day.  These are threshold things.  If you don’t have them, it’s like trying to drive a car without four wheels.  But the fact that a car has four wheels isn’t enough for you to buy it.  Threshold value is value without a real competitive difference.

	It is important to “play in all the boxes” of the value portfolio.

                                           The Value Portfolio

	Future 

Focus

	Beyond Compliance

· Risk management

· Regulatory influence
	Strategic Objectives

· Growth 

· Image

· Innovation

· Differentiation

	Present 

Focus
	Compliance

· Regulatory compliance

· Safety

·  “License to operate”
	Operational Effectiveness

· Time to market

· Customer Service

· Cost

· Quality

	                       HSE Value                             Business Value


Things get more interesting as we look at future-focused HSE value.  Going beyond compliance by taking steps today to minimize risk and influence regulations can pay off in the future.  There are higher returns on these investments than for threshold activities.  You’d have fewer and less severe bad things happen, such as accidents, injuries, spills, explosions, releases, and inappropriate regulatory requirements.  But unless these returns are directly linked to business value, they’re perceived as providing value only to the HSE arena.  Future-focused HSE investments are treated as optional.  They’re a luxury to be indulged in when times are good, and an easy target for cutbacks when times get hard.

But, in fact, HSE activities can be linked to business value.  So let’s turn our attention to the right side of the matrix.  Many of you have made great strides in contributing to the effectiveness of business operations.  You’ve found ways for HSE to contribute to improved time to market, customer service, cost, and quality.  And these things have been very much on the minds of business managers lately.  At some point, however, we will reach the limits of incrementalism.

It might be that the Japanese have something to teach U.S. managers about this.  A recent survey shows that over 80% of Japanese managers think quality is an important competitive advantage today.  But barely 50 percent think it will be an important source of advantage in the year 2000.  What will overtake it?  Strategic things like the capability to create fundamentally new products and businesses

What do U.S. managers think?  Nearly 80 percent of the survey respondents believe that quality will still be the fundamental source of competitive advantage in 2000.  We have not quite learned that operational effectiveness is just not enough to provide a competitive difference in the future.  When a company gets smaller without getting better, it surrenders today’s business.  When a company gets better without getting different, it surrenders tomorrow’s business.

But we are making some progress in North America.  There has been a recent emphasis on growth and innovation as strategic objectives.  Jump on this opportunity.  Hit a home run by finding ways for HSE to contribute to achieving these strategic objectives.  Already there are examples of HSE providing competitive differentiation – and The Body Shop is not the only example:

· Some oil companies are able to obtain choice exploration and production rights by pointing to their superior HSE performance.

· Electronics manufacturers have landed large delivery contracts by virtue of their product takeback programs.

· Railroads have boosted their market share by showing a better track record for safely transporting chemicals.

· Some chemical companies are innovating by inventing insect-resistant crops that reduce reliance on pesticides.

The point is:  it’s becoming increasingly important to play in all the boxes of this matrix.  They don’t all have to get equal emphasis, but there should be some balance to the portfolio.

What Happens if you have an unbalanced value portfolio?  Well, by focusing only on the present (the bottom part of the matrix), you forfeit control of your destiny.  And emphasizing just the future (the top part of the matrix) has its own perils.  You don’t want to be so future-focused that, when you get there, you don’t have the know-how to implement all your great plans.


Consider the left side of the matrix:  HSE value.  The weakness of an imbalance here is clear.  HSE remains disconnected from the business and gets further marginalized.  It’s never able to deliver the full value that should be within its grasp.  But there’s also a problem with putting all the eggs in the right-hand side of the basket.  In the rush to link all HSE activity to business value, you risk taking for granted the threshold HSE activities and creating a soft underbelly.  All the competitive advantage you created can be sucked down the drain by one significant accident or compliance violation.

The point is to maintain a healthy balance in assembling the value portfolio.

Well, what about boldness?  Why is it important?  It provides HSE professionals the blueprint for the bold steps needed to take charge of your company’s destiny and to achieve results and create value.  Boldness helps accelerate those changes that create value.

