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Abstract

The Amazon Rainforest is in grave danger of disappearing for good, due to a number of harmful
economic activities, including land conversion for cattle ranching and monoculture, as well as
unsustainable and illegal timber production. It has been shown, however, that the private sector
has a crucial role in redressing socio-economic problems, causing deforestation and degradation.
To illustrate this claim in the given context, three (3) reputable, sustainably-inclined companies,
namely Natura, Precious Woods and Veja, are analysed, based on applicable strategic and value
driver objectives, and how these translate into triple-bottom-line efforts and achievements
thereof. Secondly, the paper goes on to explore contextual drivers of, and barriers to the
expansion of beyond-compliance/sustainable businesses in the Amazon. In order to achieve this
end, a number of on-site interviews, in conjunction with a subsequent survey, and a modified
version of the Performance Framework, first applied in the context of the Portuguese
manufacturing industry, were used.

The study found that the surveyed and interviewed businesses, showcased triple-bottom-line
business models that take up a number of root causes of deforestation, ranging from below-par
education to the absence of value-adding activities regionally. Moreover, scale, market
positioning, financial stature, political influence and desirability to collaborate with other
stakeholders on the part of the companies, were found to be decisive factors in maximising
positive impacts locally. Another notable finding was that examined companies were profitable.
However, relative to illegally sourced products, sustainable products from the Amazon are
currently still less competitive due to the higher cost structure associated with full legal
compliance, certification and above-average efforts.

Keywords: Amazon Rainforest, sustainable business, beyond-compliance companies,
Performance Framework, Balanced Scorecard
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Executive Summary

Today the Amazon Rainforest’s biosphere is not only recognized for its inherent beauty and
breadth of biodiversity, but also for its resources and more recently, the supply of ecosystem
services, including biodiversity maintenance, rainfall generation and carbon sequestration (How 7o
Save the Amazon Rainforest n.d.). Despite the supply of these invaluable ecosystem goods and
services, the Amazon is disappearing at an alarming rate, releasing 50 % more carbon than the
entire transport sector worldwide. The IPCC has concluded that the global community would
have to decrease greenhouse gas emissions by 17 GT by 2020 to meet climate goals. In meeting
this challenge, it has been determined that the forestry sector alone has the ability to contribute
7.8GT by 2030 (Viana, 2009, p. 9). The issue however is that conservation of the Amazon
Rainforest is oftentimes at odds with economic aspirations, exemplified by activities like cattle
ranching, land speculation and the illegal timber trade. In order to effectively redress
deforestation in the Amazon, public and private actors alike agree that natural capital, consisting
of ecosystem goods and services, need to be given an adequate monetary value. Although a
necessary part of the conservation strategy, the mechanism payment for ecosystem services (PES) has
two crucial flaws: it neither accounts for human capital in the Amazon, nor does it have potential
to add value through processing of goods. Against the backdrop of pronounced socio-economic
issues in the Legal Amazon, relative to the rest of Brazil, the private sector has an imperative role
to play in addressing economic opportunism, caused by unfavourable peripheral circumstances.

With the principal fault line between a standing and a deforested Amazon Rainforest being
financial, integrated business models, accounting for environmental and sustainability
performance at large, hold great potential to bridge the gap between profitability and
conservation. A number of companies sourcing timber and non-timber products from the
Amazon are already operationalizing integration as a means to close this chasm. In order to
accommodate the multitude of interests imparted by stakeholders in the region and an
environment that exhibits an array of contextual complexities, the adoption of two corporate
philosophies are necessary, first the stakeholder view (Clarkson 1995; Sachs, Post, & Preston,
2002) and second, the notion of corporate sustainability (Schaltegger & Burritt, 2005, p. 189). In
recent years, deforestation has experienced a sharp downward trend, mostly attributable to the
Federal Government’s Prevention and Control Plan of Deforestation in the Legal Amazon
(PPCDAM). Between 2011 and 2014, however, financial support through this programme
dropped by 72%. Not much attention has been paid to individual companies’ roles in filling in
this gap. Against this backdrop, this paper will examine how designated beyond-compliance
companies, active in the Amazon, are implementing business strategies, while illustrating concrete
socio-environmental initiatives and accomplishments thereof in providing profitability and
redressing some of the root causes of deforestation. This study will be undertaken by reviewing
three companies active in the Legal Amazon, namely, Natura, a Brazilian cosmetics company;
Precious Woods, a Swiss timber company and Veja/Vert a French shoe company sourcing solely
from Brazil. The research questions are as follows:

1. a) What strategic environmental and social initiatives and measurements are sustainably-
inclined companies, sourcing from the Amazon Rainforest operationalizing, to achieve

triple-bottom-line value in the given context and how can their actions be classified?

b) What achievements can be attributed to these initiatives in fulfilling the triple-bottom-
line criteria (economic, social, environmental)?

2. a) What driving forces are there for sustainably-inclined business operations and are there
identifiable patterns between different companies?

v
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b) What factors inhibit the expansion of sustainable business operations in the Amazon
and how do they affect beyond-compliance businesses?

Methodology

In order to examine these companies and answer the stated research questions, the author will
use an adaptation of the Performance Framework by Dias-Sardinha & Reijnder (2005), featuring
a themed balanced scorecard. The framework has previously been employed in the context of the
Portuguese manufacturing industry to assess socio-environmental initiatives of companies with
specified performance statuses. The framework has also been supplemented with a variant of the
Value Driver Model (2013), which has been used previously to gauge the connection between
environmental, social and governance (ESG) strategies and profitability. In the first instance, the
author used the Performance Framework to connect well-established strategic and value driver
objectives, like pollution control, eco-efficiency and growth from sustainability advantaged products with the
contextual interpretation thereof. In the second instance, it was used to understand how
examined companies responded to these objectives in reality, illustrating initiatives,
measurements and achievements thereof by means of a themed balanced scorecard (BSC).
Depending on the company context, 5 perspectives were used within the BSC, namely the
learning, process, stakeholders, triple-bottom-line and/ ot financial perspective. This procedure was used to
answer research guestion 1.

Research question 2 was answered by applying the second component of the adapted Performance
Framework. It identified suitable drivers for companies to conduct beyond-compliance business
operations in the Amazon and at the same time ascertain the challenges that the researched
companies are subjected to. The former featured criteria like pressure from customers and our business
has the ability to raise living standards in the Amazon. The latter included ot enough investment money or
interest in investing in the Amazon and government policies are impairing the spread of sustainable or triple-
bottom-line businesses in the Amazon.

The procedure for both research questions is explained in the figure below.

Research Question 1 Challenges Research
/ Question
2

Companies Brivers

Natura Veja PW

Performance Evaluation
Strategic Objectives (SO) | (Balanced Scorecard )

1-6) with context-speﬁlllc information

Value Driver Metr (vDM) Internal
alue Driver Metrics :
i i Stakeholders

'y
'
v
Performance References
of SO & VDM

External
Stakeholders

Figure 7: Evolutionary Performance Framework for assessing sustainability performance strategies of companies

Main findings

Pertaining to research question 1, it was found that benefit sharing was significant amongst stated companies
in reviewing their strategic objectives and their conjunctive initiatives, measurements and
achievements thereof. Depending on contextual aspects, like company size, operational
complexity and amount of biodiversity inputs at on-site operations, the breadth of socio-
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economic benefits accruing to internal and external stakeholders, e.g. rubber tappers, local
farmers and communities, varied. In doing so, companies were able to address root causes of
deforestation and existing barriers, while benefits to the overall business were also discernible.

Natura, a Brazilian multinational cosmetics manufacturer, reliant on many Amazon inputs, and an
array of sub brands like the Amazon-inspired Ekos line, was able to play a role in establishing
broad-spectrum education, contribute to institutional development and reinforcement, job
creation and R&D. A noteworthy initiative that was found to be congruent with an array of
objectives, like pollution prevention, eco-efficiency and performance from sustainability-driven productivity
initiatives, was the company’s construction of a modern soap factory in the region. Benefits
included, cost savings, greater use of biodiversity ingredients, job creation and mitigation of
environmental impacts from transportation. The company’s actions and strategies, aligning with
framework objectives were also found to be guided by the company’s Amazonia Program,
spanning three pillars: Science Technology and Innovation, Sustainable Production Chains and Institutional
Reinforcement.

Pertaining to Precious Woods, it was found that—although a little less complex than Natura’s
operations—the company was able to contribute a number of socio-environmental benefits,
largely due to the FSC certification, guiding the company’s socio-environmental strategy. The
certification by default posits benefit sharing with surrounding stakeholders and a higher level of
skill to meet principles of sustainable forestry. In order to create an employable workforce, PW
created vocational education and provided skill training. Also, in light of the company’s
competitive disadvantage, relative to illegal incumbents, PW diversified its revenue stream, in
assuming co-ownership of a biomass plant, bringing clean electricity to a neighbouring city and
generating carbon certificates along the way. This initiative for instance can be seen as, in line
with eco-efficiency, pollution control and growth from sustainability-advantaged products.

I¢ja, a Parisian manufacturer of shoes, exclusively made in Brazil, was found to disseminate less
socio-economic and environmental benefits than the other two examined companies, mainly
because of less breadth of its operations in the Amazon. However, through its gero-stock, zero-
adpertisement policy at the corporate level and innovations like smoked liquid sheets (FDL), the
company was able to pay rubber tappers higher wages, while adding value to local residents,
beyond the company’s operations. These actions were found to be in line with eco-¢fficiency and eco-
innovation (research on Veja was not complete due to a missing questionnaire).

Another significant finding, answering research questions 2 and 1 partially, was that many of the
challenges facing beyond-compliance companies and the Amazon region at large, as well as
corporate actions toward benefit sharing were characterized by collaborations with state
institutions, ministries and NGOs. Similar to the previous finding, depth of and number of
collaborations were found to be dependent on aspects like complexity and diversity of on-site
operations. Generally, collaborations were found to either contribute to operational efficiency,
usually resulting in socio-environmental benefits, or sometimes born out of necessity to meet
legally binding requirements. However, in response to research question 2 (barriers and drivers), it
was apparent that all companies recognized that the continuity, expansion of sustainable business
in the Amazon, and safeguarding of “the Amazon brand” rested on the ability to address socio-
economic and environmental issues to the largest extent possible. Some of the significant drivers
of business sustainability in the Amazon that were agreed on in unison were: the private sector has
the power to put an end to deforestation in the Amazon; our business has the ability to raise living standards in
the Amazon; improvement of resource efficiency in the Amazon. In regards to challenges, respondents
agreed that inadequate job opportunities for locals, insufficient value-adding activities for companies and
insufficient expertise were key challenges to establishing sustainable business operations in the
Amazon.
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More generally, it was also found that the initiatives and objectives of examined companies were
by and large in accordance with the three macro-objectives for sustainable development of the
Amazon Rainforest, i.e. multiple uses of the forest, enbancing the local value chain and social inclusion. In the
context of other strategies to redress deforestation, the study concludes that public policy and
mechanisms like REDD+ and the Amazon Fund are essential in a supportive function. However,
given the problem of economic opportunism, the private sector and integrated business strategies
will have to play a leading role in addressing fundamental socio-economic challenges, leading to
the clearance of the Amazon Rainforest in the first place.

