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Abstract

Biodiversity, the variability among living organisms and the ecological complexes of which they are
part, is the basis of Earthodés 6éweb of |ifed and
goods and ecosystem services that are easdnoti human survival and welleing, and for the
economy. Bi odiversity is foundational to Eartho

the other forms of capital: financial, manufactured, social, organisational and human.

The scale andate of biodiversity loss are increasingly regarded as a global crisis and have become the
focus of multiple responses at global, national and local levels. One growing area of focus is business
decisionmaking. The interaction of biodiversity with thesegesses in individual firms is complex

and diverse, ranging from obvious and immediater example, for firms in the natural resources or
ecosystem services sectdrgo implicit and distani as in many manufacturing or service sectors.

While there is mstitutional pressure through global business networks and civil society for firms to
adopt Osustainabilityd goals, and biodiversity i
are few detailed studies of how individual firms understanddlaionship of biodiversity with the
firmés other resources, how t-naking andwkhetheaitslooldint o f

and how it might be integrated into the firmds s

This knowledge gap for Austlian businessés the sbject of this study, which uses a qualitative ease

study approach. It examines both the recognition of biodiversity as a strategic issue for firms and its
detailed interaction with firmsd busineston strat e
and financial services sectors were selected as case studies, and a conceptual framework was developed

to assess the cases. This framework integrates a redasee view of the firm with that drawn from

a sustainabMWivelihoods approach. Theresedn was based on interviews wi

stakehol der s; firmsdé document s; and review of tF

Casest udy firmsé recognition of biodiversity was
firms6 c¢har ac teholder grasduretlwasstcanmen.feat®e; présence in the mining and
financial services sectors and absence in the primary production sector. The presence of individuals
with biodiversity knowledge and fir msobgnitoh.sor pt i
The integrated business strategy framework provided a holistic picture of the interactions between
different types of firm strategic resources and core capabilities, including biodiversity. Complex and
dynamic interactions between social, ndturaa n d financi al capital, wi t |
competitive advantage, were evident in all cases. These results have implications for business strategy
theory; the framework developed for the study may provide a conceptual bridge between atadition
approaches to business strategy theory and attempts to integrate sustainability goals into individual
firmsé business strategies. The integration of

study, may assist the global agenda of madasting biodiversity in business strategy.
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Chapter1l:l nt roducti on
1.1 Why this study?

We are witnessing what is being described as a global crisis of declining biodiversity, with perhaps a

60% decline in biodiversity over the past 40 yg@moten and Almond, 2018l has been suggested

by eminent scienti st sf tah astafteh eh udmpalna noeptea rayt i bnogu nsdpa
already have been transgres¢Rdckstrom et al., 2009: 472Rates of species loss have not been so

high since the last global massgtinction event, and it has been suggested that such rates cartimotcon
without significantly affecti ng (Rodkstronceag.a2000;t y of
Maceetal.,2014) I n fact, the most recent global assessm
faster than at any time in human bist finfergovernmental Sciendeolicy Platform on Biodiversity

and Ecosystem Services, 2019c) 6 Buasu anealsd6 i s said to be a 06gri
(Ehrlich and Pringle, 2008: 1157@)i t h humans wul ti mately fearesutng O6Dbi
of the loss of ecosystem functi¢@eballos et al., 2017: 608FReportedly, without action being taken

in the short term, the relatively stable conditions that humans have enjoyed over the past 10,000 years
may not last beyond the end of thetcen (Secretariat of the Convention on Biological Diversity, 2000;

Steffen et al., 2018)'he impacts of humans on the planet are significant enough to name the geological

age we are |living in the O6Ant hr opocwimesg§inhgtheand sc

start of a sixth mass extinctigBarnosky et al., 2011; Steffen et al., 2018)

Scientists have documented biodiversity decline in academic re(fienexample, Hooper et al.,
2005; Cardinale et al., 2012and panels of scientists haventributed to globalevel analyses that
commenced with the Global Biodiversity Assessnféfatson and Heywood, 199%)rogressing to the
Millennium Ecosystem Assessment (ME®illennium Ecosystem Assessment, 20Q5ie Global
Biodiversity OutlookqSecr¢ariat of the Convention on Biological Diversity, 2010c; 2044y, most
recently, the Global Assessment and Global Regional Assessments of the Intergovernmental Science
and Policy Platform on Biodiversity and Ecosystem ServidB8ES 2019c) Nongovernmat
organisations (NGOs) focused on biodiversity have similarly reported regularly on biodiversity trends;
for example, through the Worl d W{Grodt¢niaddédiménd,nd 6 s (
2018)

Nevertheless, the issue of biodiversity lossfien overshadowed by concern about climate change,
even though it has been suggested that the cost of the loss of biodiversity and ecosystem services is in
the same order of magnitude as the lomg costs of greenhouse gas emissi@sson and Knight,

2010) While climate change is emerging as a major driving force of future biodiversity loss, the
principal cause of the loss of species and genetic diversity remains direct humarpboigation and
loss of habitafMaxwell et al., 2016)Paradoxically, humans are also dependent on the natural world,

including its biodiversity, for the ecosystem functions and services that are the basis of human-life, well



being and the econon{illennium Ecosystem Assessment, 2005a; Cardinale et al., 2iidper et

al., 2012; Food and Agriculture Organisation, 201®pther words, the biodiversity crisis will become

a human crisis and, as this realisation is progressed, the discourse on biodiversity has increasingly
focused on its human values and tbeeptial effects of biodiversity decline on human weding within
socioecological system&uerry et al., 2015; Folke et al., 2016; Shepherd et al., 2016; Costanza et al.,
2017)

It has been estimated that the value of ecosystem services derivedddivensity contribute at
least US $125 trillion per annum to the global econ¢@ustanza et al., 2014)his value has declined
since a previous estimate in 1997, reflecting global changes in lanthesstatistics relating to human
effects are substaat: land degradation caused by human activities is estimated to be negatively
affecting the welbeing of at least 3.5 billion people and costing 10% of the annual global gross
domestic product (GDP) through loss of biodiversity and ecosystem sefiitesgovernmental
SciencePolicy Platform on Biodiversity and Ecosystem Services, 2018t challenge of arresting
biodiversity decline is recognised as so great that it is not only the domain of governments, activists or

scientists, but also is a challenfpr humanity as a whole.

This challenge has been articulated at the highest levels, first in the global Convention on
Biological Diversity(Secretariat of the Convention on Biological Diversity, 1988) more recently in
the United Nations (UN) Sustaihle Development Goa{®Jnited Nations, 2015)in this context, this
study explores how the strategies of individual businesses interact with this global challenge of
biodiversity loss and its associated economic significance. This topic is importannéwntzer of
reasons: the role of businesses in addressing the substantial and increasing risks to a sustainable global
future is increasingly recognis€Bvison and Knight, 2010; World Economic Forum, 2Q0E3)d there
has been limited research that coulchd¢or i but e to i mproving busi nes:

implications of biodiversity loss and how they might respond strategically.

This study focuses on Australia and is particularly pertinent to Australia. First, Australia is
recognised as a global biodiv si ty O6hotspot 6, being home to alm
(Chapman, 2009having the secontdighest rate of biodiversity decline in the wof@@ECD, 2019)
biodiversity loss in Australia is also globally significant. Despite expansion afqbeat areas and other
significant public investments in iconic natural systems such as the Murray Darling Basin river system
and the Great Barrier Reef, it is generally ackn
is poor and worsening@reswell and Murphy, 2017; OECD, 2019gcond, since the economy is linked
to a strong resoureextraction sector and population growth, economic growth will continue to be
inextricably linked to pressure on the environment, unless there can be a nherotible economy and
environmeniCreswell and Murphy, 2017; OECD, 2019)



1.2 Context

Given the global concern with biodiversity, the institutional context for this study is necessarily broad
and complex, spanning global frameworks such as the ConventBiological Diversity(Secretariat

of the Convention on Biological Diversity, 199ahd the Sustainable Development Gaalsited

Nations, 2015)and each of the national (Australian), State/Territory and local legislation, strategies and
policies to protecbiodiversity. Businesses in Australia operate at all of these levels and have legal
and/or social obligations to protect the environment, including biodiversity. Biodiversity is a complex
conceptii t is wuswually descr i beaddthe satutalphtternsitdormighet y o f
Aweb of | ifed, of(Seardtariat bfthb Qomanics oreBiokgical divetsify, 2000:

2), but also has specific technical elements (e.g. species richness in a given area). This complexity gives

riseto a number of challenges.

1.2.1 The challenge of understanding and valuing biodiversity

The apparent general lack of public understanding of biodiversity, including by business, affects
businessesd engagement with t hss,incladinglenowtedge dfi odi v
what biodiversity is (in different circumstances), its relevance, the need for action and what actions
might be appropriate. Although there have been no comprehensive global surveys to date, the available
evidence suggests thabbiversity and its relationship to the economy and humaniedtlg are not

well understood, and that, despite efforts by NGOs and governments, this situation is not necessarily
improving (Hunter and Brehm, 2003; European Commission, 2007; Lindeiatihies and Bose,

2008; European Commission, 2010; Department for Environment Food and Rural Affairs, 2011;
European Commission, 2013; Leadley et al., 2014; European Commission,. 20hBed biodiversity

loss has a high profile, such as in Europe, it is ciamed more as a global concern than a local one of
relevance to individualgEuropean Commission, 2007; Bedtfaiedl et al., 2009; European

Commission, 2010; 2013; 2015&hich confirms the lack of understanding of scale and relevance.