Boldness Can Help Accelerate the Changes that Create Value.

Boldness is one way of smashing through mental models.  Mental Models are deeply held images and assumptions we carry in our minds about ourselves, other people, institutions,  in short, every aspect of the world.  Like a pane of old glass, they frame and slightly distort what we see.

Boldness Can Help Challenge Mental Models.


                                       


A man walks into a therapist’s office and says:  “I’ve just been fired for the seventh time in the last five years.  I’m having trouble with my wife, and I’ve already been divorced three times.  I need you to help me understand why there are so many messed-up people out there.”  

Albert Einstein said:  “Our theories determine what we measure.”  Mental models shape not only how we see the world, but also how we take action.  In 1977, the then-president of Digital Equipment Corporation said he saw no reason for individuals to have computers in their homes.  Well, as they say, the rest is history.

We see mental models applied to HSE all the time.  The line manager thinks “HSE spending is simply a drain on already-limited resources.”  The senior manager thinks “HSE is just a compliance paperwork exercise.  It’s a waste of time.”  How do we move to a mental model where HSE is seen providing business value?  Mental models are slow to change, but they can be changed.  Sometimes what it takes is a fresh, bold point of view to make people engage their imaginations and see the world differently.

One of the keys is to have a strategic process that enables you to do different things than your competitors.  And then you align your activities, organization, and resources so you can do things differently.

In the quest to create and deliver business value, there are a number of HSE activities being performed differently.

	What is boldness?

                    “Doing different things or 

                      doing things differently”




	HSE activities can be performed differently.

· Run HSE like a service business

· Assign operations staff to HSE roles

· Run eco-efficient processes

· Create HSE networks

· Evolve role of HSE professional




In some companies, the shared services model is being implemented in a way that amounts to creating an internal consulting organization.  Like an external consultant, the shared services staff can identify customer needs, engage in marketing, focus on operational effectiveness, and measure customer satisfaction.  Part of the value comes from eliminating duplication of effort.  But perhaps even more value results from splitting off the HSE oversight function to a more traditional corporate oversight group.  This enables the HSE services organization to focus its mission solely on the satisfying the internal customer, thereby raising the level of service.

Other companies have taken a different approach.  I’ve been to a small chemical plant where operators are expected to provide HSE expertise.  This is the type of plant where everybody is expected to be capable of doing pretty much everything.  The plant’s HSE complexity is every bit the same as larger plants, but its scale made management question the value of having hordes of HSE specialists on staff.  The solution was to train operators in various HSE specialty areas such as lab safety, and to get them certified (and pay them more for each certification).  The result is that this plant can employ fewer HSE staff; HSE is fully integrated into the plant’s operating roles; and operators have the advantage of training and career opportunities they couldn’t obtain elsewhere.

There are other examples of doing things differently.  These include running eco-efficient processes that minimize not only the unwanted outputs like waste and by-products, but also the inputs such as raw materials, energy, and water.   Employees are creating networks to leverage HSE expertise in various parts of the organization.  At the same time, the role of the HSE professional is evolving from police officer, to coordinator, to change leader.

There Really Are A Multitude of options for doing things differently.  Likewise, there are options for doing different things.  Let’s use a metaphor I like to call “Industrial Darwinism” to make the point.  Animals in the natural world employ different strategies to succeed.  So, too, can companies employ different HSE strategies to obtain competitive advantage.

	Competitive advantage can be found in a range of HSE strategic options.

                                 Lion                         Hyena                Bird                     Rhino

	Metaphor
	Occupy the top of the food chain
	Scavenge for food
	Live off of host
	Be hard to kill

	HSE 

Strategy
	Perform to higher HSE standards
	Use others’ waste as your feedstock
	Leverage larger company’s HSE capabilities
	Unimpeachable HSE performance

	Advantage
	Raise the bar for others
	Lower raw material cost
	Lower HSE cost
	Avoid HSE vulnerabilities


Your company can be like the lion at the top of the food chain.  Your perform to higher HSE standards, all the time pressing to raise the bar for others.  You got there first, it fit your strengths, and it was cost-effective.  The other players now have to graft a whole new set of requirements onto a system that was not designed to handle them in the first place.