Recommendations

In light of a multifaceted, economic context like the Amazon, that is indicative of problems like
rampant deforestation and concomitant issues like land feuds, corruption and loss of biodiversity,
the following suggestions are being recommended. Firstly, incumbent and future businesses
wanting to use biodiversity goods and services from this region would be well advised to adopt
integrated business strategies that connect strategic objectives with contextual actions, enabling
them to avert potential risks and unlock new business opportunities. Although the Amazon is a
challenging environment to set up a venture, predicated on a forest economy, corporate actions
that promote benefit sharing and collaboration with public and other private- sector actors can go a
long way in bringing down contextual roadblocks, e.g. bureaucratic red tape, below-par education
and illegal activity. Also, collaborations have great potential to reduce the price tag for necessary
infrastructure development required to enable greater benefit sharing and increase the extent of
added value locally.

Secondly, the amendment of laws on the part of policy makers in favour of incumbent and future
businesses, using biodiversity inputs sustainably and sourcing local labour from the Amazon,
should assume top priority. This applies particularly in the sphere of red tape, which hits beyond-
compliance businesses hard, with oftentimes tightly calculated budgets for local development
projects. Similarly, cooperation with private-sector actors could help streamline processes like
obtaining permits. At the same time, collaboration can also assist in reducing the cost of the
federal and state governments’ public mandate, to construct schools, research facilities and to
provide an adequate curriculum tailored to meet local realities.

Finally, with consumers becoming more conscientious of what they buy and the perception that
quality is not only a matter of good workmanship, but also of environmentally and civically
sound products, goods from the Amazon have great potential to becoming a market differential.
Unlike anonymous products, that are made with oftentimes cheap labour and generic materials,
the “Amazon brand” has great potential to yield novel products that not only exhibit a high level
of uniqueness and style, but can also contribute to creating a bulwark against destructive
economic activity in the Amazon. Thus, the Amazon is an example of an area that still holds an
immense capacity to innovate and also embody the case for a forest economy based on a
standing forest.

VII



Mascimilian Engel, IIIEE, Lund University

Table of Contents

ACKNOWLEDGEMENTS ....ottittitiiiiiiiiiiiiinieeeeeeeeesssisssiissstteeeessssssssssssssssssseesssssssssssssssssssssssssssssses I
N 5 30 2 1 II
EXECUTIVE SUMMARY ..coootttiiiiiiiiutittietttiiisiiiiisssetteteessissimmmssssseseesesstsssssmmmmsssseeessssssssssssssssssss v
LIST OF FIGURES ...ttt ceessssssisssssttee e s sssssssssssssssssseessssssssssssssssssssesssssssssssssssssnns IX
LIST OF TABLES ...ttt ssssssssssssstttee e e s sssssssssssssssssseesessssssssssssssssseessssssssssssssssssssns X
ABBREVIATIONS ...coiiiiiiiiiiitttitttttiiiniiiiiiiiissttetee s sssssssssssssssseeessssssssssssssssssseesssssssssssssssssssssssssssssssses XI
1 INTRODUCGTION ...coiiiiiiiiiiutttteittiiiniiciiiiiateeeeeeeesiiiiemmissseeteteestsssssmmmsssstttttesstssssssssssssssseessssses 1

1.1 A NECESSITY AND OPPORTUNITY TO BRIDGE THE GAP BETWEEN PROFITABILITY AND
CONSERVATION OF THE AMAZON RAINFOREST - A BUSINESS APPROACH ....cvevieiirieiereriiriesesesesiissesesssesnesens 1
1.1.1  Implicit drivers and implications of deforestation in the Amazon
1.1.2 Illegal deforestation and commodities - economic opportunism -the principal variable between a standing and a

1.1.3  The status quo of Brazil’s anti-deforestation measures

1.1.4  Three pillars to ensuring an economy based on an alive forest:

1.1.5  Incorporating sustainability into business strategy in the Amazon
1.2 PROBLEM DEFINITION ....otetirteueteriierertenesiesessesessesessesessesessensesessesenseses
1.3 OBJECTIVE AND RESEARCH QUESTIONS
1.4 METHODOLOGY .etrteieueuiininieiereetntreetesestststeseseststssssesesesessssesesestaessesesestatasesesesestssssesesentasssesestatasssesesesesssseseseseessssesens

1.5 SCOPE ettt ettt ettt ettt et ettt et ss ettt e b ese b ese s ete b eseebess b eRsebeab et eat et e e b e b e b eb et ereasere b eneebere et eneeseasebensenens

1.0 LIMITATIONS .ovotivetetetietereeseteeseseeseseeseseesessesessesassesessesassessssesessesessessesesssessesassesensesessessnsesessesesessssessssessesessesensesensesens

1.7  ETHICAL CONSIDERATIONS ...
ATUDIENCE ....ccvitetiteteetetieseseeseeesetesessesessesassesessesessesssesessessasessssessesessesessesassesassesessesessessssesssessesessssessesensesessesensesenne 10

1.8 AUDIENCE

1.9 DISPOSITION....uictetererirtereereesseseeseseesessesesesessessssesessessesessesessesessesessesessesessessssessssessssessesessesensessssesssesessesessessssensssens 10

2 RESEARCH METHODOLOGY AND EVALUATION METHOD FOR SUSTAINABLE

BUSINESS STRATEGIES IN THE AMAZON RAINFOREST .......cooviiiiiiiiiiireccninee e 12
2.1  RESEARCH METHODS FOR DATA COLLECTION ....uvuiiiniiiirississisissssssssssssssssssss s sssssssssssssssssssssssssssssssnsns 12
2.1.1  Preliminary research
2.1.2 Interviews......ne...
2013 QUESTIONNAITE ...ttt
2.2 PERFORMANCE FRAMEWORK ....coviiiiisriseisnissiseisesis s sissssss st bbb bbb bbbttt 14
2.2.1  Step 1: Determine relevant organisational levels of a company and describe company SeHing .............vevieuvvnninss 15
2.2.2  Step 2: Determine applicable strategic objectives and company-specific performance references .............ucevieuvvnine. 15
2.2.3  Step 3: Performance evaluation using the sustainability-balanced- scorecard approach......................ccveevieuvinnnns 18
224 Step 4: Specify internal and external drivers for beyond-compliance/ corporate sustainability in the Amazon....... 20
3 FROM SEPARATE SOCIAL AND ENVIRONMENTAL MANAGEMENT SYSTEMS TO
THE THEMED BALANCED SCORECARD ...ttt ceisseecsssnseesssssnnees 21
3.1 'THE PROBLEM WITH SEPARATE ENVIRONMENTAL AND SOCIAL MANAGEMENT ....cccvvertrreriereierenierenaerennes 21
3.2 FROM VALUE-ORIENTED SUSTAINABILITY TO THE SUSTAINABILITY BALANCED SCORECARD ................ 23
THE BALANCED SCORECARD ...ctrtituiiiinieteietirtetesesestseesesesttseesesesestsesseseseseessssesestasasesesesesessssesesestessssesensasssns 25
3.3  THE BALANCED SCORECARD . ...ttt ettt et ettt te et et ettt e e ettt et e e eeeeanens 25
3.3.1  Fundamentals of the balanced Scorecard......................ccccuviviiiniiiniiiiiiiiiciiicicsnicsssss s 26
3.4 'THE SUSTAINABILITY BALANCED SCORECARD ....cvvuniiniiriiinisisissssssssssssssssssssssssssssssssssssssssssssssssssssssssnsns 29
3.4.1  Considerations for the practical employment of the sustainability balanced scorecard as an analytical tool.............. 29
4 COMPANY CASE STUDIES .......cooniiiiiiiiiiiieiitenienneciresieesecsresssesssessssesssesssessssesssssssessssssssessns 31
A1 NATURA ittt s s 31
4.1.1  Company context identification and description .. 31
4.1.2  Characterization of company’s objectives ............... .33
4.1.3  Performance objectives and references .............uuviiiiiiiiiiiiiiiiiiiiisiii 33
4.1.4  Value driver objectives and references................occviviiiniininiiiiiininiiiiics s 38
405 Performance e0aiation. ... 45
4.2 PRECIOUS WOODS ....ceutmiiieueuiinieiererttntreesesttsesteseststssssesesesestssesesesttssssesestatsseseseststssesesesestssssesestatssesesesessssssesesesens 49
4.2.1  Company context and designation and description of DUSINESS UNTE...........cooevveviniiiiiniiiiiiiinisiicicsieciseisinn 49
PRECIOUS WOODS’ COMPANY PROFILE AND CONTEXT .....cccoovviiiiiniiriinninieecinneeccnnneeesnnns 49

VIII



When Money Grows on Trees

4.2.2  Characterization of company’s 0BJectives ..............ccvvuiiniuriniiniiininiiiiisisisissis s
4.2.3  Performance objectives and references ...
4.2.4  Value driver objectives and 1eferences................oocviviiiniiniiiniiininiiiiiisissss
425 Performance e0aliation. ..o
B3 VEJA/VERT covieiteisieeieteieie et ss s bbb s s ae s sae s sast e b ba st s b a e b b ae b b e b b s st b et b e bbb et e b s s sae b sanaebnantesens
4.3.1  Company context identification and Aescription...................cwveciveuviiuiisiiiiisiniiisiis s
4.3.2  Performance objectives and references .............uvuviiiiiiiiiiiiiiiiiiiiiiisi
433 Performance e0aliation. ...