On the other handome global business surveys have reported a level of awareness of biodiversity;
for example, 27% of CEOs in one 2010 survey (noting that 2010 was promoted as the International Year
of Biodiversity by the CBD) expressed concern about the impacts of/bisiy loss on their business
growth prospectéEvison and Knight, 201@Q) al t hough this coul d al so be i
and 55% of respondents in another business survey said that biodiversity should be among the top ten
corporate issug8onini and Oppenheim, 201Miodiversity loss has also featured regularly as a global
risk since 2010 in World Economic Forum risk reports, including the most recent, where the accelerating

pace of loss was listed as being of significant con@#forld Ecoromic Forum, 2019)

There may be several explanations as to why biodiversity is challenging to understand. It has many

values, which may be different to different people and in different circumstances. These values are both



tangible (e.g. the monetary valokthe ecosystem goods and services it produces, such as timber, crops,

water supply or tourism) and intangible (intrinsic scientific, existence, cultural, spiritual and aesthetic
values)(Millennium Ecosystem Assessment, 2005b; The Economics of EcosyatahBiodiversity,

2010) Biodiversity also provides O6public good6 va
understood by nee ci ent i st s, such as the o6insurancedé val
genetic diversityBaumgartner, 200 Quaas and Baumgartner, 2008}hen applied in a technical or

physical sense, there are issues of scale (both spatial and temporal) that make biodiversity difficult to
observe directly and challenging to measure it, or its de¢Belarov, 1996; Allenet al., 2003;

Hamilton, 2005; Mayer, 2006JFinally, regardless of how much our knowledge improves, we continue

to lack knowledge about the interactions and complex relationships in natural systems and how they

interact with human values, attitudes, bebaviand ultimately consumptig@arpenter et al., 2009)

Valuation of biodiversity and ecosysteservices has become a fundamental part of efforts to
communicate about biodiversity, increase understanding of its impoitgrerticularly to businesk
andintegrate it into the economy and decisinaking(The Economics of Ecosystems and Biodiversity,
2010) However, given the complexity of perspectives on the value of biodiversity, valuation is also
complex and is now a major discipline initsownriglie c o | o gi ¢ a I[(Coganza rt@almioe’s 6
Braat and de Groot, 2012; Costanza et al., 203)surprisingly, addressing global biodiversity decline
i s increasingly r ecog®harmanand Mamba, 2042y Game etdal.,, 0l b | e m
Maron etal., 2016)that is consistent with the complexity of its social, environmental and economic
value dimensions, the challenges of valuati@ostanza et al., 1997; Millennium Ecosystem

Assessment, 2005B)nd t he appaiwémth lobadclk omesdwi n

1.2.2 Relevance of business to biodiversity

Businesses are necessarily associated in a variety of ways with many global trends that are drivers of
biodiversity decline: increasing populations, increasing consumption of water, increasing habitat
clearing for cropping ahurbanisation, increasing spread of weeds and invasive species, and increasing
harvesting of wild specie@he Economics of Ecosystems and Biodiversity, 20$®me businesses

and sectors, such as fisheries and forestry, depend on biodiversity andihdiraxdty; others, such as
agriculture, forestry and mining, rely on land for production and can therefore cause adverse impact on
ecosystems through clearing and land degradation; still others are indirectly involved in habitat clearing
through their gpply chain, such as manufacturers that use palm oil, rubber or cotton to make products,
and banks that invest in other businesses to carry out activities; and many others emit pollutants into
water and ecosysten(llillennium Ecosystem Assessment, 20059d)e quantum value of the impact

of businesses directly on the environment, including biodiversity at the global level, is significant: it was
estimated at US $7.4 trillion in 2009, equivalent to 13% of global GDP, with US $2.15 trillion
attributabletothevor | dés 3000 | ar g e s(frucpst, BPOLI)Thelsignifitant snpaetd ¢ o mp



of business activity on global biodiversity has resulted in a-&stgblished global institutional agenda

to engage business on the biodiversity crisis and, incrégstogsolicit contributions of resources to

assist governments and society to address the ¢Bsisretariat of the Convention on Biological

Diversity, 2010b; 2019b)This global agenda to engage the business sector and have it consider
biodiversityi mpat s i n its decision making is commonly r
(International Union for Conservation of Nature, 201®%wever, do individual businesses recognise

the issue of biodiversity loss as relevant to their business?

1.2.3 Relevance of biodiversity to business

The Obusi ness ciahe eale fdr lousinedses todtaonsiderrbmdiversity in their planning

and operation$ has been the focus of many NGOs and governments seeking to engage businesses on

the issuge.g. World Bugess Council for Sustainable Development, 1997; UN Global Compact and
International Union for Conservation of Nature, 202) businesses interact with biodiversity at some

|l evel by having a physical f odHolamdj2608andbyrelyisgn d ( e.
on ecosystem services such as clean water and air. However, there can be moredpesiifiess
interactions, both direct and indirect, dependin
chain(Everard, 2009; Hudet et al., 2012; The Economics of Ecosystems and Biodiversity,. 20i)

means that some interactions may be more easily perceived as relevant by some sectors and businesses
than ot hers. For exampl e, mi n i n g haveolargye,ainect arsl , suc|
obvious 6footprintsé that have significant i mpac
of legal compliance obligations), whereas financial services businesses have insignificant direct

6f oot pri nt s tonsatout tvhetima fo providesfinaince to businesses that might in turn have

large direct impacts through development projects or industrial investments (and which may be the

subject of stakeholder pressure)

Some businesses, mostly those with direct impacts on biodiversity (such as mining and forestry)
have become proactive and have been investing, sometimes substantially, in strategic responses to
biodiversity as part of established sustainat#eelopment ocorporateresponsibility programs. The
impacts of some businesses and the dependence of other businesses on biodiversity are identified largely
as business risks; for example, legal compliance, reputation and access to r¢foantb€ Asset
Management2004; Evison and Knight, 2010lowever, there is an increasing focus on representing
biodiversity as an O6opportunityé for business; f
new products or services, to or improve stakeholder relaijmmahd/or increase consumer willingness

to pay(Natural Capital Coalition, 2016)



1.2.4 Corporate responsibility and sustainability i social
expectations and business trends

Over the past t wenty years, societyds expectat.i
environment (and their adverse soci al i mpact) |
r es p o n Marbus &nd Ergméth, 200Businesses havhus become necessarily more engaged in

the social context in which they operate, increasingly consistent in practical terms with a view of
business as O6embeddedMarcusnet dh,20160; Ritala et alr, 201Basmess s o c i e |
institutions hat have taken on these ideas have provided, in partnership with NGOs, much of the impetus

for development of sustainability reporting initiatives in recent years, to encourage transparency and
facilitate measurement of business performance in relatienviponmental and social responsibilities

(e.g. Global Reporting Initiative, 2019aAdoption of sustainability reporting has been steadily
increasing globallflL.ozano and Huisingh, 201and is increasingly becoming mandatory, at least for

large business€dKPMG, 2016) Consistent with this trend, in Australia, the Australian Stock Exchange

now mandates that listed companies must report on environmental, social and governafg8Xisks

Corporate Governance Council, 2018)

Reflective of changing societaltitudes, consumer attitudes are also changing, with some
businesses seeing an opportunity to take advant a
services. In support of these developments, certification schemes have emerged to ses,standard
including in relation to biodiversity impacts and business management of impacts, and proactive sectors
are developing guidelines for socially appropriate standards of management, as a way of assuring sector
wide O6soci al Il i cencef ddvelopmreme 6 av@és dhepe akiindsbd,
certification schemes and management standahdse proliferated in relation to biodiversity and the
environment, particularly for businesses with high impact, such as mining, forestry and fishing, with
businesses seeking to create value by promoting their effadisl, 2014; Boiral et al., 2017)

Il ncreasingly, busi nesses pr omo t(Portet anceKiramer,a281f)i r at i ¢
within a paradigm of 0 s uireds austaimabilityerepattiagvimcteasipgge nt 6,
being related to the UNOG6s Sustainabl e Devel opmer
for business are also changing, and have expanded over time to include both natural capital (which is
inclusived bi odiversity) and soci al capital, and to
are both risks and opportunities for businesses in understanding their situation as part of a whole value
chain(Korhonen et al., 2018)

Lack of recent surveysraletailed studies of business engagement and strategy development for
biodiversity remains a gap, despite the existence of the sector guidelines and codes of practice for
businesses with direct impact or resource dependence mentionedBhioseand Heas Saizarbitoria,

2017) This may be in part because detailed information is hard to access fror{Boinad and Heras



Saizarbitoria, 2017)ncluding in AustraligRMCG, 2016) This makes it difficult to assess the success

of Omainstr edatien.gbNevdrotritesl dovs, there are proact |
and sectors, whi c h (esge Nek Positive Phoject, 80d8nd whiztho aspiré fov e 6

60i nt egr at e(bternateralo Integiatedy Reporting Council, 2018) general, however,

biodiversity and sustainability are often treated separately from business sfratzayyo and Huisingh,

2011) with a focus on reporting in relation to operations rather than on strategic interaction with
resources and asse{Boiral and HerasSaizarbitoria, 2017) Recent surveys of
professional sé also indicate that, even within
there is a need for a more strategic approach to sustainability, including biodi¥BSRy and

GlobeScan, 2017)

1.3 The problem that this thesis addresses

As outlined above, there is a global biodiversity crisis, which in the long term has potentially dire
consequences for society globally, including business. Meanwhile, understandingheawaaad
engagement of businesses with the issue of biodiversity conservation and loss, particularly at a strategic

|l evel, appears to remain relatively |imited, des
it into decisioamaking. Giventhe close relationship between business and the drivers of biodiversity

lossi such as increasing consumption by a growing population, unsustainable resource use and
management, and environmental impacts such as pollutioe overarching challenge thaafnes this

thesis is how biodiversity can be &édmainstreame

conservation and loss can be better understood from a business strategy perspective.