Other companies may choose to operate like the hyena.  You scavenge opportunities to use others’ waste as your feedstock.  Maybe you locate your plant next to or inside the fence of your supplier, thus lowering transportation and raw material costs.

If you choose to act like the bird that sits on the backs of big animals and feeds on the insects that find their way there, you let the bigger player do the heavy work , like developing HSE management systems that you can then adopt for your own use.

Or, you can be like the rhinoceros, with armor so thick it can withstand just about any assault.  You build your protection by having unimpeachable HSE performance.

Obviously, these are just metaphors and only a few examples at that.  The point is that as animals compete for food and survival of the species, each one develops a unique competitive strategy and space.  There is no single HSE strategy that’s right for everyone.  So create a strategy that’s different and bold and right for you.  This may mean looking to the future.

Looking to the future involves taking risk.  But not, “the glass is half empty,” kind.  I don’t mean how likely it is that the tank will leak and how much it will cost to clean it up.  I’m talking about the kind of risk that fuels invention, growth, and wealth – the kind of risk that involves weighing your chances and placing a bet.

	Developing a bold HSE strategy requires looking to the future



	Strategy Step
	Traditional Approach
	Scenario-Based Strategy

	Anticipate the future
	Extrapolation of history
	Consider alternative plausible futures

	Formulate strategic objectives
	Assumes incremental change from present situation
	Use scenarios to define core objectives



	Develop strategic options
	Promotes variation around a single theme
	Use creativity to define options consistent with scenarios

	Formulate strategic course of action
	Pursuit of generic strategy based on exiting rules of competition
	Define the path and adjust as you go


An important tool for looking to the future is scenario planning.  Paul Valery, the French philosopher, said that “The problem with our times is that the future is not what it used to be.”  Scenario planning helps us consider alternative plausible futures that go beyond extrapolating from the present.  These scenarios are stories about the way the world might turn out tomorrow.  But they are more than that.   They become agents for change as people understand the full ramifications of the story. The name “scenario” comes from the theatrical term for the script of a play.  When you go to the theater, you know you are watching actors on a stage, but you react as if it were real.  It’s called “the willing suspension of disbelief.”  A good scenario does the same.  You know it’s a story, but you end up seeing how it might happen and what you might have to do as a result.

A classic example is how Royal Dutch Shell in the early 1970’s came up with higher oil prices as one of its strategic scenarios.  When the oil crisis hit in 1973, Shell was the only major oil company prepared for the change.  From one of the weaker of the, “seven sisters,” it became the second largest and, for a time, the most profitable.

The process of scenario planning begins with taking stock of the key issues and drivers.  These are categorized by degree of uncertainty and potential level of impact.  As an issue evolves from latent to emerging to mature and, finally, to institutionalized, the degree of strategic freedom to do something about it narrows.  Thus, the cornerstones of scenario building are high-impact issues that are early in stage of evolution.  The greater the degree of uncertainty, the greater the value of scenarios.

	The drivers that determine issue evolution should be prioritized,

Paying particular attention to those with high impact and uncertainty.



	Level of 

Impact
	High
	
	Alternative

Technologies
	Competitor

Actions 

	
	Medium
	
	
	New Regulations

	
	Low


	
	
	

	
	                                   Low                    Medium               High

                                                     Degree of Uncertainty




These stories are built on key issues.  The point is not to pick the preferred or most probable view of the future and bet the company on it.  Rather, consider several plausible scenarios and make strategic decisions that will be sound for all of them.  No matter what future takes place, you’re more likely to be ready to capitalize on it if you’ve thought about it seriously and put early warning systems in place.  At a minimum, the process will help challenge some mental models.