5 ANALYSES OF CONTEXTUAL ASPECTS. ...ttt ceinneeccssnneesessssseesssnns

5.1  ANALYSIS OF DRIVERS FOR BUSINESS SUSTAINABILITY IN THE AMAZON ....ccecviiiererereerenieseseseessesesessensens
5.2 ASSESSMENT OF BARRIERS TO SUSTAINABLE BUSINESS IN THE AMAZON ....c.cceiiiererereriisieseseseessesesensensens

6 DISCUSSION....ciiiiiitieiiiiiieiinirre et essr e ees e e s essbb e e e s ase e e sesbb s e s eesssseeeessssseesessssseesessssreeessans

6.1  DISCUSSION OF FINDINGS AND RESULTS ...ueuteueteteierertereniererseressesessesessetssensssessesessesessesessesessesessesessesessessssessssens
6.1.1  Benefit-sharing was significant amongst stated companies
6.1.2  Private-sector collaborations with state institutions, ministries and NGOs were found to address many nrgent

FOGIONGAL ISSUES .ottt sttt
6.2  ASSESSMENT OF THE SIGNIFICANCE AND IMPLICATIONS OF THE RESEARCH .....
6.3 REFLECTIONS ON THE USEFULNESS OF THE RESEARCH METHODOLOGY .......
0.4 FUTURE RESEARCH ...otetitetrietistetniestetetetestetetesestesestesessesessesessesessesessestssentssensesentesensesentesensesensestssesessestssenesseessens
7 010 2\ OF 51 01 7 {1 N
BIBLIOGRAPHY ..ottt ettt sttt sttt s s te st e e ebe st sbe st ebe st esensebastese st ese st e st st esebentebeseebanesbentebentesensesensesensesensan
AAPPENDIX c.tiitttiittisttessses sttt a4 s s 444844 R
7.1 LIST OF INTERVIEWEES.....ctstttrtetirtetertettstesertestssestssestssentssestesestesensesessesessesessestssesessentssessesestssensesensesesesessesessesenses
7.2 SAMPLE INTERVIEW QUESTIONS TO COMPANIES AND STAKEHOLDERS.......ccteetrteririeirreteieneerentereseesensesenees
7.3 QUESTIONS TO DETERMINE WHICH STRATEGIC OBJECTIVES AND CORRESPONDING PERFORMANCE
REFERENCES APPLY iiiiitiiiiiiiiiiiiiiiiciiiccn ittt saaa e s s aas s s aas e s saaas e s smaaseesssannessssnnasssssnnnnes
7.4 LEADING AND LAGGING INDICATORS ...cetrteutrtertrientrtertrientetestesensesessesessesessesessesessentssessssesessensesensesessesessesessesesses
7.5 PERFORMANCE EVALUATION OF COMPANIES BASED ON THE BALANCED SCORECARD.....ccccoveverveeeierennen
T 5T INIUEA ittt
7. 5.2 PrCIONS TV00MS ..ottt sttt ettt
753 T GA) V@ ettt s it
7.6 CASE STUDY MATERIAL .c.tettsteterteuirterestesistesestenessesessestssentssestesentesensesessesessestssestssesessentasessssentssensesensesensesessesessesenses
TiO T INGIUEA ..ttt
7.7  SUMMARY OF DRIVERS OF AND BARRIERS TO SUSTAINABLE BUSINESS IN THE AMAZON .....ccocoevrirrererernnens
7.7.1  Summary of indicated drivers for business sustainability in the AMaZon ...
7.7.2 Barriers to sustainable business in the AmMaAZON...........c.wcvuveeeeuriceucirinieeinieisiseeeseessse et
7.8  EMPIRICAL EVIDENCE OF DEFORESTATION GATHERED BY THE AUTHOR ...cocovtetirieririerenieesieesieessenssienees 102

List of Figures

Figure 1: Evolutionary Performance Framework for assessing sustainability performance
STrAte@Ies Of COMPANIES ....uvuiuiriiiiiiiciciiiet bbb

Figure 2: Evolutionary Performance Framework for assessing sustainability performance

STrAte@Ies Of COMPANIES ...uvuiviiieiiiiiiiiii s ens 15
Figure 3: Consensus MatlIX ... sss 25
Figure 4: Defining the Cause-and-Effect Relationship of the Strategy .........cccoevevvinicivinicininnaes 27
Figure 5: Product label Natura EKOS HNe.....cccccuviiiiiiiiiiiiciiiiciciccccceecceneiaes 97
Figure 6: Exemplary status indicators for socio-economic development.........ccoccuvvicvvinicuricaes 97

Figure 7: Vegetation being cleared for farm land between Cruzeiro do Sul and Marechal

Thaumaturgo in the State Of ACIC ... 102

IX



Mascimilian Engel, IIIEE, Lund University

Figure 8: Small-scale clearance of vegetation for food crops flying into Marechal

TRAUMALULZO ..o bbb 102
Figure 9: Land exhibiting the four recognized conditions of forest vegetation: “clean
pastures”, “pastures with bare shrubs”, “pastures with bare soils” and “regenerating
PASTULES” 1.t 103
Figure 10: Slash-and-burn land clearance observed between Cruzeiro do Sul and Marechal
Thaumaturgo in the State Of ACIC ... 103
Figure 11: Cattle grazing along the Rio Jurud in ACre ..., 104
Figure 12: Small-scale farming by ribeirinhos along the Rio Jutua .......cccccveiciviicivinicniiniennn. 104

Figure 13: Small-scale clearance of land for food crops by ribeirinhos between Cruzeiro do
Sul and Marechal Thaumaturgo........ccceuviciiiiiiiiiie s 105

Figure 14: Slash-and-burn clearance of land for unspecified use (more often than not for
cattle pastures) between Cruzeiro do Sul and Marechal Thaumaturgo........cccccvuvuevvennnee. 105

List of Tables

Table 1: Strategic objectives and related performance references for organizations ................. 16
Table 2: Adaptation of the Value Driver Model.........cccviiiviiiiiiiiiiiciiicniccccecnens 17
Table 3: Performance objective and reference profile of Natura.......ccccevicvvvicivinicinicnininnnn, 34
Table 4: Natura’s Value Driver Metrics and Performance References........cooovviciviciiiniiininnnnes 39
Table 5: Quality of relationships and distribution of wealth (R$ millions) ........ccccevevviviiurincnnees 43
Table 6: Quality of Relationships (Consumers internationally and in Brazil only).........cco....... 44
Table 7: Site-SPECfic PLOFILE ....cucuiiiiiiiiiciiii s 50
Table 8: Performance objective and reference profile of Precious Woods.........cccceeuvviiucincnnne 51
Table 9: Value Driver Metrics and Performance References for Precious Woods..................... 53
Table 10: Characteristics of Veja’s Brazilian value chaif ..o 58
Table 11: Complete list Of INtEIVIEWEES......vvvuivirieiiiiiiiiiiie e saenens 84
Table 12: Questionnaire Part 1with performance references partially colour-coded.................. 85
Table 13: Generic categories for the formulation of lagging indicators.........ccccuveviecrvinicicininnnee. 89
Table 14: Generic categories for the formulation of leading indicators........cocevvuvieerviricicininnnnes 89
Table 15: Natura’s Performance Evaluation.........c.ccccevviiniiciniiciiciicceeeccecenns 89
Table 16: Veja’s Performance Evaluation ... 94
Table 17 Product label Natura EKOS HNE ...ccuviiiiiiiiiiiiiciiiciiiccinccece s 98
Table 18: Barriers to sustainable business in the AMAazon ........cccevcviriviciicniicnicnccaes 99



When Money Grows on Trees

Abbreviations

BNDES — O banco nacional do desenvolvimento (Brazilian Development Bank)
BSC - Balanced Scorecard

CAR - Cadastro Ambiental Rural (Rural Environmental Registry)

CDM - Clean Development Mechanism

CDSA - Companhia de Desenvolvimento de Servicos Ambientais de Acre (Environmental Services Development
Companies of Acre)

CFRs - Casas Familiares Rurais do Para

CRA - Cota de Reserva Ambiental (Environmental Reserve Quota)
CSR - Corporate Social Responsibility

DJSI - Dow Jones Sustainability Index

DOC - Documento de Origem Florestal (Document of Forest Origin)
EMS - Environmental Management System

ESG - Environmental, Social and Governance Strategies

ESP&L - Environmental and Social Profit and Loss Accounting
FC - Forest Code

FDL - Folha Defumada Liquida (Smoked Liquid Sheets)
GHG-Gteenhouse Gas Emissions

GIP - Gestio de Interesses Publicos

GRI — General Reporting Initiative

HDI — Human Development Index

IBAMA-Instituto Brasileito do Meio Ambiente e dos Recursos Naturais Renovaveis (Brazilian Institute of
Environment and Renewable Natural Resources)

IPCC-International Panel on Climate Change

LC - Life Cycle

LCA - Life Cycle Approach

LR - Legal Reserve

NINA - Nucleo de Inovagiao Natura Amazonia (Natura Amazon Innovation Center)
PCR - Pés-consumo de material reciclado (post-consumer recycled material)
PES - Payment for Ecosystem Services

PPCDAM - Prevention and Control Plan of Deforestation in the Legal Amazon
PW - Precious Woods

PWA - Precious Woods Amazon

REDD+ — Reducing Emissions from Deforestation and Degradation

RESEX - Reserva Extravista (Extractive Reserve)

RPR - Riparian Preservation Area

SBSC - Sustainability Balanced Scorecard

SD - Sustainable Development

SD - SRM-Sustainable Development Stakeholder Relation Management

SDI — Sustainable Development Indicators

XI



Mascimilian Engel, IIIEE, Lund University

SMS - Social Management System

SOU - Natura’s conscious consumption initiative (literal meaning not available)
SRM - Stakeholder Relation Management

S, T&I — Science, Technology and Innovation

TEEB-The Economics of Ecosystems and Biodiversity

Exchange rates

For the sake of convenience and comparability, the author has provided a currency conversion of
the two main currencies used in this thesis to euros. Currency data were sourced from XE.com
on Thursday September 10, 2015.

1 euro (EUR):

= 4.35 Brazilian Real (BRL)
_ 113 Us Dollar P

XII



When Money Grows on Trees

1 Introduction

The Amazon Rainforest is a biosphere that is not only recognized for its inherent beauty and
breath of biodiversity, but also for its resources and more recently, the invaluable
environmental services it renders, including biodiversity maintenance, rainfall generation,
carbon sequestration, and soil stabilization (How o Save the Amazon Rainforest n.d.). In spite of
the numerous benefits that tropical rainforests like the Amazon have, particularly their key
role in mitigating climate change, tropical forests are disappearing at a frightening rate,
generating 50 percent more greenhouse gases than the entire international transportation
sector (Edenhofer et al., 2014). The IPCC estimated that in order to meet climate goals,
developed countries would have to reduce their emissions by 17 Gt annually by 2020. By
2030, the forestry sector alone could constitute 7.8 Gt of required reduction of emissions
(Viana 2009, p. 9). This begs the question of why deforestation is continuing? According to
Virgilio Viana, director general of the Sustainable Amazon Foundation, deforestation is not
happening due to “stupidity or ignorance, or out of insanity, nor irrationality” (The Amazon
Under Debate: Opportunities, Challenges and Solutions 2010). Rather it has been concluded that the
root of the problem is financial (Brouwer, 2007).

1.1 A necessity and opportunity to bridge the gap between profitability
and conservation of the Amazon Rainforest - a business approach

The Amazon Rainforest is currently being examined for its important role in combating one
of mankind’s greatest threats, namely climate change. Ample proposals are on the table to put
financial value on ecosystem services, with Payment for Ecosystem Services (PES) having received
the most attention in recent years. PES denotes the terms of a voluntary transaction, involving
an established ecosystem-service or land use that is bought by at least one buyer from at least
one provider, who subsequently has the jurisdiction over service provisions (Wunder, 2005).
Payment for ecosystem services is one way to extrapolate the capitalist paradigm to nature and
give it competitive profitability relative to destructive economic activity. Less attention has
been given to the second element of natural capital however, namely ecosystem goods, which
are clearly identified in Robert Constanza’s definition, positing that “natural capital is the
extension of the economic notion of capital (manufactured means of production) to
environmental goods and services...natural capital is thus the stock of natural ecosystems that
yields the flow of valuable ecosystem goods or services into the future”. (Natural Capital n.d.).
The problem inherent to payment for ecosystem services, rather than ecosystem goods, is the
fact that it neither accounts for the human capital available in the Amazon, nor is there
potential to add value through further processing, a rampant problem that is pronounced in
the Amazon. Although there is economic activity in the Amazon derived from commodities,
Brazil’s exports are suggesting that the majority of economic activity has not been generated
by sustainable means, but that high levels of deforestation-related emissions and high
proportions of exported production are positively correlated (Cuypers et al., 2013). It has been
estimated that 90 percent of the Amazon’s deforestation can be ascribed to commercial
agriculture (Lawson et al., 2014, p. 35). This alludes to the sobering reality that economic
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activity and conservation in the Amazon are disjointed. Current proposals to tackle this
problem are largely premised on institutional approaches, taking a macro perspective.
Although institutional approaches are indispensable in paving the way for a green economy,
individual businesses need to see financial value in conservation, making an integrated
business strategy the link that closes the gap between profitability and conservation. Only then
can the Amazon’s tremendous potential be unleashed to become an incubator for a green
economy that is based on a symbiosis of nature and business.