One of the barriers to 6 nviduahfismtnraeba alackaffiamibhg odi v e
as to how biodiversity can be approached in the context of business strategy. In this context, academics
may hot have kept pace with society and some business practitioners. Business strategy theory, as it is
taught inmost business schools and in business texts that describe how a firm will use its resources and
capabilities to generate revenue, continues largely to focus on financial aspects, with sustainability
considered a separ at e wadperatingplsinassshomas) 2005| Barteg el v 6
2014; 2016) While the emergence and proliferation of sustainability reporting and increasing demand
for transparency in relation to business environmental and social performance have resulted in the
appearance f Osustainabilityéd strategies (inclusive ¢
responsibility and corporate sustainability), these typically develop in parallel to mainstream business
strategy. In a similar way, recent initiatives that foon natural capital strategy for businesses also tend
to do this in parallel to O0busi negstee Nstural Gapimlgy 6, r
Protocol: Natural Capital Coalition, 2016)



1.4 Purpose of the thesis

The purpose of this thesis to increase understanding of the interaction of business strategy with
biodiversity at the level of the firm. It does so through investigation of six case studies of Australian
businesses that have different kinds of business and biodiversity iimesacthis is an exploratory

study that aims to examine and describe the valu
T from the inputs of resources and capabilities to the marketplace and its consumers, in the wider societal
context. The prpose of this thesis is not to advocate for biodiversity per se: biodiversity may or may

not be material to any particular firm, but unless its place can be articulated from a strategic business

perspective, an informed judgement about materiality ipossible.

An analytical framework was developed for the study; it integrates concepts from business strategy
and sustainable development. This framework can be used to conceptualise the dynamic and complex
interactions of the strategic resources and céipabiof each firm. The results of the detailed analysis
of each case provide an opportunity to consider and discuss implications for current theoretical

approaches and strategy frameworks.

1.5 Research goals and questions

The overarching goals of this studse to explore how business interacts with biodiversity at the level
of the firm and to improve understanding of how biodiversity fits with conceptions of business strategy.

In order to respond to these goals, | pursue three key questions:

1. Why and how idiodiversity recognised as a strategic issue by some businesses?
2. How do firmsdéd business strategy el ements and t

3. What are the implications of the findings for business strategy theory?

There is a range of acaderdisciplines that informs this study: science and biodiversity, business
(including strategic management, environmental strategy and corporate sustainability), economics,
social sciences, and psychology. Given this scope, this thesis is necessariligliaaiplihary study,
attempting to identify and integrate key ideas and concepts, rather than providing a comprehensive and

detailed account in each field.

1.6 Research design overview

The studytakes a qualitative approach, which is appropriate to facilitadepth consideration of
the interaction of a complex idea with a phenomenon of intefaghis case the interaction of business
strategy with biodiversityEisenhardt, 1989; Gummesson, 2006; Eisenhardt and Graebner, 2007;
Gerring, 2007; Yin, 2009; Gebner et al., 2012 particular, because this is an exploratory study, the
approach wused is O6experiential é rather than o6cri

and knowledge, and embedding this in an organising and interpretiveeviiak, rather than



interrogating or questioning (Reicher, 2000; Braun and Clarke 2048 studiewere usedsthe unit

of study,a techniqueoutinelyemployed in strategy resear@hg. Bansal and Roth, 2000; Escobar and
Vredenburg, 2011)This study is based on six business case studies, to enable exploration of different
responses, perspectives and interactions inlifeatontexts(Pettigrew, 1992; Chamberlain, 2006;
Graebner et al., 2012)

A diversity of interactions with biodiversity waought in selecting firms as case studies, to enable
theoretical generalisabilityEisenhardt, 1989; Stake, 2006; Yin, 2Q0Bjom the literature review
(Chapter 2), the key dimensions of interest affecting strategic response were: (1) the nature of the
interactioni whether it was direct or indirettand (2) the size of the firih whether it was large or

small. These dimensions were used to select thestade firms. They were chosen from:

1 the mining sector, which typically has large direct impaatbiodiversity;

91 the banking sector, which has an indirect impact on biodiversity through its lending activities;
and

9 the agricultural sector (specifically, wine production), which has impact on land and reliance on

plants, water and soil.

In each of these sectors, two businesses, one large and one small, were selected. Case material consisted

of interview transcripts with key staff who consented to be interviewed, publicly available strategic
documents, practitioner literature, media aeicland any other relevant sources. The conceptual
framework that was developed as a basis for the study is used to describe and analyse the interaction of
each business with biodiversity. The implications of the findings for each sector and case staahg, in

of traditional business strategy, are then explored and discussed.

1.7 Rationale and significance

In terms of the theoretical lens most relevant to this study, the key academic discipline is strategic
management. There are other relevant fields withisirtess: corporate sustainability, environmental
management and ethics. However, the discipline of business strategy is where students learn to articulate
the purpose of busi ness: how to conceptualise
advantageb6 and provide a return on investment t
firm in its social and environmental context needs to be most fully considered, and is where there has
been the least focus to date in terms of addrgs®rreconomic issues. The literature review presented

as Chapter 2 considers key literature in each of the business fields, but the broad scope means that it
does not seek to be comprehensive in each of them, as these-devésping and prolific diciplines.

The lack of a prior framework to facilitate broad consideration of firm resources and capabilities, within
the total context of society and the environment, emerged as a batrrier to strategic engagement of business

in relation to global social @henvironmental challenges, including biodiversity.

0
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1.8 The researcher and the study time frame

As a researcher, | bring to the study thirty years as a natural resource manager and strategist. Through
my professional context, | have been well aware of theaglbdiversity crisis as it has been
developing. However, after completing a Master of Business Administration (MBA) in 2008 in the
company of Australian business executives, | became aware that most of them were not similarly aware,
and, indeed, had alatively low level of environmental literacy. In addition, within the program, |
observed limited opportunities for discussion of the interaction ofegonomic issues such as
biodiversity with mainstream business. As a result, | developed a curiositytahe a business might
respond to the biodiversity crisis. Were they even aware of the crisis and how it might affect them? Was
it in fact relevant to all businesses? How would a business go about integrating biodiversity into its
business strategy? | wdered whether there was a way of approaching business strategy that might
facilitate consideration of such an issue alongside other business issues. | speculated that there may be
a need to improve business literacy about its interactions with the eneinband society more broadly
(both risks and opportunities), and that further development of a business perspective on such
interactions might be a crucial step towards engagement of businesses about environmental issues,
including thedodbiodiversity crisis

This realworld experience formed the origins of this study. Subsequent review of the literature
(Chapter 2) confirmed that there was not only a practical need but a scholarly research gap. | note that
the study has taken place over an extended pefitiche, longer than that first anticipated, due to the
practical realities of family and professional life. This has meant that the issues and circumstances
relevant to the study issues of sustainability and business interactions with sdcietyve cotinued
to change and develop over the period. Indeed, this is-ddastoping area for both practitioners and
academics, and this dynamism has posed challenges. Despite the period over which this study has been
undertaken, no framework to integrate biasity and sustainability more broadly into business
strategy has emerged clearly from academia nor practitioners prior to this work, reinforcing the

continuing relevance of the study and the value of this contribution.

1.9 Organisation of the thesis

The chaters of the thesis fall into three general sections: an introductory section comprising Chapter 1:
Introduction, Chapter 2: Literature Review and Chapter 3: Methodology, including presentation of the
analytical framework; a results section comprising drapter for each case study sector (chapters 4, 5,

6); and a concluding section presenting the discussion (Chapter 7) and conclusions (Chapter 8).
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Chapter2:Li t erature Revi ew

2.1 Biodiversity concepts and definitions

2.1.1 Biodiversity

Acernt r al concept for this study is that of Obiodi
concept dates back to the 1980s, to a time when scientists such as E.O.(Y9i#8)were becoming

concerned about and reporting on the loss of habithseciegFarnham, 2007)t has been suggested

that the term was O6inventedé6é by scientists as a
any conservation issue and provide a focus both for environmental activism and research funding
(Ghilarov, 1996; Takacs, 1996; Sarkar, 2005; Mayer, 2006; Farnham, 2007; Sarkar,F200@8)hat

time, the idea of biodiversity has continued to increase in prafild, was launched institutionally

through the global CBD at the 1992 Earth Summit, held indeidaneiro as part of action garnered
through a narrati ve (Bscoba, 1998)o0 b al O6bi ol ogi cal cris