     Scenario planning is a key to developing bold HSE strategies.
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One company went through the exercise of creating stories about plausible futures and presenting those to senior managers.  All the stories were accepted as credible and realistic except one.  Ironically, the story that senior managers have scoffed at came not from the vivid imagination of overly eager staff but, rather, from the pages of a recent Wall Street Journal reporting on the current financial impact of climate change.  After that powerful reality was absorbed, everyone became just a bit more open-minded about the entire process and the true learning began.

Let's take a look at one particularly intriguing scenario called, "A Sustainable World."  Or perhaps you'd prefer to call it, "Approaching the Limits to Growth."  The drivers for this scenario are still early in their stage of evolution.  But the January/February 1997 issue of the Harvard Business Review carried two articles on the subject.  The basic idea is captured in this chart, first published about 25 years ago by members of the Club of Rome, but just as powerful today as it was then.  The gist of it is that population and industrial output grow until they hit the wall of natural resource constraints.  Industrial output drops and, along with it, food production and health services fall, thereby decreasing life expectancy and increasing the death rate.  The basic message is that the resources of the earth are finite.  Some may look at the limits to growth and say, "I'm not worried.  Advances in technology will handle this just like they did before.  When whale oil was getting tapped out, we invented electric lights.  For every new challenge, there will be a compensating technological response." 

One Intriguing Scenario is "A Sustainable World"


If that's the case, do you see yourself as part of the problem or part of the solution?  Are you going down the same path as before, confident that someone else will solve this problem?  Or do you see the bold new opportunities?  Maybe you see the opportunities, both think you still have plenty of time to get your ducks in a row.  An old French children's riddle illustrates the problem with this approach.  Suppose you own a pond and decide to plant a lily in it.  It's the kind of lily that doubles in size each day.  For a long time, the plant looks pretty small, so you decide not to worry about cutting it back until it covers half the pond.  How much time will you have to do this before the lily completely covers the pond?  The answer, of course, is one day.

In the final analysis, the real limit to growth may not be resources, but rather the time it will take to develop the technology that will compensate for resource depletion.  So start today.  Find an option that fills a current market niche, yet is poised to take advantage of future dramatic changes in the word.  There's your advantage.

One company’s CEO now going down this path says that, "sustainable development is going to be one of the organizing principles for years to come."  The company has created several sustainable teams to flesh out this bold strategy.  One team focuses on global hunger, driven by current projections that show a doubling of world population by around the year 2030.  Most arable land is already under cultivation and we have just about 15% of our topsoil in the last 20 years.  Irrigation is increasing the salinity of soil.  And the petrochemicals relied on for pesticides and fertilizers aren't renewable.  Thus, we will have at best the same amount of land to feed twice the population.  Even applying cutting-edge technologies to every acre of this land won't close the gap.  So the company is investing in biotechnology.  It genetically codes plants to be insect-resistant, saving tremendous quantities of pesticide and increasing yield.  The company calls this, "replacing stuff with information."

Adaptation of this Scenario as One of the Bases for the Strategy
Another team focuses on water and considers how to develop plants that will thrive in salty water, or less thirsty plants.  Yet another team focuses on new business and new products.  It's looking at things like how to substitute services for products.  For example, Monsanto makes carpets.  People don't really want to own carpets, they just want to use them.  If instead of selling carpets, it leased them out, Monsanto could then remove the carpet at the end of its useful life and recycle it.  In a similar vein, Monsanto is looking at how to substitute information for products.  One idea is to replace chemical facilities with live green plants, bioengineered to produce chemicals.  This is bold and exciting.

The point is not for you to look at what this company is doing and say, "maybe we should do that too."  What works for them may not work for you.  No should you necessarily say, "I should pay more attention to sustainable development."  Maybe you should and maybe you shouldn't.  Rather, these are examples of how being different in HSE can lead to a competitive advantage and business value.

Sustainable Competitive Advantage

If you want to create business value, you can't keep doing the same HSE things the same way.  You have to do them differently or do different things in a way that leads to value.  It's the differences that provide the value.  You will have to discover your own path to follow or blaze a new path.
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