1.1.1 Implicit drivers and implications of deforestation in the Amazon

Deforestation! in Brazil’s Amazon accounted for one quarter of forests lost worldwide
between 1990 and 2010 and a third of all tropical forests lost worldwide between 2000 and
2012 (Food & Nations, 2010; Lawson et al., 2014). Initial deforestation in the Legal Amazon?
can be attributed to infrastructure developments, such as roads along the “Arc of
deforestation”, including Para, Mato Grosso, and Rondonia, which has led to enhanced
accessibility by humans and consequential land conversions and settlements (Brazil, 2002). In
recent history, an important driver for deforestation has been land conversion, largely due to
soy production and cattle ranching. Subsequently, fluxes in land use have made it difficult to
determine the exact magnitude of deforestation. Although the exact proportion of
deforestation caused by specified activities exhibits varying degrees of conclusiveness, satellite
imagery by Brazil’s National Institute for Space Research (INPE) suggests that 62.2%? of
deforestation that occurred before 2008 was connected to the creation of cattle pastures, 4.9
% to crops and 9.7%¢* are unclassified, but were likely used for grazing pastures and crops
(Levantamento De Informagoes De Uso E Cobertura Da Terra Na Amazinia 2011/2011). The
practice of deforestation for the creation of soy plantations in the Amazon region has largely
been discontinued since 20006, at least legally, due to a voluntary moratorium of the soy
producers, but deforestation due to soy still continues in other biomes in Brazil (Walker, Patel,
& Kalif, 2013, p. 448).

Ownership rights

The root of the problem that has given rise to this regime of large-scale deforestation can in
part be explained by lacking institutional capabilities and loopholes in the domain of legal
governance that has enabled organized land grabbers and squatters to clear large swathes of
rain forest with impunity. The first scenario is the situation, where deforestation is in
compliance with reserve limits and thus, does not appear in illegal deforestation statistics, in
spite of the fact that the land was appropriated illegally through corruption or forging of land
titles. These types of illegalities are symptomatic of the ineffective, bureaucratic and complex
mechanisms, let alone high transaction costs that landowners of legal land are subjected to,
compounded by lacking capabilities on the part of authorities to respond to demands of
holders (Barreto & da Silva, 2013).

I Refer to appendix 7.8 for photos evidencing deforestation in the State of Acre.

2 This thesis will be largely premised on the definition of the Lega/ Amazon, denoting the part of the Amazon, which is on
Brazilian territory and was awarded this status in 1953 by the Federal Government of Brazil, with the intention of
promoting economic development. The expanse covers an area of 5.2 million sq. km, amounting to 61% of the Brazilian
territory. The term will be used interchangeably with Amazon, but only refers to the fraction of the Amazon on Brazilian
territory, except in circumstances where data are only available for the Amazon biome at large.

362.2% is determined by adding up the percentages of “clean pastures”, “pastures with bare shrubs”, “pastures with bare
soils” and “regenerating pastures”.

49.7% was derived from taking applicable percentages of “occupied mosaic land” and “areas not observed”.

2
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Thus, lacking capabilities to enforce property rights have allowed illegal deforestation to
flourish. In order to address these irregularities that have not only caused deforestation,
violent feuds between landowners and withdrawals of investments due to land title
uncertainties, local governments have responded by regularization, albeit with very little
success. These transgressions can be categorized as weaknesses and lack of oversight in the
legal system on the part of the state government. However, there are also wanton cases, where
authorities in charge of administering the ownership rights to land, turn a blind eye through
the practice of bribery. Upon comparing land registry records, it is not infrequent that multiple
owners are registered on the same parcel of land. This practice, in particular, was driven by
low interest rates on loans for landowners in the past (personal communication, Christian
Marzari, July 14, 2015). In fact, it was maintained that in 2009 less than 4% of land carried
legal ownership titles. Illegalities in relation to land titles have been highly instrumental in
engineering a scenario in which cattle ranching has become a highly profitable activity because
it does not include the cost of legal land appropriation (as cited in Lawson et al., 2014).

Legal reserves

It is estimated that between 68 and 90% of legal breaches occurred on land that originally
carried a legal land designation, but violated all other obligations attached to the land (Lawson
et al.,, 2014). This can be explained by the fact that land was acquired legitimately and therefore
the legal obligations associated with land parcels were not given further attention. This
constitutes the second category implicated in illegal deforestation. Reserve limits (RL)
designate the legal minimum that the land owners need to set aside for conservation. Today
the legal minimum in the Amazon is 80%; in previous years it has been as low as 50% (as cited
in Lawson et al., 2014). However, the reality on the ground is that ecological zoning, leading to
the creation of legal reserves, is frequently at odds with economic aspirations because up until
now, very few incentives have been given to set aside land. This contravention of the Forest
Code is particularly difficult to spot and enforce, as it frequently occurs on legally owned land
or land that was retrospectively regularized.

Speculative deforestation

This signifies a tactic whereby government-owned land is illegally seized and cleared of trees
to communicate purported land ownership with the anticipation that the property will increase
in value. Alternatively, illegal land occupants wait until infrastructure becomes available in
order to increase productivity on the parcel of land (Barreto, Pinto, Brito, & Hayashi, 2008). It
is assumed that this practice is responsible for approximately 10 million ha of overgrown
pastures in the Amazon. What aggravates this situation further is that all three branches of
government, namely the Judiciary, Legislature and Executive tolerate this practice and are
often complicit in making land available through regularization. One manifestation of the
enactment of regularization entails donating or selling land below market value, increasing
profits of speculators exponentially. Meanwhile this practice has gained momentum due to its
wide appeal for politicians and land occupants, in that both parties have taken legal action to
diminish restrictions placed on protected areas, frequently even challenging indigenous land
titles (Barreto & da Silva, 2013). Although the Brazilian government has been successful in
some areas in redressing illegal deforestation in recent years, many efforts have been futile due
to detrimental amendments to Brazil’s Forest Code (FC), a de facto environmental law that
governs land use and management on private properties to enforce penalties on illegitimate
land appropriation and conversion. It was signed into action after 2012. This resulted in
around half the cases of illegal forest conversions going unpunished, giving many land
grabbers and squatters amnesty under the current legal regime. In light of the fact that the
highest rainforest losses in the Amazon were recorded during the period of 1996 and 2008,
this constitutes an act of gross negligence (Lawson et al., 2014).
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1.1.2 lllegal deforestation and commodities - economic opportunism -
the principal variable between a standing and a cut forest

Recent export quotas and strategic parcelling of land, accompanied by deforestation are
indicative of the economic propensity in the Amazon Rainforest, scilicet deforestation is
coupled with economically inspired opportunism. The large numbers of Brazilian
commodities and the type of commodity sourced from the Amazon linked to illegal activities
insinuate two things: first, that the breadth of profitable and sustainable activities linked to
business operations in the Amazon is limited; second, that there are very few activities that
add adequate value to products from the Amazon. The following numbers illustrate the latter
and the former assumptions: 90 % of timber originating from the Amazon has been found to
be sourced illegally (Stickler, Nepstad, Azevedo, & McGrath, 2013; Viana 2002); the total for
illegal soy production occurring in the Amazon has been approximated at 49%3 in the period
1996 to 2005; for illegal deforestation attributed to beef and bovine leather the percentage lies
at 73%¢ for the same period (Lawson et al.,, 2014). While the aforementioned activities are
associated with the preponderance of deforestation cases, gold is another commodity that has
been linked to rampant devastation in the Amazon biome, not only related to deforestation
but also catastrophic waterborne pollution caused by mercury and quicksilver, used to separate
gold from soil.

1.1.3 The status quo of Brazil’s anti-deforestation measures

The amended Forest Code

Although the Brazilian government has been successful in some areas in redressing illegal
deforestation in recent years, many efforts have been futile due to adverse amendments to
Brazil’s Forest Code (FC), a legal framework that governs land use and management on
private properties. The FC has been replaced by the Protection of Native Vegetation - Law
No. 12.651 / 2012. According to Soares-Filho et al., an amendment to the Forest Code in
2012 prescribes the reduction of Brazil’s “environmental debt” by 58% (2014). In other
words, owners of legal reserves (LR) and Riparian Preservation Areas (RPAs) that were
previously obligated to restore land at their own expense before 2008 were partially omitted
from honouring this obligation within the new rules’. One major implication of this
amendment is that 90% of Brazilian rural properties are eligible for these omissions. In light
of the fact that the highest rainforest losses in the Amazon were recorded during the period
between 1996 and 2008, this constitutes a strong weakness in the amended version of the
Forest Code.

In spite of weaknesses in the current FC, new mechanisms to redress deforestation are
included. One of the most noteworthy additions is the Environmental Reserve Quota (CRA),

5> Lawson et al. have taken data detived by (Gtieg-Gran, Haase, Kessler, Vermeulen, & Wakker, 2007), converting ha into
percentages: first the total amount of land that was illegally deforested in the Cerrado (45%) and the Amazon (90%) were
assumed as the base values; second, total deforestation related to soy production, amounting to 7.2 Mha or (100%)
between the Cerrado states and the Amazon states were allocated between these two areas, resulting in a share of 3.3 Mha
(46%) in the Cerrado states and 4.9 Mha (54%) for the Amazon states. Since the Cerrado states are not considered in the
scope of this thesis, the calculation was as follows: (54% x 90%) = 49%.

6 The percentage for illegal deforestation due to beef and bovine production follows the same principle as soy. For the
numbers see (Lawson et al., 2014) and (Grieg-Gran et al., 2007). The calculation was as follows: (81% x 90%)=73%

7 The properties that wete included in this LR debt reduction were “small” properties ranging in size from 20 ha to 440 ha in
the Amazon. By including RPAs, restoration requirements are further decreased to 50%.
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specified under the new Protection of Native Vegetation — Law, which is designed to facilitate
the regularization of properties. According to this mechanism, owned areas with native
surplus vegetation exceeding the FC-mandated minimum can be converted into tradable
permits and used to offset LR debt on another property within the same biome and ideally the
same state ([ncentivos Economicos Para Servicos Ecossistémicos No Brasi/ 2015; Nepstad, Stickler,
Filho, & Merry, 2008). While similar to the carbon credit regime under the Clean
Development Mechanism (CDM) outlined in the Kyoto protocol, these credits do not capture
the value of ecosystem services and therefore do not account for measures towards mitigating
climate change attributed to deforestation.