There is some ambiguity associated with the definition of biodiveirsitys at once simple and
complex, and as an idea it can be described ashay a du al 6scientificdé an
(Takacs, 1996; Sarkar, 2005; Mayer, 2006; Farnham, 2007T he t echni c al 6scient
bi odiversity is r ef |[(Secdtadadof henCortvdnton @ BiDldgEal Diverkity,n i t i o
1992)a s : 6the variability among Iliving organi sms

marine and other aquatic ecosystems and the ecological complexes of which they are part; this includes

diversity within species, between species and af ®¢/ st e ms 6 . Within this d
6ecosystemsd is in turn defined in theorgenBDd as O0a
communitiesand theirneni vi ng environment i n(Aricle 3 Sdcretarigtofas a f

the nvention on Biological Diversity, 1992) A br o ad e r , -teéhnigalrintegorietationeod |, non
biodiversity, however, is also widely us@lscher and Young, 2007; Everard, 2009)f or exampl e,

variety of life on earth and the natural patternsitn®i t he Aweb of | i feod, of whi
(Secretariat of the Convention on Biological Diversity, 2000:S9me of the definitional difficulties

with biodiversity, particularly at a technical level, remain today and underpin some of the peaatical

policy challenges associated with the cong®faron et al., 2012; Maron et al., 2016)

2.1.2 Ecosystems and ecosystem services

Over time, other similar terms have come into use, and are used with, instead of or in combination with
biodiversity. One suchse of terms i s OGecosystemsd and O6ecos)
project 0The Economi cs o Bish@pceba.y2010;eTimes Ecamomics di od i v
Ecosystems and Biodiversity, 2012) O Ecosyst ems 6, as dhaitalsaentdfic above,
definition of bi odiversity, as one | evel of di v
derived from biodiversity, in particular relating to human benéffilennium Ecosystem Assessment,

2005a) This concept beganwithh e use of t he (Haddremand Bhdithul®74:1282% er v i c
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to describe the services provided by the environment to humanity; it was then further developed as part

of the discipline of ecological economi¢Sostanza et al., 199@nd then popalrised in the MEA

(Millennium Ecosystem Assessment, 2003&glassifies ecosystem services into four typesKapae

2-1):

1. provisioning services (e.g. fooflesh water, wood, fibre and fuel);

2
3.
4

regulating services (e.g. climate regulation, floods and disease regulation and water purification);
supporting services (e.g. nutrient cycling, soil formation and primary production); and

cultural services (e.g. aestlwetspiritual, educational and recreational).

Figure 2-1: The relationship between biodiversity, ecosystem services

and human well-being

Biodiversity is both a response variable affected by global change drivers and a factor modifying ecosystem processes and services

and human well-being. Solid arrows indicate the links that are the focus of Chapter C11.
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The relationship &étween biodiversity and ecosystem services is complex, and some authors have
suggested that the above approach-suaplifies the complexityfFor example: GomeBaggethun et

al., 2010; Norgaard, 2010; Sagoff, 2011; Mace et al., 20t2)se has nonetlesls become ubiquitous
because it facilitates the economic valuation of biodive(§lystanza and Daly, 1992; Costanza et al.,
1997; Brander et al., 2006; Costanza et al., 2006; Dirzo et al., 2008; Nijkamp et al., 2008; Liu et al.,
2010; Sagoff, 2011; Sa, 2011; de Groot et al., 2012; Costanza et al., 2014, Costanza et al., 2017)

Whil e the growing environment al O6movement 6 fr
direct impacts of human activities on biodiversity, the conceptualisation of egosysteices, which
established the connection between maintenance of biodiversity and human welfare, is said to have
facilitated understanding of indirect impacts of these activities on ecosystem goods and services, and
improved the understanding of thekibetween biodiversity and the economy in the global policy sphere
(Bishop et al., 2010; The Economics of Ecosystems and Biodiversity,. Zairxhis reason, the terms
6ecosystem servicesd or just Oecos)estdr(Eg¥dldwer e w
Business Council for Sustainable Development, 20&fhough it is often used in addition to
O6bi odiversityd. I n recent times, however, both t
tebmionatur al capirmalod.i oWhemrrtshe yt6 i s used in this

both ecosystems and ecosystem services, whether or not they are specifically mentioned.

2.1.3 Natural capital

The term 6natural capital o i (Paily2084;Guernwetal.a20li5Xd!l y i n
and is being used where previously O6biodiversity
been used. This transition is well documentedCbgtanza et al. (20L7) 6 Nat ur al capital o
with a contested iktory (DesRoches, 2015; Missemer, 20Q18&ssociated firstly with sustainable
developmen{Pearce, 19883 nd subsequently with the developing
has emerged from ecological econonf@asparatos and Willis, 2015) | t eiofall énvirbnenensal

a s s (Peascd, 1988: 599nclusive of both living and neliving natural assets as defined in standard
environment al economics texts: for exampl e, as o
to us, including air, watr, soil, forests, fisheries, mineral resources and the ecologicalufifeort
systems that make economi c a(karris,2006: 37) anmndni il md ¢ gd
stock of renewable and n@anewable natural resources (e.g. plaantgnals, air, water, soils, minerals)

t hat combine to yi el dNawaralCapivalCoaitfon, POd6hilkebiddiversity, 0 p e o p
natur al capital is also a broad ter m, i nclusive
services (Bmith et al., 2017)and this breadth is reflected in how widely it is used. Ecosystem services

are central to relating natural capital to human bengfitee goods and services arising from natural
capital(Costanza and Daly, 1992; Costanza et 8971 Daily, 2014)Costanza et al. (201dgscribe

ecosystem services as being the relative contribution of natural capital that interacts with other forms of

capital to produce human wdiking. In the business practitioner literaturéor example, the \Wwtld
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Bankds 6r oadmaipbdi ofdoirv ebrisoidtiy eirssidteyscri bed as 06t he
and ecosystem services as Oreturns from natur al

growth, providing inputs and increasirgé pr oduct i v i(Woyld Bark, 2@14:8)n o mi e s 0

The concept of Odénatur al d topekampld, thatifta suffdrssrom not w
inconsistency and confusion in how it is applied (étinterberger et al., 1997; Guerry et &015)
I nclusion of dynamic concepts of &éstocksé and Of
in its successful applicatidrlinterberger et al., 1997y he pace of research and innovation in ecological
economics and sustainability fieltls meant that use of the term has been accelerating as NGOs,
governments and scientists seek to Omainstreamb
making and, in particular, to engage the business ggxady, 2014; Guerry et al., 2015; Rsignd van
Egmond, 2017; Recuero Virto et al., 2018)

For this exploratory study, use of a precise definition of biodiversity and distinction from related
terminology is not critical. éBiodiversitydé was
significantly institutionalised in policies,rategies and legislation at global, national and local levels,
and these form an important part of the social context and structure for business. However, during the
time taken to complete the study, the terminology has evolved and the thesis has sigelely to be
pragmatic and evolve, and recognises that much of the material referring to a wide range bf terms
including biodiversity, ecosystems, ecosystems services and natural tapitainceptually relevant,
especially when they are used in adstonormative sense. Regardless of the evolving terminology, it is
appropriate that 6biodiversityd remains the cen
institutionalised core of Australian policy and environmental legislation, as exedpiifi the
Environmental Protection and Biodiversity Conservation Act 1€98) and many of the State/Territory
statutes. However, in recognition of the evolving discourse associated with what is a conceptual rather
than technical study, and in the intesesf brevity, the approach taken here has been to use the
terminology of the source material (whatever that is) where it is generally equivalent to the term

O6biodiversityd, except where there may be reason

Much has been itten about the relationship between biodiversity and ecosystem seffviares
example see reviews in Cardinale et al., 2012; Hooper et al., 2012; Science for Environment Policy,
2015) as this is the foundational connection between biodiversity and humlaieing. For that
reason, the relevant literature has now expanded to include relationships between natural capital and
ecosystem servicdfor example, Smith et al., 2017lthough the relationship between human well
being and biodiversity is well agod conceptually, there remain serious issues with measurement and
valuation, which affect the utility of such concepts to supportlifeabdecisionmaking, and there
continues to be calls for further reseaf¢tainesYoung and Potschin, 2010; Reyersakt 2012;
Costanza et al., 2017Not surprisingly, this topic therefore remains very much a dynamic area of
conceptual development, given its complexity, and reflective of what is increasingly understood as a

socioecological system requiring interdiskiary and integrated approaches.
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2.2 Response to the biodiversity crisis

Few would argue against the proposition outlined in Chapter 1 that the world is experiencing a serious
biodiversity crisisi there are countless stories of species and habitats éhaeiy lost, in decline
and/or threatened with extinction due to human effects of some kind, both in the populafanedia
example, Bowman, 2016; Kilvert, 2017; Winter, 2017; Barker, 2018; Carrington, 20d &) academic
journals(Ehrlich and Pringle2008; Butchart et al., 2010; Ceballos et al., 2017; Hallmann et al.,.2017)

Societybs concern with and response to the bi
throughout the 1980s as they studied and reported on species extinctions, getiat¢ ldabitat loss
and fragmentation, pollution impacts and studied impacts of losses in ecosystem functioning. These are
documented in largscale scientific reviews of biodiversity decliffer example, Hooper et al., 2005;
Cardinale et al., 2012%loballevel assessments by panels of scientists commenced in the 1990s with
the Global Biodiversity AssessmerftVatson and Heywood, 1995progressing to the MEA
(Millennium Ecosystem Assessment, 20Q5th)e Global Biodiversity Outlook¢Secretariat of the
Convention on Biological Diversity, 2010c; 2014nd most recently the Regional and Global
Assessments of the IPBEBtergovernmental Sciendeolicy Platform on Biodiversity and Ecosystem
Services, 2018a; 2019c)These studies provided the platforms foe tmstitutional responses

summarised below.