A further noteworthy pillar of the amended FC of 2012 is the deployment of the Rural
Environmental Registration (CAR). The conception of this instrument occurred against the
backdrop of land title irregularities, much like the CRA and constitutes a promising instrument
in verifying the validity of land titles. According to the latest issue of the Amazon Fund
Activity Report, the sum of projects related to CAR activities amount to 13 projects at state,
municipal and NGO level, with R$ 200 million being earmarked for the purpose of
implementation. Conceived as the main instrument to promote and verify environmental
regularity of rural properties, this innovative instrument developed in the Amazon region
itself, can also raise other important issues on a number of other matters, such as land-title
regularization and recovery of degraded areas (Amazon Fund 2014).

The Amazon Fund

The Amazon Fund (Fundo Amazonia), created in 2008 under former President Lula, is an
instrument that assumes an important role within the context of the governance structure of
interagency cooperation, in a joint effort to reduce emissions from deforestation and forest
degradation (REDD+). The fund, which is administered by the Brazilian Development Bank
BNDES, can be classified as an initiative that pursues the goal of raising funds for non-
refundable investments in measures related to preventing, monitoring and combating
deforestation, while fostering conservation and the sustainable use of the Amazon biome
(Amazon Fund - BNDES n.d.). While the Amazon Fund constitutes an important mechanism
domestically, supporting sustainable, economic development in the Brazilian Amazon, its
importance is also highlichted in the international domain. Numerous international
governments, like Germany and Norway, are supporting the fund with capital injections, as an
opportunity to compensate for domestic greenhouse gases. It is also important to emphasize
the vested interest and contributions from the private sector, from companies like Petrobras, a
Brazilian petroleum producer. In the first instance, its purpose is to encourage conservation,
restoration and enhancement of ecosystem services through the provision of financial and
economic resources, but large-scale investments by foreign governments of close to US§ 1
billion, in the case of Norway, underline the importance of the fund in combating carbon
emissions at large (Amazon Fund - BNDES n.d.). The fund subscribes to the requirements of a
sub-national initiative, namely public mediation, social control and private investment (Forest
Trends, 2015, p. 70). The projects approved within the framework of the fund are an
indication that the mechanism acknowledges the importance of stimulating local forest
economies by supporting cooperatives and local associations with ties to the territory and the
land (Amazon Fund - BNDES n.d.). However, concerns have been issued over the continuity
of the fund, attributable to the antagonistic context it is set in, namely an environment in
which the environment is seen as an impediment to economic progress (The Amazon Under
Debate: Opportunities, Challenges and Solutions 2010).

1.1.4 Three pillars to ensuring an economy based on an alive forest:
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Multiple uses of the forest

The first impediment of a thriving economy in the Amazon based on a standing forest, is the
narrow scope, with which it has been viewed by decision makers, businesses and investors.
This is exemplified by the little breadth of activities that thrive on the conversion of the
rainforest, with the view that the forest presents a hindrance to profitability. Multiple uses of
the forest are not only implied with the production of timber and non-timber products, but
also includes biodiversity protection, forest services and also the promotion and support of
these services (Brouwer 2007, p. 149). While diversification is one aspect of using the Amazon
Rainforest in multiple ways, it is also important that biodiversity goods like timber, are subject
to sustainable management, discernible transparency and exhibit minimum invasiveness, while
providing the necessary scale (The Amazon Under Debate: Opportunities, Challenges and Solutions
2010).

Hitherto, most activities, including cattle ranching and cultivation of non-native monocultures
have neither valued native biodiversity, nor provided any value to ecosystem goods and
services. Thus, multiple uses of the forest would be indicated by measures that account for
ecosystem goods and services, leading to a diversification of activities. The reduction of
carbon emissions from deforestation and degradation for instance, can provide a symbiotic
relationship between ecosystem goods and services, by employing practices that are geared
towards sustainable production. This includes the employment of technological innovation for
better pasture management, the use of agroforestry systems and the recovery of degraded and
deforested land, in order to increase productivity and decrease pressure on existing forest
(Forest Trends, 2015, p. 70).

Communities in the Amazon are a good reference point for a large-scale application of these
principles, by showcasing a “lifestyle of multiple productivity, multiple production, multiple
products” (The Amazon Under Debate: Opportunities, Challenges and Solutions 2010, p. 165). A key
in operationalizing this idea, is to incorporate ethno-biological knowledge of indigenous
people that have perfected silviculture and agroforestry systems in the Amazon over millennia.
These are measures that have the ability to diversify products as a concomitant by-product of
creating emissions certificates. To this end, it is also indispensable to mainstream the uses of
ecosystem services as part of a diversification strategy.

Enhancing the local value chain

A further ingredient to increase the value of the Amazon and ultimately discourage
degradation and deforestation, is the enhancement of local value chains. Hitherto, the
Amazon’s forest economy has largely been premised on resource extraction, without adequate
value creation and wealth distribution. Although this problem is not exclusive to the Amazon
Rainforest, it is particularly visible in the Amazon, also in light of the fact that it boasts more
productivity and wealth than many forests in the United States and Europe combined (T%e
Amazon Under Debate: Opportunities, Challenges and Solutions 2010). The status quo is that many
steps of the value-adding production chain are outsourced to other parts of Brazil, or to
foreign countries. Similarly, most innovation to increase productivity of the value chain, e.g.
research determining which genetic traits of tree species like the agai palm increase yields and
hence profitability, comes from outside of Brazil (personal communication, Iguatemi Costa,
July 30, 2015). Thereby, only a small fraction of the potential economic value of the Amazon
Rainforest is captured, giving way to illegal and harmful economic activities. It is surmised,
that this problem of unrealised value, can be redressed with Brazil’s industrialization
capabilities, which will enable products to be processed more intelligently and at greater scale.
Accordingly, it is maintained that innovation and knowledge from other temperate forests
around the world in conjunction with Brazil’s technological infrastructure hold the key to
achieving this end (The Amazon Under Debate: Opportunities, Challenges and Solutions 2010).
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Social inclusion

Social inclusion has been cited as another pillar towards creating circumstances that are
conducive to a sustainable forest economy. This entails, incorporating of oftentimes
disenfranchised groups like indigenous people, ribeirinhos$ and seringueiros, who possess a lot of
contextual knowledge and know-how, yet are amongst the poorest people in Brazil. This
situation has been implicated in creating an intolerable situation of economic opportunism in
the Amazon, which, apart from deforestation, has led to concomitant activities like bribery,
armed land feuds, murder and displacement of indigenous people. In order to include these
marginalised groups, experts prescribe an education system that meets the realities of the
forest rather than providing generic education, which includes local training of professional
educators and vocational training (The Amazon Under Debate: Opportunities, Challenges and
Solutions 2010). But inclusion does not only imply bringing people up to speed in terms of
education; it also means connecting these groups to the rest of the country. This needs to
entail a strategy that connects federal with local governance, fosters relationships between
people in the region and the rest of Brazil, and strengthens information networks in the
region. The latter, including better use of information and communication technologies is seen
as a way “to break the vicious circle which comes from the current relative regional isolation”
(Amazonia Brazilian Challenge of the XXI Century 2008, p. 21).

1.1.5 Incorporating sustainability into business strategy in the
Amazon

Although the federal government and regional governments in Brazil are imperative in
creating the framework conditions for a sustainable forest economy in the Amazon,
conflicting agendas, priorities and strong differences in power relations are discernible among
government ministries. Thereby, different views of the Amazon are perpetuated; unabated
economic and industrial development, requiring the clearance of the forest on one hand and
forest conservation on the other. However, integrated business models, accounting for
environmental and sustainability performance, have the potential to bridge this gap. A number
of companies sourcing timber and non-timber products from the Amazon have already
operationalized integration as a means to close the chasm between the economic imperative
and sustainability. In light of the multitude of interests and stakeholders present in the
Amazon, the greatest prospect of success in the first instance, is the adoption of a stakeholder
view (Clarkson 1995; Sachs, Post, & Preston, 2002), positing that relationships are invaluable
assets and inseparable from corporate wealth. A second notion commensurate with the
realities of the Amazon is corporate sustainability, which Schaltenegger and Burritt see as “a
broad approach that includes various characteristics, in particular relating to the contextual
integration of economic, environmental and social aspects” (Schaltegger & Burritt, 2005, p.
189). Nowhere else is an interplay of social legitimacy, efficient use of resources, competitive
and financial success, as important as in the Amazon, and if managed properly, has great
potential to alleviate lead causes of deforestation in the Amazon.

1.2 Problem definition

Deforestation in the Amazon has experienced a notable downward trend of 83% since the
federal government’s establishment of the Prevention and Control Plan of Deforestation in

8 Traditional people living along banks of the Amazon and its tributaries, whose livelihood largely depends on fishing and
small-scale farming

9 Traditional rubber-tapping communities
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the Legal Amazon (PPCDAM) in 2004. This is largely attributable to the collaboration
between federal and state government and civil society (Amazon Fund 2014 2014). During the
13th Conference of the Parties in Bali, it was established that for REDD to be fruitful,
developed countries needed to be given noteworthy economic incentives. It is within this
context that Brazil vowed to reduce deforestation by 80% below the historical baseline of
19,500 km? year -1 by 2020 (Soares-Filho et al., 2010, p. 10821). The Amazon Fund has been
instrumental in financing activities conducive to this end with the help of donations from
governments and the private sector. Simultaneously however, a recent look at the PPCDAM
does not echo the urgency of the stated goal, since the financial means to combat
deforestation in the Amazon have fallen by 72% between 2011 and 2014 and are now down to
only R$ 1.78 billion from R§ 6.36 billion in the period between 2007 and 2010, despite
economic mechanisms and external aid (Forest Trends, 2015, p.58). Although it remains
crucial that federal and state policies, as well as economic mechanisms continue to be an
essential part of the fight against unsustainable, legal and illegal deforestation, more attention
needs to be given to the role of the private sector and its ability to attach more value to a
standing forest through profitable socio-environmental activities and integrated business
models. In order to address this issue, the author seeks to examine business strategies at the
company level, in order to exemplify ways in which beyond-compliance companies, active in
the Amazon can visualize environmental and social measures, and accomplishments that have
been conducive to generating financial value and mitigating deforestation and degradation.
The primary focus will be on the Legal Amazon.

1.3 Objective and research questions

The stated purpose of this paper is to examine reputable sustainably-inclined companies in the
Brazilian Amazon and how these are adapting to the complexities of the local context. The
overall objective is to supplement the body of knowledge on sustainable businesses in the
Amazon and how these can serve as an influential asset in redressing the problem of harmful
economic opportunism in the Amazon.

a) What strategic environmental and social initiatives and measurements!® are sustainably-
inclined companies, sourcing from the Amazon Rainforest operationalizing, to achieve triple-
bottom-line value in the given context and how can their actions be classified?

b) What achievements can be attributed to these initiatives and measures in fulfilling the triple-
bottom-line criteria (economic, social, environmental)?

a) What driving forces are there for sustainably-inclined business operations and are there
identifiable patterns between different companies?

b) What factors inhibit the expansion of sustainable business operations in the Amazon and
how do they affect beyond-compliance businesses?

1.4 Methodology

To address the research questions at stake relating to the socio-environmental performance of
companies sourcing overwhelmingly from the Brazilian Amazon, the author has chosen an
adaptation of the Performance Framework, conceptualized by Dias and Sardinha (2001). The
application of this framework enables the author to make qualitative queries on the examined
companies’ integration of environmental and social aspects and their management strategy.

10 Measurements refer to indicators such as CO, emissions, ha of certified land, etc.
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The framework was employed to first examine designated companies’ initiatives,
measurements and causal achievements thereof. Secondly, it was used to guide inquiries into
noteworthy driving forces for undertaking measures towards better overall socio-
environmental performance and to study important barriers to sustainable business in the
region. In order to attain data to feed into the framework, a number of on-site and off-site
interviews with company representatives and stakeholders have been conducted, guided by
literature research. In furtherance of the conducted interviews, a questionnaire was used to
enhance the collected data and to classify companies according to their environmental and
social track record.

1.5 Scope

Companies

The companies chosen for this thesis include Natura, a Brazilian cosmetics company;
Veja/Vert, a French-Brazilian shoe manufacturer; and Precious Woods, a Swiss timber
company, largely operating in Brazil. The companies have been chosen, largely based on
personal interest, accessibility and their ability to exemplify environmental and social
innovation, leading to improved margins in some instances.

Country

Brazil’s share of the Amazon Rainforest accounts for a majority of the total surface of the
Amazon, while also deemed to be responsible for the loss of a quarter of all forests worldwide
and a third of all tropical rainforests lost in the period between 2000 and 2012 (as cited in
Lawson et al., 2014). The leading cause of deforestation can be attributed to agricultural
conversion, in particular cattle ranching and soy production'’. Brazil’s relevancy for this study
is, inter alia, reflected in the fact that illegal timber and wood products and beef/bovine,
designated for export, originate either in Brazil or Indonesia. Both countries account for an

estimated 75% of illegal land conversion of tropical forests for commercial agriculture
wotldwide between 2000 and 2012.

Value-oriented sustainability management viewpoint

The term value-oriented sustainability management denotes any form of management that
simultaneously provides for the achievement of economical, social and environmental goals
(Deegen 2001). To this end, the author has decided to employ an adaption of the
Sustainability Balanced Scorecard, developed by Figge et al. (2002) in conjunction with a
variant of the Performance Framework by Dias-Sardinha, & Reijnder (2001) and the Value
Driver Model, conceived by Global Compact Lead (2013). This thesis will also be guided by
the notion of the stakeholder view, advanced by Clarkson (1995).

1.6 Limitations

The context within which this thesis was set is Brazil, where the main language spoken is
Portuguese. Therefore, one principal limitation of this work, is the limited number of
interviews that the author was able to conduct, attributable to the language barrier in some
instances, and irresponsiveness or a limited response rate to queries, in others. While the
author has a fundamental understanding of Portuguese, interpreters and translators, if
available, were essential to help with the transcription and performing of interviews.

Also, the section on strategic objectives of one of the companies is not complete, due to the
non-completion of the survey that was sent out subsequently to one of the interviewees. For

11 Soy production in the Amazon has almost ceased due to a voluntary moratorium in 2006 of soy producets, but still
continues in other forest biomes in Brazil such as the Cerrado.
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each company and institution, the author only chose the most authoritative representative, as
interviews with other company representatives were oftentimes difficult to schedule. The case
studies presented in this work are not to be seen as a generalizable blueprint, but rather as a
snapshot of three companies from three different sectors and how these are consolidating
strategy and action to meet the socio-environmental challenges of the Amazon, while staying
profitable.

1.7 Ethical considerations

Ethical considerations were an indispensable element and taken very seriously since this thesis
provides a concrete snapshot of the chosen companies’ operations.
The following aspects were accounted for:
* For all on-site and off-site interviews, the interviewees were asked if they consented to
being recorded.

* Interviewees were asked if any information they provided could lead to a conflict of
interest or a confidentiality breach. This point was of particular importance because
legal feuds between stakeholders and companies in the Amazon are a common
occurrence.

* Additionally, it was essential to ask the interviewees if it was permissible to disclose
their names in this work.

1.8 Audience

The proposed audience for this thesis entails companies, non-governmental organizations
(NGOs) and regional governments. The researched companies, as well as other companies
sourcing from the Amazon could find merit in this research as the intended outcome of this
work is to elucidate some of the current strategic environmental and social measures taken by
companies that have positively affected the financial bottom line, while enhancing future
knowledge on synergetic integration of contextual initiatives.

Non-governmental organizations, such as WWZF and Forest Trends, could find this research
interesting, as it takes into account stakeholders’ issues and their integration into
environmental management strategies (EMS) of companies. Particularly in the Amazon, where
NGOs liaise with companies and their respective environmental actors, including local
communities, this thesis might provide some additional insights and avenues towards finding
solutions that are in the best interest of implicated stakeholders.

Similar to NGOs, this research might be advantageous to state governments in Brazil, such as
the State of Acre that could benefit from the synergetic and contextualized management
concepts presented in this thesis. More specifically, the knowledge attained in this thesis
presents a contribution towards numerous stated objectives, encompassing sustainable
development, value-adding timber and non-timber related activities, a local and regional low

carbon economy, and high social inclusion (Incentivos Economicos Para Servicos Ecossistémicos No
Brasi/ 2015, p. 65).

1.9 Disposition

Chapter 1: Introduction and problem definition - The premise of this chapter is to
contextualize the setting in which this research is set, while delineating the magnitude of the
problem and the relevancy of this research. It then proceeds with a brief overview of the
author’s employed methodology to gather data and the method to address the stated research
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questions. Finally, the chapter identifies the respective limitations of this thesis, followed by a
characterization of the target audience and finishes with a preview.

Chapter 2: Evaluation framework and research methodology - This chapter seeks to
detail the methodology and the corresponding framework to obtain and synthesize contextual
data about specified beyond-compliance companies in the Amazon, pertaining to triple-
bottom-line measures, initiatives and achievements.

Chapter 3: Literature review on separate and integrated social and environmental
management systems - In this chapter different research streams, relating to corporate social
and environmental management systems are examined with the stated goal of highlighting
limitations of management systems hitherto and delimiting an applicable management system
that can be applied in a multifaceted and complex business environment like the Amazon
Rainforest. The chapter identifies four categories, namely separate environmental and social
management systems, value-oriented sustainability management systems, the Balanced
Scorecard and the themed balance scorecard.

Chapter 4: Case study presentation of performance indicators with corresponding
achievements and classification of companies’ actions - This chapter will illustrate the
application of the Performance Framework in showing corporate socio-environmental
measures and initiatives towards achieving profitability, along with a classification of these
actions.

Chapter 5: Analysis of companies’ driving forces for sustainability and barriers to
being profitable and sustainable in the Amazon - This chapter pursues the goal of
analysing driving forces of companies and their industry in the Amazon, while also
demonstrating limitations of stated drivers. Additionally, this chapter addresses the barriers to
conducting sustainable business in the Amazon, taking a macro perspective.

Chapter 6: Discussion of main implications of the analysis - The purpose of this chapter
is to summarise the main findings and also to discuss the viability of the employed framework

in the given context. It also delineates the significance of this research.

Chapter 7: Lists the main conclusions attained from conducting this research.

11
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2 Research methodology and evaluation method for
sustainable business strategies in the Amazon
Rainforest

The intention of this chapter is to elucidate the research methodology and the framework used
by the author to place the gathered information on sustainable business strategies by
designated companies into the local context. The gathered evidence will help the author draw
inferences on the strategic objectives that companies sourcing from the Amazon are pursuing,
and also how context-specific factors are integrated strategically.

The premise of this thesis is to determine what strategic criteria and goals, three beyond-
compliance companies sourcing from the Amazon are considering in their business strategy,
in recognition of the local context and towards financial viability. It has been found that this is
beneficial, as the majority of studies hitherto have not taken into consideration the link
between environmental performance evaluation and environmental criteria and objectives in
this context, and deduced a causal relationship thereof (Dias-Sardinha & Reijnders, 2001;
Upham 2000). A disconnect frequently exists between a company’s short-term, non-financial
and operational activities and the long-term corporate strategic objectives, which warrants an
approach that accounts for contextual non-financial success components and long-term
economic prosperity (Perrini & Tencati, 2006; Schaltegger & Burritt, 2005, p. 189). Desired
inferences and results were achieved, employing a form of triangulation, which assumed the
shape of combining qualitative and quantitative methods to corroborate the legitimacy of the
case, as found in Flick (2009). Therefore, in order to enhance the veracity of the individual
companies as being beyond compliance, the participants of the interviews were subsequently
provided with a questionnaire with the intention of standardizing the information gathered
from semi-structured interviews. This information was also checked against any data available
on the companies’ websites and stakeholders that were familiar more generally with operations
of on-site companies, as the reputation of companies sourcing from the Amazon is subject to
a lot of scrutiny.

2.1 Research methods for data collection

2.1.1 Preliminary research

The primary objective of the preliminary research stage was aimed at identifying key drivers of
deforestation in the Legal Amazon and also to determine corresponding initiatives to
attenuate or eliminate legal and illegal deforestation and degradation. The second objective
was to identify relevant stakeholders, i.e. authoritative individuals and organizations that
possessed well-grounded knowledge on Amazon-related issues and the private sector in the
Brazilian part of the Amazon basin. The impetus of this thesis was provided by a publication
entitled Amazon your business - Opportunities and solutions in the rainforest by Maindert Brouwer,
which provided ideas, examples of traded products and interviews with company
representatives and their first-hand experience on business in the designated region. Material
used during this phase included journal articles retrieved from Lund University’s academic
search portal, physical and electronic reports, as well as publications attained during on-site
interviews.

The other area of concern for the author during this initial phase was to find a well-tested
framework that could explain the correlation between business profitability and integration of
socio-environmental aspects into companies’ business strategies within a comparable situation.
12
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The framework had to fulfil a number of expectations that were oftentimes different to
incumbent evaluation frameworks, catering to large-scale corporations that are listed on
famous sustainability indices like the Dow Jones Sustainability Index (DJSI)"”. For instance,
the author was very adamant about a framework that offered leeway for stakeholders to be
included, i.e. a framework that was top-down, bottom-up'® and participatory in nature, so
opinions and needs of local communities and indigenous people could be factored into a
strategic framework that echoed the need to generate value for all stakeholders. Therefore,
different nomenclatures of frameworks were examined, namely top-down, bottom-up and
fully integrated frameworks (bottom-up and top-down). While these frameworks exist, they
are largely intended for macro-economic policy development and not for the appraisal of
corporate strategy development.