2.2.1 Global institutions

There have been a range of global institutional responses to the biodiversity crisis which have
developed over time. The International Union for the Conservation of Nature (IUCN) was thiee of
first to be established in 1948 (IUCN 2019a). It established the International Red List of Threatened
Species and played a key role in establishment of further key international conventions designed to
protect aspects of biodiversity, including theein@ational agreement to conserve wetlands of
international importance, known as the Ramsar Convention (1971) (Ramsar, 2019), the World Heritage
Convention, which aimed to protect both natural and cultural heritage sites (1972) (World Heritage
Centre 2019)the Convention on International Trade in Endangered Species (CITES) (1974) (CITES
2019), and the Convention on Conservation of Migratory Species of Wild Animals, known as the Bonn
Convention, which commenced in 1979 (CCMS 2019).

Other important global ingutions include those whose relevance stems from sustainable
development, e.g. the World Bank (World Bank 2014), and-Bowernment Organisations such as
WWF (WWF 2019). As economies started to develop in the post war period, development was
recognised & a source of increasing pressure on the environment and biodiversity by both the
development organisations and NGovernment Organisations, and increasingly became the subject of
advocacy to protect biodiversity, for example by ensuring adequate enemtanmpact assessment
(Williams 2003).
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Despite these efforts and institutions concern of both scientists and governments continued to grow,
particularly in the nexus between environment and development. As economic growth continued in the
1970s and 198Qsthese concerns eventually led to the UN Conference on Environment and
Devel opment, held in Rio de Janeiro (known as 't
concerns became integrated into an additional overarching global resptimseConvetion on
Biological Diversity (Secretariat of the Convention on Biological Diversity, 1992).

The Convention on Biological Diversity

The CBD was endorsed at the highest levels globally by the World Summit on Sustainable Development
at the UN General Assembl The global institutions that emerged as part of a response to the
biodiversity crisis are listed in Appendices A and E. A CBD Secretariat was established to coordinate
implementation of the Convention by the now 196 sighatory naffeecretariat of th€onvention on
Biological Diversity, 2019a)A focus of the CBD initially was to encourage national biodiversity
strategies and action plans, and these have now been developed by the vast majority of parties including
Australia, (Leadley et al., 2014)TheCBD goals have been articulated in a number of strategic plans
containing goals and t dSegetatias of the Cogvention loreBioldogicalc hi 6
Diversity, 2010a)However, while there have been positive actions and achievementsgtteddnalt
biodiversity decline was not met at the global level in 2010 and the trajectory of decline has continued
apace (Leadley et al.,, 2014; Secretariat of the Convention on Biological Diversity, 2014)
(Intergovernmental Sciendeolicy Platform on Bidiversity and Ecosystem Services, 201%ckey

issue identified by the CBD in working towards global targets has been the limited understanding and
awareness of biodiversity issues among the general public and particularly including biusiaess

anyore beyond scientists. (see 1.2.1).

The CBD has specifically identified among its goals the need to increase engagement of business
in relation to biodiversity and t o <{nakingacemdsr eamd
society. (Secretariatof the Convention on Biological Diversity, 2010b; 2012; 2019%8 part of
implementing actions to engage business in biodiversity conservation, a Global Partnership on Business
and Biodiversity was initiated and now forms a network comprising 21 natodalegional business
and biodiversity initiatives that share information and good pratBeeretariat of the Convention on
Biological Diversity, 2019n) The CBD&6s approach to mainstreamin
achieving alignment of conseri@h and sustainable use with core values and economic interests of
producers, supply chain actors and consuifikark and Alkemade, 2014)hat is, across the entire value

chain of businesses.

The Sustainable Development Goals

The goals and actions requirerladdress the complex, systemic and interconnected challenges facing

the world, such as those identified by the World Economic Forum (VA&Bj)ld Economic Forum,
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2019)and which include biodiversity loss among the top ten risks, have been most rexfesmied by

the international community in the (UWikdNatioRs) 30 Ag ¢
2015) comprising the 17 Sustainable Development Goals (SDGs) and 169 associated targets. They
collectively aim 6t o pngthenpdahet ang recoghipeghatiending povertyl e p |
must go handn-hand with strategies that build economic growth and addresses a range of social needs
including education, health, social protection, and job opportunities, while tackling climate change and
environment @hitedNations,@l8¥imong thé&17 SDGs (s€égure2-2), Goals 14 (life

below water) and 15 (life on land) explicitly include biodiversityl ecosystem services, which are also

relevant to many other SDGs.

The significant role of business in achieving the SDGs is recognised in the 2030 Agenda, consistent
with previous global strategies for sustainable development (e.g Agenda 21 followiagtth&ummit,
and the Millennium Development Goals). Reflecting this, and the increasing requirement for
sustainability reporting by business, two of the largest multilateral sustainability reporting organisations
have commenced working together to harimera system for business reporting that uses the SDGs as
a framework(Global Reporting Initiative and UN Global Compact, 208fd which business can use
to provide a measure of its contribution to society. Corporate reporting on SDGs to date shthes that
SDGs relating to biodiversity (SDGs 14 and 15) are those least prioritised by busid2kES
International, 2018)with less than 25% of firms surveyed identifying them as priorities. While uptake
of SDG reporting since its introduction in 2015 rensaimited, it is increasing, and is reinforcing that
firms today need to understand their business strategy in a very broad societal context. Business advisory
services suggest that, while sustainability reporting requirements may remain voluntary piasmse
and for some firms, regulation should be recognised as increasingly likely as the global environmental

situation continues to declifgkPMG International, 2018)

Figure 2-2: Sustainable Development Goals
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Enter the economists

Over time,awareness and conceaisout the global biodiversity crissve broadeneand merged with

concerns in theliscipline of economicabout the finite nature ajobal resources and the impact on
economicgSpash, 1999; &ds et al., 2010With foundations in the environmental economics field

dating fromhe 1950sa new di sci pl i ne of ¢ &the1980g (Sgashl 1999 0 n 0 mi
which focussed on brging ecologists concerned about biodiversity together with economists (Costanza

and Limburg,2010) Economists havenade a major contributioloy conceptualisingustainabilityin

terms otthe maintenance stocks and flows of natural capital (elmly, 1985 and poviding estimates

of the value of biodiversity and natural capital being [@tstanza and Daly, 1992; Costanza et al.,

1997; LindemantMatthies and Bose, 2008; Costanza and Limburg, 2010; de Groot et al., 2012;
Costanza et al., 2014)

The work of economists in valuation, using concepts such as ecosystem services, has facilitated
the expression of the extent of the crisis in monetary terms. For example, there have been regular
estimates of the values of ecosystem services being lostlgldlvhile these are very large numbers
(e.g. US $4.820.2 trillion per annum lost due to land use change in 2007 US d(fllastanza et al.,

2014), the estimates have been necessarily imprecise. Mainstream global economic policy
organisations such asatlOECD have also increasingly recognised the biodiversity crisis: for example,

the OECD identified biodiversity as one of the four critical priorities for the next two decades, as part
of a broader age n d@rganisation fgriEeoromidddpetatodn and Development,

2011) Finally, the relationship of biodiversity to human wiedling established by the MEA also
resulted in broadening of the institutional awareness and response to include areas such as global poverty
and food and water sedtyr i especially in the context of climate chan@éillennium Ecosystem

Assessment, 2005a)

2.2.2 The non-government sector

Environment al NGOs have been a prominent feature
the 1970s(Princen and Matthias,994; Yaziji and Doh, 2009; Kourula and Laasonen, 2010; van
Huijstee and Glasbergen, 2010; Sterling et al., 2Gs)he crisis has developed, an increasing number

of NGOs with a focus on biodiversity have been establigRedcen and Matthias, 1994; Armerth

et al., 2012) with scopes varying from global to national to local. Examples include the WWEF, the
International Union for Conservation of Nature (IUCN), The Nature Conservancy, Conservation
International, Greenpeace, the Australian Conservationdatiom (ACF), Earthwatch, Bush Heritage,

Trust for Nature and numerous localised conservation groups. Some of the large NGOs focused on
biodiversity report regularly on biodiversity trends, in an effort to engage the public with the issue; for
example, th&VWF Living Planet ReportfGrooten and Almond, 2018)
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While estimates are imprecise, there are an estimated 10 million NGOs worldwide and over
600,000 in Australiag(McGregorLowndes, 2014; Nonprofit Action, 2015Environmental groups
appear to be a smafiroportion of these, with approximately 600 on the Australian Register of
Environmental Organisatior{gustralian Government, 2018} has been suggested that an increasing
level of activism is related to increasing dissatisfaction in society withutistial responses to the
environment al externalities and mar(XaiiandDoh,| ur es
2009) Nevertheless hi s i ncreased activism may also be evi
6mai nst r ecaanimantpided ia Chapter 1, knowledge of biodiversity and the significance of its
decline, particularly at local level, remains not well understood by the general (iubiter and Brehm,
2003; LindemamMatthies and Bose, 2008; Leadley et al., 2014)

NGOs are important, or O6definitived, stakehol d
characteristics of power, legitimacy and urge(iditchell et al., 1997: 878)These characteristics allow
them to exert 0st ak edkinglretagmitionpof amd respanse d cancernd abautms ,
firmsé environment al i mp a c t(Brincemadd Matthias, ¥994rDelmas i n b
and Toffel, 2004; Teegen et al., 2004; Doh and Guay, 2006; van Huijstee and Glasbergen, 2008; Yaziji
and Doh, 2009; Kourula and Laasonen, 2010; van Huijstee and Glasbergen/|i2@1fpbal survey
of sustainability experts, NGOs were identified as the biggest contributors to sustainability progress
since the Earth Summit of 1992, while governmentsthedprivate sector had not met expectations
(GlobeScan and SustainAbility, 201@&) comparison to their traditional activist stakeholder advocacy
role, NGOs are increasingly working alongside the business sector, developing significant partnerships
with businesses and/or business organisations as a means of achieving change by building social capital
and providing business with access to technical knowledge and capafSlisitisrd et al., 2000; Selsky
and Parker, 2005; Doh and Guay, 2006; Yaziji and,2009; Kourula and Laasonen, 2010)