2.1.2 Interviews

In order to address specific research questions or particular aspects of individual questions,
two sets of interviewees were chosen, comprising company representatives from Natura,
Veja/Vert!4, Precious Woods and external stakeholders, including indigenous people, NGOs
and environmental consultancy groups. Primary knowledge was largely generated, using semi-
structured expert interviews. Due to the novel application of the framework for research in
the given context, the interviews had to satisfy two aims based on the typologies of Bogner
and Menz (2009, pp. 46-47): first, it had to be exploratory to develop a clearer idea of the
problem and structure of the area under investigation; second, the interview has to systematize,
Le. put the focus on knowledge of action and experience, derived from the interviewee’s
practice. The former, in particular, referred to interviewees from the stakeholder group, such
as Aiton Krenak, of the Crenaque tribe, who is a leading representative of the indigenous
movement in Brazil and a board member of a pulp and paper company. The information and
insights gained in these interviews assisted the author in devising questions to companies and
providing answers on aspects relating to the question of this thesis. The second category was
instrumental in connecting the theory gained from secondary research to the interviewees real
life experience on the ground and different strategic priorities, oftentimes deviating from
standardized indicator sets. Essential criteria to determine knowledgeable and authoritative
interviewees were: acumen with regard to sustainable business strategy, rank in the company, familiarity
with the company’s overall objectives, and most importantly, the reality relating to the companies’ operations
on the ground.

As for the practicalities of the author’s primary research, snowballing within the author’s
private network was employed. In instances where snowballing was not directly possible, the
social network LinkedIn was used to screen for special competencies, professional rank of a
person, CV and physical location. Initially, individuals were contacted, using the LinkedIn
mailing function. Interviews were conducted on the phone, Skype and in person. A complete
list of the interviewees and sample questions can be found under appendix 7.1 and 7.2.

2.1.3 Questionnaire

In conformity with the antecedent interviews, a questionnaire was circulated to company
representatives that chose to partake in the interviews. The structure of the questionnaire was

12 Natura is listed on the DJSI.

13 The ‘top-down’ approach means that experts and researchers define the framework and the set of the SDIs. The ‘bottom-
up’ approach provides for the participation of different stakeholders in the design of the framework and the SDI selection
process (as cited in Singh, Murty, Gupta, & Dikshit, 2009, p. 192).

14 Veja is a French shoe manufacturer with headquarters in France and an operational counterpart in Brazil, entitled Vert.
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in part modelled after the performance evaluation employed by Dias-Sardinha & Reijnders
(2001, 2005) and Dias-Sardinha, Reijnders, & Antunes (2002) and the Value Driver Model
(2013). To answer research question 2 on drivers of, and barriers to sustainable business in the
Amazon, context-specific questions were in part derived from reports and interviews with
non-corporate stakeholders. The purpose was firstly, to place the designated companies in an
industry context, while understanding the issues of beyond-compliance businesses, sourcing
from the Amazon. Secondly, to understand what issues they are confronted with and also to
delineate their incentives for driving socio-environmental measures in the Amazon.

2.2 Performance Framework

The stated intention of this thesis is to illustrate management characteristics of beyond-
compliance companies sourcing from, and operating in the Amazon and to analogously
outline measures, initiatives and achievements that can be classified as falling into the triple-
bottom-line!s category. To answer the majority of research questions presented in this thesis, a
coherent step-by-step process is used in conjunction with the previously outlined research
methodology.

To achieve stated objectives, the author decided to use an adaptation!s of the Performance
Framework designed by Dias-Sardinha, & Reijnder (Dias-Sardinha & Reijnders, 2005), as seen
in figure 2. The specified purpose of this framework is to link strategically relevant
environmental and social objectives and commensurate performance references to the
performance evaluation format, while specifying management characteristics and performance
indicators. The Performance Framework incorporates the Balanced Scorecard as a core
element, originally developed by Kaplan & Norton (1992, 2001, 2007) and extrapolated to the
sustainability theme by Figge et al. (2002). The Performance Framework by Dias-Sardinha &
Reijnders, as illustrated in “Evaluating environmental and social performance of large
Portuguese companies: A balanced-scorecard approach”, was conceived to investigate
whether environmental and social initiatives by leading Portuguese companies matched their
predefined strategic objectives and associated performance references, and if these were linked
to performance findings of the companies in question. The study also examined internal and
external drivers influencing social and environmental initiatives and how they varied in
different performance categories, while also assessing the viability of the themed balanced
scorecard in showing the strengths of the links between the overall performance objectives
and initiatives, measurements and achievements.

In adopting this framework, the author is able to address a particular limitation that earlier
works by Figge et al. , Deegen, and Kaplan and Norton exhibit in the context of this thesis.
None of the authors provide a practical application of the Balanced-Scorecard concept for an
academic assessment of collective sustainable business strategies, rather they provide a manual
on how companies can devise a framework that maps out strategic cause-and-effect
connections within the organization. Accordingly, this thesis will use some of the steps
outlined in the Performance Framework by Dias-Sardinha, & Reijnder. Some generic
categories will remain identical with those invoked by the authors; all other elements, such as
initiatives, measurements and achievements will be adapted to match the context.

15 The triple-bottom-line concept will be used interchangeably with sustainability, denoting social and environmental aspects that
P geably g P

are impacting financial performance.
16 While Dias-Sardinha, & Reijnder used a set of similar companies with the same performance objectives and grouped them

into one balanced scorecard, the author of this study analysed each company individually, using a similar process.
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Figure 2: Evolutionary Performance Framework for assessing sustainability performance strategies of
companies

2.2.1 Step 1: Determine relevant organisational levels of a company
and describe company setting

Step 1 presents an aberration from the methodical proceeding of Dias-Sardinha & Reijnder,
and Figge and Hahn, in that it not only specifies the business unit, but also the context of the
company. Regarding the point of business unit designation, Figge et al. maintain that for small
and medium-sized enterprises the business unit level may be the same as the corporate level,
while in large companies, there might be different departments for different customer
segments (2002, p. 277). Within the context of this thesis, the companies vary between SMEs
and large companies and have a site-specific business unit in the Amazon, with differing levels
of authority and capabilities. In some instances, the corporate level is included, if deemed
necessary due to a clear connection between all-encompassing policies and Amazon
operations. This helps establish the strategic importance of relevant units and the corporate
level’s dependency on these units for the overall strategy.

As a supplementary step, the author has also chosen to elucidate the overall corporate context
of examined companies to establish a link between their domestic setting and the social and
environmental context, directly linked to the company’s operations in the Amazon. The
author added this aspect to showcase, more generally what it means for these companies to
operate in the Amazon versus operating, according to well-defined and examined economic
parameters, under conventional circumstances. This is in step with Reed who contends that
there are two components to establishing context: (1) identifying key stakeholders and (2)
defining the system that is relevant to the problem being studied (2006). Although this first
step does not pertain to the research questions per se, it allows for better contextualization.

2.2.2 Step 2: Determine applicable strategic objectives and company-
specific performance references
Step 2 sets out to explore and answer research question 1a. The author will draw on the six

strategic objectives and corresponding performance references, defined by Dias-Sardinha, &
Reijnders, to assist in devising a normed social and environmental management profile of the
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companies in question, exhibited in table 1. The six objectives and corresponding
performance references, which mainly refer to broad standardised environmental and social
management systems and principles, e.g. GRI, AA 1000, SA 8000 and the precautionary
principle, were complemented with objectives and performance references cited in The Ialue
Driver Model: A Tool for Communicating the Business Value of Sustainability, as seen in Table 2. The
Value Driver Model was consulted for its ability to illustrate, which of the value driver metrics,
namely growth, performance and risk management, are explicitly linked to value-adding
sustainability reference categories, such as new markets and geographies from sustainability-advantaged
products, operational efficiency through better use of natural resources, and reputational risk aversion through
provision of socially and environmentally responsible products. In this step, the examined organizations
were asked to specify their company’s objectives and corresponding performance references,
as shown in appendix 7.3. To choose multiple performance objectives is not only closer to
reality but also tends to yield better environmental performance (Mauser 2001, p. 29). Given
the case study approach, differing from Dias and Reijinders’ company-survey approach, the
author also gave companies the chance to choose from individual performance references
within the multiple objectives. This was done in order to enhance the accuracy of the
selections made by the interviewees. To achieve this end, questionnaire respondents were
asked to colour-code the individual performance references that they thought were most
suitable to the objectives they chose, as seen under appendix 7.3. This step in particular, is
aimed at bringing a consistent and standardised dimension to a highly contextual and
structural analysis of the three companies analysed in this thesis, which also aligns with
Aragoén-Correa’s perception (1998).

Table 1: Strategic objectives and related performance references for organizations

Strategic Objectives Strategic Objectives

Pollution control/
Regulatory compliance:
Compliance with relevant
regulations, voluntary

No violations of regulations, voluntary agreements, and general codes of conduct
voluntarily adhered to

agreements (such as
covenants), and general
codes of conduct voluntarily
adhered to.

Pollution Prevention:
Optimization of resources
consumption and prevention

Reference values of best preventive technologies and practices available to the
sector

of Proactive attitude concerning future changes in the law
waste (including emissions)

during production and

high negative-impact wastes,
in line with financial targets
of the company, such as cost
reduction

Eco-Efficiency:
Reduction of resource
intensity and

minimization of
environmental

impacts of production and
products/setvices, together
with value creation by
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Reduction of environmental burden, when compared with average company in
compliance (normative)

Procedural: effective management structure for pollution prevention, preferably

following standards related to an EMS, with effective monitoring and
information systems

Application of most eco-efficient practices, technologies, and products/setvices
available, preferably using a product life-cycle perspective

Measurable reduction of environmental burden, when compared with average
company in compliance

Value creation coupled with continual improvement



continuous incremental
improvement

Eco-Innovation:
Introducing radical
environmental
improvements pertinent to
production, products, and
services to achieve minimum
environmental impacts,
using a product/setvice life-
cycle perspective

(Eco)-Ethics:

Using environmentally
related normative values
(e.g., zero pollution) to guide
organizational activities and
emphasize social aspects

Sustainability:

Guiding organizational
activities by consideration of
environmental, social, and
economic justice between
generations and with respect
to contemporaries. In the
case of environmental
performance, this objective
can be operationalized when
organizational activities leave
the environment no worse
off at the end of each
accounting period than at
the beginning,
complemented with
environmental restoration or
remediation when
environmental damage is
detrimental to contemporary
generation.