2.2.3 The business sector

An importantglobal husiness institution that emerged part of a businesgsponse to the global
biodiversity crisis is the World Business Council for Sustainable Development (WBCSD). It was
initiated by some proactive businesses in the lead up to the 1992 Rio Earth Sarmeuiignition of

the crisisand of the need to estabh a business voice to respond t¢Vitorld Business Council for
Sustainable Development, 2006/BCSD member ship now includes 200C¢C
companies, representing all business sectors and continents, with combined revenue of more than US
$8.5 trillion and 19 million employee@Vorld Business Council on Sustainable Development, 2019b)

The WBCSD6s strategic vision recognises the need
have O6nine billion peompetedd irve snogiWone8sitessBindvd X th i n
for Sustainable Development, 201@his goal is currently under review, recognising technological

change, social tensions and increasing environmental im{¥slordd Business Council on Sustainable

Developnent, 2019a) WBCSD has had a for mal 6f ocus aread
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(World Business Council for Sustainable Development, 2016pr ef erri ng t o use t he
as opposed to O6biodiversityod ( Etober2@li)eaythe fodtRiCS D, €
was felt to resonate better with business. WBCSD has developed technical tools and guides to assist
businesses to understand the issue (see Appendix A).

Of course, business engagement with biodiversity was already occurringénbsisiness sectors
with direct impacts on biodiversity, such as mining, forestry and large infrastructure developments.
Many firms in these sectors have wad#lveloped planning and policy responses to biodiversity, having
been subject to stakeholder pragssince the 1970s, although the quality of the consideration of the
issue is arguably variable. It is also noteworthy that many these responses treat biodiversity more as an
6externalityod, separate from ov éintegrdted with businesse s s s |
strategy. In some cases, responses were the result afageinented and visible public environmental
6di sastersd such as water supply pol | (Hetdemeh f r om
al., 1997)and marine pdltion from the BP Deepwater Horizon disagi€herry and Sneirson, 2011)
Examples of weldeveloped planning and policy responses include the industries of mining, oil and gas
and forestry(The Mining Minerals and Sustainable Development Project, 20@&nlational Council
on Mining and Metals, 2006; Escobar and Vredenburg, 2011; International Council on Mining and
Metals, 2012; Pedroni et al.,, 2013; International Petroleum Industry Environmental Conservation
Association (IPIECA), 2016)(Forest Stewardsp Council, 2019; Tropical Forestry Alliance 2020,
2019) There has been a range of theoretical explor
and 6responsi ven e statkgy literatute hegploredin therBasmess strdtegiion

(2.5.2); many of these studies have been conducted in these sectors.

2.2.4 Multi-sectoral partnerships

Multi-sectoral partnerships between NGOs, governments and business have become a significant feature

of the global response to the biodiversity crisigl dave been identified as being critical to future

progress on sustainabilifslobeScan and SustainAbility, 2018) range of these partnerships is noted

in Appendix A; they benefit both firms and NGOs who participate. Firms are able to engage stakeholde

and gain access to knowledge about a technical fi§picrula and Laasonen, 201@nd NGOs prepared

to engage in this way have benefitted from an alternative pathway to achieving change, and from their
6pr of es s i (¥azipand Baht 2000)TIde most significant example of this kind of global
institutional response to the biodiversity c¢ri:s
Bi odiversityd Study ( r(€hk Economich oftEasystesns anth BodidelsSiyE B St
2010; 2012

TEEB Study

TEEB Study was a partnership between the G8 +5

Program (UNEP), supported by the OECD, with substantial private sector assistance. Based on
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extensive research over the period 2008 TEEB made a cader integrating biodiversity and
ecosystem services into all aspects of decimiaking, from that of individual businesses to national

and global economies. In particular, TEEB recommended that, for engagement of business to be more
effective, there needl to be further development of financial and business systems and processes. The
report prepared specifically for business identified research gaps, including (inter alia) case studies to
illustrate the value of biodiversity at the corporate level angrit@ate investors, the understanding of

the materiality of biodiversity and the development of internal capacity within businesses to understand

and implement biodiversity manageménhe Economics of Ecosystems and Biodiversity, 2012)

TEEB Study transiiined t o sever al o t h etakehoider partnérshipseln i al i s
relation to policy, it catalysed the IPBEBtergovernmental Sciendeolicy Platform on Biodiversity
and Ecosystem Services, 201@myablished in April 2012 to assess the statubiodiversity and
accelerate the bringing together of biodiversity and ecosystems science knowledge to inform policy.
This was a partnership of global institutions and nations, including Australia. For the business sector
involved in TERB, nas $3EEB i(ThdEconBvcs OfeEnosystgne cand
Biodiversity, 2019)and which, led by the WBCSD, transitioned again more recently into the Natural
Capital Coalition (NCC; Gough, pers. comm. Sep 2016). It is a large;seatidr coalition of wer 200
organisations (businesses, governments, academics, NGOs), responsible for the development of the
Natural Capital Protocol (NCP{Natural Capital Coalition, 2016)and arguably the pfeminent

institution for matters relating to natural capital dniness.

The NCP is a standardised framework for assessment of business interaction with natural capital
(including biodiversity and ecosystem services)
financial institutions, which have created theimoglobal agreemeritthe Natural Capital Declaration
(Natural Capital Declaration, 2015nd who have used the NCC to explore the materiality of natural
capital risks for bankéNatural Capital Coalition, 2018; Natural Capital Finance Alliance and Centre,

2018) This acknowledges the special role that banks play through financing of large development and
infrastructure projects that have significant physical impacts on biodiversity. Many banks, including
large investment banks such as the World Bank, résegenvironmental impact as a major risk in
project development, provide their own guidance on biodiversity and have specific environmental
impact assessment requirements as part of their financing arrangements (e.g. see the Equator Principles,

(Equator Rinciples Association, 2013)

Particularly since the devel opment of TEEB st
biodiversityd initiatives; gui del i nes, websites
Appendix A, and for eaclestor they are included in Appendix E), at each of international, national and
local levels, and involving many mukiectoral partnerships. Many have been initiated as NGOs;
scientists and some proactive businesses have attempted to engage businesmeeztbroadly,
aiming to persuade them to take account of biodiversity in their degrsading i that is, to

O6mainstreambé biodiversity and promote a &édbusi nes



22

General ly, t he ¢ b utatemertssaboutcraistaining waten and/cs taw maiefial s
supply, maintenance of social licence to operate, promoting corporate reputation and environmental
credentials, increasing brand value, promoting employee satisfaction, cost savings, increased
efficiendes, and new product and service opportunities.

The NCP(Natural Capital Coalition, 2016ps discussed above, represents one such tool. The
reasons provided for engaging with the Protocol
primarily in terms of providing guidance to individual businesses in a repeatable and consistent way,
with a focus on physical environmental impacts. The development of the NCP is significant in that it
provides continuing evidence of awareness of biodiversity assae for business and of continuing
efforts at O6mainstreamingd. However, the NCP, |
lacks a theoretical basis that could provide cohesion and integration, and which might provide a link to
business strategic management. Most recently, a social and human capital protocol linked to the NCP
has been released, with a vision for eventual integration of thweial and Human Capital Coalition,

2018)

Corporate reporting

With much of the initial focus by society on impacts of business and its physical footprint, the need for
consistent and transparent environmental and social reporting quickly became a consistent theme of
focus for NGOs as part of the response to the bésdity crisis. Subsequently, it has become the focus

of a number of significant muectoral partnerships, involving business,-paofits and the UNEP. A

key one of these, which emerged in the late 1990s, was the Global Reporting IriEbihad Reprting

Initiative, 2019b) Now one of the worl dés most popul ar rep
worldwide use the GRI framework and make their reports available on théGletal Reporting
Initiative, 2019a) The aim of GRI was to provide stdards and guidelines for reporting on
environmental, social and governance outcomes by businesses, and its guidelines include specific
reference to physical impacts on biodiversity at specific locations and associated with firm activities,
including alongits value chain(Global Reporting Initiative, 2007; Global Sustainability Standards
Board, 2018)Another popular reporting framework that also addresses biodiversity and ecosystems is
the UN Global CompadtUN Global Compact, 2010; UN Global Compact amigrnational Union for
Conservation of Nature, 2012The emergence of the SDGs in 2015 has provided an impetus for

reporting organisations and their standards to begin being harm@KiRBIG International, 2018)

|t i s often saidsumad o6whradt cwalnwdd d,e aned t her
to be placed on reporting as a key tool for improvement of environmental performance of business and
6a driving force in integrat (Wordd Besimess @ouncifarb i | i t vy
Sustainable Development, 2015: B)search for biodiversity indicators that might support integration
and reporting has been underw@yicOwen et al., 2016; Cambridge Institute for Sustainability

Leadership, 2017a; Addison et al., 2Q1é)hough ther are challenges in linking business activities to
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global activities and targets in a meaningful vidill et al., 2016; McOwen et al., 201@eyond site

based biodiversity indicators there is a need to consider a broader set of environmental, social and
economic aspects, which makes for a plethora of possib{Rigsdari and Anvary Rostamy, 2015; Hill

et al., 2016; McOwen et al., 2016; Whitehead, 2016; Rasmussen et al.,\20llé)reporting may be

an important proximate operational activity, which maycourage firm environmental awareness
(including of biodiversity) and performance, disclosure and/or reporting by itself does not necessarily
lead to strategic decisiamaking (allocation of firm resources) which includes environment/biodiversity

as a casideration, as reporting guidelines are necessarily activity focused and relatively simple. For
example, a recent study of biodiversity reporting by business indicates a mixed picture in terms of
reporting, adoption of biodiversity policy at the corpoieieel, and understanding of biodiversity and

its associated risks: Findings indicated that, while 82% of a random sample of GRI reports actually
reported on biodiversity, only 25% provided any detail about what kind of biodiversity was being
affected(Potdar et al., 2016)Another study of US Fortune 500 firms based on reporting (in 2007)
indicated that policy adoption of biodiversity varied greatly between businesses in different sectors (e.g.
primary industries had 90% adoption versus technology, ariddsssservices having 5% adoption),

and that adoption did not necessarily reflect the degree of risk exg@hattacharya and Managi,

2013) Other, more recent, studies confirm that sustainability reports and reporting tools such as the GRI
are not necesarily reliable tools for measuring biodiversity performance, due to the use of rhetoric and
impression management by businesses, and the qualitative, contextual and technical natures of
biodiversity issuegBoiral, 2016; Boiral and HeraSaizarbitoria, 207).

23Australiads response to the bio

2.3.1 Response to the CBD

Australia became a signatory to the CBD in 1993 and this commitment formed the basis for the first
National Strategy for the Conser v@udstraban And NlewAust r a
Zealand Environment and Conservation Council, 1986a collaboration between the Commonwealth

and the States and Territories. In response to the International Year of Biodiversity in 2010, Australia
released an updated, lotgrm stréegy covering 2010 (Natural Resource Ministerial Council,

2010) This strategy recognised the responsibilities of the whole community in conservation, including
busi ness: for exampl e, one of the priné&Gdmpl es ul
biodiversity; all Australians can and should contribute to its-tvedl i Naturdl Resource Ministerial

Council, 2010: 16) The strategy sought to be a source of strategic alignment for all biodiversity
conservation efforts in Australia, and thosachieve efficiency and effectiveness of investments. Like

t he CBD, Australiabds strategy sets targets, i ncl
increase in in the number of Australians and private organisations who participate iredsiodi
conservationd and 6By 2015 achieve a doubling of

s er v (Natea Besource Ministerial Council, 2010: 18) five-year review carried out in 2015
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revealed, however, that while there had been pesitiogress in biodiversity conservation, the strategy

was an overly technical document that was not succeeding in engaging the community, not influencing
biodiversity conservation activities, and nor was it well aligned with the CBD and Aichi targets
(Australian Government Department of Environment, 20T&)nsequently, a new draft strategy has

been developefhustralian Government Department of Environment and Energy, 20t Hias not yet

been finalised (at time of swas ttimeg)t erTrhien mleovgy O«
than O6biodiversityo, consi stent with terminolog
However, it continues to identify several objectives that are highly relevant to the business sector: the
need to increaspublic understanding of the values of nature; the need to empower Australians to be
active stewards of nature; the need to use and develop natural resources in a sustainable way; the need
to increase knowledge about nature to make better decisions simar¢éoinformation; and the need to

measure our efforts.

A u st r BEnvirorenéng Protection and Biodiversity Conservation Act 1@B8 EPBC Act),
which identifies matters of national environmental significance to be protected and considered in impact
assssment within Australian territory, is also relevant to its international CBD obligations. Matters of
national environmental significance include: world heritage properties; national heritage places;
wetlands of international importance; listed threatespegties and ecological communities; migratory
species protected under international agreements; Commonwealth marine areas; the Great Barrier Reef
Marine Park; and nuclear actions (including uranium mines). The EPBC Act has become a significant
developmentontrol statute, reflecting increased societal concern in Australia for the environment, and
many businessesd experience with biodiversity re
this is not the only legal context in which business dpeMithin Australia, the State and Territory
governments have primary constitutional and legal responsibility for the management of land, water and
biodiversity within their jurisdictions, and they also have legislation, policies and frameworks, which
mug also be considered by society, including business in carrying out their activities (listed in Appendix
2). At the local landscape level, planning schemes for the 537 local government areas in Australia have
yet a further key practical role in regulatiimgpact of development on biodiversitiKelly, 2004)
Integration of sustainability strategy and policy frameworks in the Australian context, which is
exemplified by these three levels of biodiversity policy and strategy, has long been recognised as a

signfficant challeng€Ross and Dovers, 2008)

The legal and institutional contexts for biodiversity in Australia within which business are
operating are therefore complex, and require specialist knowledge and capabilities to negotiate
effectively. Arecent OED assessment of Australiabds environme
mi xed, stating that while the status of bi odiver
meet its Aichi targets in relation to protection of biodiversity in resgf@&<D, 2019) However, the
complex institutional and legal arrangements and weak coordination across national, state and local

levels was identified as a key performance issumtwithstanding a range of significant efforts in
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collaborative planning and poy between Commonwealth, State and Territory and local governments;
for exampl e, attesmmwmtps stho p@dr d wirde na i ¢ (@apartment a | i m
of the Environment, 2014¥ee Appendix B).

2.3.2 Business response in Australia

Theresponsef both businesses and NGOs in Australia toc
has been slower than in Europe and the United States (US), and hence-sectadtpartnership

response is a relatively recent phenomenon in Australia. ThealastBusiness and Biodiversity

Initiative (ABBI) commenced as part of the rup to the CBD Conference of the Parties in 2010 as a
coalition of leading businesses, NGOs and academia, but really only gained momentum in the lead up

to the Rio +20 Summit i2012 (Sustainable Business Australia, 2Q1l6has more recently morphed

into the Business Council for Sustainable Development Australia (BCSDA), which has maintained the
relatively small membership of 40. BCSDA has become the local platform for the (Bi@®hess

Council for Sustainable Development Australia, 2019) dedi cat ed t o 6l ocal i s
accounting into busi ne ¢BssindsseCounsilifor BustaimalteiDavglopment Au s t
Australia, 2018)

As for the global level, this @ not mean that individual businesses in Australia have not been
proactive in addressing biodiversity issues, particularly those that operate globally. For example, the
mining sector in Australia has had a long history of consideration of biodiversitli@igg, Minerals
and Sustainable Developmd@002) Nevertheless, the mining sector is still not highly regarded as a
O6practitioneré of (GobeSdamand SustainAbilityy 2016)here eave pevera s
possible reasons for the relativalypw development of a collaborative business response in Australia.

It may be a reflection of a general lack of awareness of the issue by the business sector as part of a
generally lower awareness of the biodiversity crisis by Australian society mordlybieyond
scientists and NGOs), in turn resulting in slow realisation of government (policy) develofroest

and Dovers, 2008)t may also reflect a sociultural preference for regulation (e.g. through the EPBC

Act) as the appropriate mechanismitanaging environmental impacts, rather than seeing it as an issue
requiring a more collaborative response. In support of the latter interpretation, there are many high
profile examples in Australia since the 1970s of NGOs and scientists applying stakeheddere in

relation to environmental impact of development (e.g. a long history of debate over forestry impacts),
by pressuring individual businesses and the government through legal environmental approvals

processes.

The continuing development of muftectoral partnerships focused on biodiversity is evidence of
the continuing progress of the Australian busin
which there are many examples in the mining and forestry sectors. However, a studytiehigiea
to quantify investment in biodiversity by Australian busin@®CG, 2016)found a lack of data on

business investment in biodiversity. The authors suggested that this was related to the commercial
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context and lack of transparency and consistaifdyiodiversity related reporting in Australia, rather

than lack of activity. It suggested that the majority of investment by business in biodiversity was by
businesses with a direct interaction (tourism, mining, forestry), and that a key driver of ®usines
invest ment appeared to be O6soci al |l icence to ope
investment. Australia is not alone in identifying such a lack of d#it@ same issue and same reasons

are identified in Europ@iodiversity in Goa Company Initiative, 2017)

2.4 The interaction of business with biodiversity

The interaction of business and biodiversity (and ecosystems, ecosystem services and natural capital)
has been the subject of a growing Obusiness pr a:
referred to as the urbeubs)i,nelsst paaazdemioneeséarncech
disciplines and in relation to strategic management, has been lifiedth, Kolk, et al., 2010;

Whiteman et al., 2012; Winn et al., 2012; Winn and Pogutz, 2013a; Barter, 2014, Phi6inay

indicate hat it remains an area of interest to society in general (promoted by governments and NGOSs)

and of practical significance to some businesses, but not yet as an issue recognised as of strategic
significance to businesses more brog@empsey, 2013)Howeve, the importance of biodiversity to

the longterm sustainability of business is continuing to be increasingly recogfhtetllari et al.,

2018; Smith et al., 2018 Academic institutions such as the University of Cambridge, through the
Cambridge Institte of Sustainability Leadership, are now working extensively with business
practitioners to understand the interaction of business and biodiversity and naturaCapitatidge

Institute for Sustainability Leadership and United Nations Environment Pnogmance Initiative,

2014; Cambridge Institute for Sustainability Leadership, 2015; 2016a; b; 2017b; a)

Al l businesses interact with biodivdHobandt y at s
2003) There have been few detailed studiesuohsinteractions, but results suggest that it is complex:
it is contingent on the business, in some cases it is technical and it also depends on the extent and detail
with which a business considers its context, resources and the supplyrerard,2009; Pogutz et
al., 2011; Houdet et al., 2012; Winn and Pogutz, 2013a; Macellari et al., ZuB) interactions may
be more easily perceived by some businesses than others (and by society); for example, mining
companies have |l argetpdinesd 8Bahdt obhaveusi ghi f i c
environment , wher eas financi al services busi nes
decisions about whether to provide finance to other businesses, who might in turn have large direct

impacts.