When Money Grows on Trees

Procedural: following standards related to an EMS

Use of predefined goals, e.g. 100% share of eco-innovated production and
products,
sector-leader achievements in eco-innovative markets

Measurable reduction of environmental burden , when compared with average
company in compliance (normative)

Procedural: accountability for life-cycle impacts of products/setvices, preferably
following standards related to life-cycle analysis (LCA) and eco-labelling

Specified principles (e.g. zero discharge, zero waste, use of only renewable
energy) or general environmental decision-making based on ethical concerns

Procedural: applying ethical requirements, preferably use of voluntary standards
as guidelines, e.g. AA 1000 (AccountAbility, 1999), SA 8000 (SAL, 2000)

Reporting, preferably applying Sustainability Reporting Guidelines requirements
(GRI, 2000)

Application of the Precautionary Principle (EEA, 2001)
(when in doubt as to the long-term environmental and human safety of a product
due to lacking data, your company won't allow the product to enter the market )

Integration of all costs that are currently external into cost accounting (Total
Cost Accounting) and achieving an acceptable profit while doing so

Use of sustainably generated renewables in place of dissipatedly used inputs

Reduction of environmental burden by up to a factor of 50 (Reijnders, 1998), if
compared with average company in compliance (dependent on, among other
things, the sector and assumptions as to overall production and consumption)

Preventing negative product/service life-cycle related impacts on future
generations

Procedural: compliance with all pre-referenced standards. Integrated
management of environmental, social and economic aspects of triple bottom line
by using an integrated management system (e.g. SIGMA Project, BSI, 2001).
Involvement of and transparency to third parties (e.g. apply GRI, 2000)

Source: Dias-Sardinha & Reijnders, 2001, 2005

Table 2: Adaptation of the 1 alue Driver Model

Value Driver Metrics

| Performance References
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Growth

Revenue growth from
sustainability-advantaged
products, setvices and/ ot
strategies (S/G)

Performance

Total annual cost savings
(and cost avoidance)
from sustainability-driven
productivity initiatives

S/P)

Risk Management
Reduced sustainability-
related risk exposure that
could materially impair a
company’s performance

S/R)

New markets and geographies
Expanding market share based on enhanced demand for sustainability- advantaged
products

New customers and market share
Gaining sales to new customers and geographies based on brand and reputation for
sustainability product leadership, especially where those attributes are differentiators

Product and setvice innovation

Developing innovative sustainability-advantaged products and services that better
meet customer needs while minimizing unwanted social or environmental
consequences and/ot enhancing desirable social and environmental outcomes

Long-term strategy
Implementing a long-term strategy and plan, along with the required investments, to
deliver sustainability-advantaged growth

Operational efficiency

Operational efficiencies, resulting in cost savings and/or cost avoidance through
better use of natural resoutces, reduced wastes and/or finding better alternative
materials with lower costs and impacts

Human capital management

Reducing the cost of attracting and retaining top talent to the firm as a result of the
firm’s commitment to sustainability and the employees’ perceived value of that
commitment, as well as increased worker productivity due to skills and safety
training, and inclusive and equitable work environments

Reputation pricing power
Margin improvement, potentially increasing price and volumes from customer
perception of enhanced value from sustainability—advantaged products.

Operational and regulatory risk

Decteasing levels of environmentally critical and/ot constrained resource use;
limiting business interruptions and risk of losing the license to operate; reducing
emissions of key pollutants or toxins; and other areas that could expose the firm to
regulatory actions or penalties, as well as increasing adherence to established
sustainability-related operating standards, including results of related audits and
certifications.

Reputation risk

Increasing assurance via assessments, audits and/or certifications that the firm’s
suppliers are providing reliable, responsibly produced products and services in
accordance with the firm’s policies, industry codes and international standards

Supply chain risk

Decreasing exposure to reputational risks arising from a variety of actions including
fines, negative legal judgments, boycotts, public protests and/or negative media
attention through implementation of proactive policy and procedures that limit the
risk of social and environmental harm

Leadership and adaptability

Source: The 1 alue Driver Model: A Tool for Communicating the Business Value of Sustainability. (2013)

2.2.3 Step 3: Performance evaluation using the sustainability-
balanced- scorecard approach

In order to address the contextual aspects of different companies operating in the Amazon,
L.e. specific initiatives, measurements and achievements, the sustainability balanced scorecard
was chosen to meet the need for contextual description of the companies presented in this
work. A balanced scorecard dealing with environmental and social issues and the financial
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consequences thereof is useful to highlight priorities and to ensure that important areas are
not neglected, as has been pointed out earlier. The author has chosen a thematic balanced-
scorecard format that uses four perspectives, of which the second perspective presents a slight
modification of the second one used by Kaplan and Norton, namely the customer perspective.
It is replaced by the stakeholder perspective, as proposed by Dias-Sardinha & Reijnders.
Additionally, depending on context, the author has chosen to employ a triple-bottom-line
and/or financial perspective. The stakeholder perspective has been chosen over the customer
perspective due to the ample stakeholder concerns, often issued on site, especially in the
Amazon, where many interests are pitted against one another. These can, positively or
adversely, affect a company’s operations on the ground.

Exemplary stakeholder scenarios that can affect a company’s operations in the region are
illustrated here. On one hand, there are indigenous tribes that feel disenfranchised and
adamant about having their land titles recognized and maintained, a strong presence of social
and environmental NGOs that act as watchdogs over new legislation and companies in the
region and the federal and local governments trying to enforce the Forest Code and legal land
titles. On the other hand, there are local residents, particularly farmers that want to establish a
livelihood, sometimes resorting to illegal and environmentally harmful activities under the
auspices of corrupt officials. In such an environment a reputable and legally sound company
needs to tread carefully, in order not to incur legal costs, or worse, risk losing its customer
base due to an environmental or human-rights related scandal for instance.

The triple-bottom-line perspective, if chosen over or supplementary to the financial perspective,
connotes environmental and social aspects and financial consequences thereof that the
company attends to and that are conducive to adding value. This is considered against the
backdrop of the main environmental/social strategic objective(s) (Dias-Sardinha, & Reijnders,
2005). It features measurements, initiatives and achievements relating to governance,
compliance, social and environmental issues, and the financial aspects thereof.

Alternatively or in addition to the triple-bottom-line perspective, the top-tier perspective,
namely the financial perspective, does not significantly deviate from the original BSC by Kaplan
and Norton, in order to meet the author’s objective of illustrating how contextual
environmental and social circumstances in the Amazon affect a company financially (1992)".
This perspective is indicative of the economic effects brought on by the integration of
strategic environmental and social considerations. Also, the financial perspective reflects the
end point of the cause-and-effect relationship chain between all other perspectives. This
perspective entails specific measurements, objectives, initiatives, achievements and indicator
categories in the sphere of revenne growth and productivity growth, while also featuring the category
risk management, adopted from the Value Driver Model, as it not only is a critical indicator for
investors and shareholders, but also because companies in the Amazon are subject to a
considerable number of risks, including legal feuds with indigenous people or supply chain
risks due to the volatility of local circumstances for instance. Since the financial perspective
presents a reflection of the other perspectives, measurements, objectives, initiatives and
achievements of all other perspectives will be marked with the acronyms revenue growth
(RG), productivity growth (PG) and risk management (RM), if they directly affect the financial
perspective of the company.

The second perspective, will adopt the view of stakeholders more generally, which is a deviation
from the customer perspective presented in the original BSC. The assumption of this view
resonates with Clarkson’s stakeholder framework (Clarkson 1995), while the practical

17 The unaltered financial perspective in the sustainability balanced scorecard has also been used by Figge et al. (2002) and
Deegen (2001).
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application corresponds closely with Dias-Sardinha & Reijnders. In this perspective the main
question is “which internal and external environmental and social measures does the company
address to fulfil its financial mandate?”. Especially, indicator categories, such as community
relations, business ethics, labour practices and relations with non-governmental companies are featured.

The third perspective illustrates which znternal and external processes the company has to adhere
to and measure, pertaining to its environment and social aspects in order to fulfil its financial
commitments and commitments to relevant stakeholders. Initiatives, measurements,
objectives, and achievements in this perspective follow the categories management structure and
systems, use of management tools and technology and products/ services.

The fourth perspective, larning and growth, deals with the question “what learning and
innovation skills does the company account for, towards addressing strategically relevant
environmental and social aspects, resulting in financial returns?”. Initiatives, measurements,
objectives, and achievements will be classified according to the categories put forward by
Figge et al., including employee potentials, technical infrastructure and climate for action, also
seen in figure 4 under section 3.3.1.

2.2.4 Step 4: Specify internal and external drivers for beyond-
compliance/ corporate sustainability in the Amazon

Drivers for beyond-compliance/ corporate sustainability in the Amazon

In this step the companies’ driving forces for implementing environmental and social efforts
are examined, to determine the pressures that these companies face in light of a large
stakeholder base, and to solidify the link between the pre-determined objectives, e.g. eco-
efficiency, eco-ethics and their contextual practices, illustrated in the SBSC. Internal and
external drivers were partially derived from Dias-Sardinha & Reijnder and in some cases
modified and augmented with contextual information, drawn from relevant literature and
from interviews. While some drivers were discernible during interviews with authoritative
company representatives and external stakeholders, as well as the literature, the author also
incorporated some of his own assumptions on incentives towards incorporating
environmental and social aspects into the companies’ business strategy. In order to
corroborate the drivers resulting from this process, the interviewees were confronted with a
compilation of external and internal drivers in the follow-up questionnaire, which was
available in English and Portuguese. The drivers to be included in the compilation were to
illustrate generic business realities and contextual considerations on one hand, and long-term
projections for businesses sustainability in the Amazon, on the other hand.

Barriers to operating a sustainable business in the Amazon

Different from the Performance Framework, peripheral barriers to the expansion of
sustainable businesses in the Amazon are examined, corresponding with the final research
question. This step aims at underlining the political, cultural and physical issues that need to
be overcome, or at the very least, be pragmatically considered, for businesses to excel that
have a sustainability agenda. To achieve this end, the literature was consulted first, followed by
interviews with authoritative company representatives and knowledgeable stakeholders.
Similar to the previous step, the company representatives were prompted to decide in the
follow-up questionnaire, which barriers they believed inhibited the expansion of sustainable
businesses in the Amazon most. To determine the most apposite barriers used for the
questionnaire, based on overlap of theoretical and empirical evidence, the author juxtaposed
issues mentioned in the literature with the transcribed interviews.
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3 From separate social and environmental management
systems to the themed balanced scorecard

This chapter is aimed at performing an analysis of different beyond-compliance, or
sustainably-inclined management systems and philosophies employed to date in a wider
context by companies and how these have influenced the author’s decision to employ a
variant of the Balanced Scorecard in the context of beyond-compliance business operations in
the Legal Amazon. As a departure point, this chapter will discuss the literature on notions
regarding corporate sustainability, highlighting weaknesses of Corporate Social Responsibility
(CSR) as it is overwhelmingly practiced these days, and the issues of separate environmental
and social management systems. The following sections within this chapter will then review
the literature on value-oriented sustainability, review the fundamentals of the Balanced
Scorecard and how it can be employed within the context of corporate sustainability. By
elucidating the body of literature on environmental management strategies and frameworks,
the author seeks to delimit the rationale for employing each and thus corroborating the
soundness of a variant of the sustainability balanced scorecard for the purpose of this thesis.

Conducting business operations in the Amazon constitutes an intricate combination of many
factors and variables that might oftentimes not be directly linked to a company’s primary goal,
namely to generate profit for its shareholders. Although this commitment is the undisputed
motivation for running a for-profit business, the solitary view of shareholders and profit-
producing activities—during conception of a business strategy—runs into danger of missing
non-market factors and other stakeholders that can severely stint or increase the growth of
margins in the long and short run (Clarkson 1995; Deegen 2001; Freeman 2010; Lee & Ball,
2003). In relation to business in the Amazon, a holistic view of issues, potential complications
and stakeholder involvement is not only instrumental in leading a business to success and
averting risk, but also has the potential to replace a ruinous and parochial rainforest economy
that is not only threatening the livelihood of local and indigenous communities, the flora and
fauna, but also the planet at large.

3.1 The problem with separate environmental and social management

Corporate sustainability at odds with sustainable development

Fundamentally, there is concern over the veracity of the sustainabl