2.4.1 Biodiversity as arisk 1 impacts and dependencies

The largest source of information on business and biodiversity interactions remains the business
practitioner literature (refer to Appendix A for examples). This literature describes how busitaesses ¢

be dependent on biodiversity for natural resources such as raw materials (e.g. timber, seeds, genetic
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material), as well as some of the ecosystem services it provides (e.g. water, clean air, nutrient recycling,
flood protection etc.), and which are aguct of healthy biodiverse ecosystems; and how businesses

can also have impacts on biodiversity through t
as through resource extraction, pollution and/or emissions. These impacts and depenalentiesrh
traditionally framed as O6operational ri skso, an
aspects of biodiversity interaction in a firmbs
related to matters of firm reputatiolegal compliance risks and costs, and impact on stakeholders and
communities, with <conseque n t(Naturahgapitat Coalition, 2086p c i a | I

A 2004 consultancy study examined the biodiversity risk exposure of FTSE 350 conipdmées
United Kingdom and found that there were seven major risks: access to land/sea, permits, reputation,
access to capital, access to markets, security of supply, and relations with regulators and (Bbilities
and C Asset Management, 200&he high ével of complexity and interrelatedness described indicated
that biodiversity associated risk went well beyond a simple operational physical footprint. It also
indicated the high diversity and differing extents of interactions across sectors: diffeterd see
found to be subjected to different risks and in different combinatiofts example, the primary
industries, resources and utilities sectors are subject to physical, regulatory and legal, market,
reputational, financial and supply chain risksiiles the industrial, financial and technology sectors are
subject to fewer risks, largely reputatii and C Asset Management, 2004; Bonini and Oppenheim,
2010) More recently, such biodiversity related risks have come under increased scrutiny in response
the developing trend of recognition of the materiality of global environmental challenges by bodies such
as the WERmost recent example: World Economic Forum, 208 move to work towards a circular
economy(Ghisellini et al., 2016and the availalty of risk assessment tools to assess interactions with
natural capital (World Business Council for Sustainable Development, 2011; Natural Capital
Declaration, 2015; Natural Capital Coalition, 2016; World Business Council for Sustainable

Development, udated)

Quantifying biodiversity risks

The risks for business associated with interaction with biodiversity have until recently only been able to
be quantified at a broad systemic level. For example, when biodiversity first appeared as a global
business Bk in a briefing for the WEF, it was characterised as a systemic risk to the global economy on
a par with terrorism, but more likely, with an estimated annual cost of US $30 billion, viz. the same
order of magnitude as the lomgn costs from greenhousesgamissiongEvison and Knight, 2010;
Dempsey, 2013)Deforestation has been estimated to result in an annual loss of natural capital worth
between US $1.9 trillion and US $4.5 trilli¢world Business Council for Sustainable Development,
2009) the collae of bee colonies in 2007 was calculated to have cost US agricultural producers $15

billion; the cost of soil erosion in Europe has
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losses caused by introduced agricultural pests in the US, Ugtralia, South Africa, India and Brazil
have been calculated to exceed US $100 billibrison and Knight, 2010)

Despite the various assessment toolkits and guides that continue to be developed (see Appendix
A), and increasing research in the area efrenmental/natural capital accountif@pnes and Solomon,
2013; Siddiqui, 2013; Cambridge Institute for Sustainability Leadership, 2016a; Science for
Environment Policy, 2017)ndividual businesses continue to find it difficult to assess biodiversity ris
at the level of the firm, due to problems and challenges with biodiversity valuation and accounting.
Puma, one of the first corporations to complete a detailed, corgevateannual environmental profit
and loss account, found that the firm had altotai mpact on the environment t
145 million(Puma, 2011)lt is significant that 54% of this was related to the production of raw materials
(e.g. forest clearing for rubber plemanaaffonisns) at
direct manufacturing impact), compared to just 6% from direct impacts of manufacturing operations
(i .e. its sit e -debcobed) matiatiors fo)this inRiativeandlusled the gdbdl trends
described in the MEAMillennium Ecosystem Assessment, 200%ag findings of TEEB StudgThe
Economics of Ecosystems and Biodiversity, 204®) its own assessment of the future materiality of

environmental risk§Puma, 2011)

Materiality

Closely associated with the idea of riskihrat of materi ality. I n |l egal t
of bei ng r el ev(@xiotd Diationarg, i2QL9) In fbusinesan dc@unting terms, it has
traditionally related to the need to report an issue or piece of information as partnesbusiporting
that might affect the judgement of a reasonable person relying on that information or financial report
(Maher,1997) That i s, i f an issue is Omaterial 6, it n
therefore an essential partddtermining what might be material to a firm, and increasingly accountants
are required not only to consider financial risks but also those that are social and environmental, and
from stakeholder as well as shareholder perspedtiigIG, 2014) A strong @terminant of judgement
about materiality of issues has been the legal governance and disclosure requirements; in the past
environmental issues such as biodiversity were not explicitly required to be part of firm reporting to
shareholders. However, disclze rules have changed, both internationally (glguropean
Commission, 2014and in Australig ASX Corporate Governance Council, 2018)panding the idea
of materiality to explicitly include environmental and social issues, and thus there is a rfaetsfto
consider environmental risk assessments more comprehensively. Many firms now undertake regular
O6materiality assessmentsé as part of strategic p
the firm, and thisuriat! od(BapdalandKootlay&sg201i3;KPMG) a
2014; Cambridge Institute for Sustainability Leadership, 2016b; Whitehead, 2016)

As a detailed example of how some sectors and businesses are responding to biodiversity risk, a

benchmarking study dfiodiversity risk management in the extractive industry sector (mining, oil and
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gas) indicated that 90% of companies surveyed had considered biodiversity in their risk management
practices and 80% thought that biodiversity was a materia(@skgg et al, 2011) While this study

found that strategic response to biodiversity as an issue had improved by 20% compared to 2005, there
was little change to the extent of hifgvel policy commitments. Nevertheless, the majority of firms
undertook some actionsnaed at contributing to biodiversity conservation, through projects to address
impacts, oneff donations to conservation organisations or continuing partnerships to build capacity of
conservation NGOs. In the financial sector, an assessment of the tsdgixieks found that more than

70% of financial institutions surveyed believed there was a business case for biodiversity based on the
materiality of reputational risk alor(@ishop et al., 2008)While reputational risk is mentioned in all

the businespractitioner reports and assessment toolkits, the relationship of this to strategy as a risk to
6soci al capital 6 and the valwuation of this inta
context of an association with biodiversity. Nor is thigibess case entirely about intangible bengfits

a study of 267 US firms found that improved environmental risk management was associated with a

lower cost of capitalSharfman and Fernando, 2008)

2.4.2 Biodiversity as an opportunity

Biodiversity is increasing being portrayed as an opportunity in the business practitioner literature, and
this perspective is also articulated by NGOs and bus{iésisop et al., 2009; Bonini and Oppenheim,

2010; Dempsey, 2013; van den Burg and Bogaardt, 204 reported opptunities are: sustainable

growth opportunities that can be created by generating revenue from new services, products, markets
and linkages; increasing attractiveness to consumers and investors; securing and maintaining a license
to operate; ensuring sustability of the supply chain; improving stakeholder relationships; creating
marketing benefits from developing or improving sustainability credentials; and improving staff
productivity and motivatiorfBonini and Oppenheim, 2010; Evison and Knight, 20¥{0)lingness to

pay for &égreen credentialsbé is, however, far fr
and conservation outcomes through this avenue is increasingly questioned, or at least more complex to
implement than often portrayed, givthe vagaries of human values and motivatjblasdner and Rice,

2002; Peattie and Crane, 2005; Pedersen and Neergaard, 2006)

Some of the new products and services are crec¢
certification and stewardshgchemes and payments for ecosystems services (PES) and similar market
schemeg(Bishop et al., 2009; Bonini and Oppenheim, 2010; The Economics of Ecosystems and
Biodiversity, 2012) There is an increasing literature on the role, functioning and challehgjesse
types of mar ket s a ge.gpVehitten et@lf, 2083; Dichie aaceTockee, 204 Rirany, 6
2012; Pirard and Lapeyre, 2014; Gonrigaggethun and Muradian, 2015)



30

2.4.3 Business strategy and biodiversity

In contrast to the prolific practagner/policy material relating to risks and opportunities supporting
assessments and identification of the O&6business
biodiversity crisis as relevant for business lags behind, and the academic litenausiness strategy

and biodiversity remains spar@¥inn and Pogutz, 2013b; Boiral et al., 201@ply a few studies have

addressed biodiversity directly as a strategic resource or issue for business, and the need for
mainstreaming and more researctevaht to individual firms continues to be called @iodiversity

in Good Company Initiative, 2017}t should be noted here that the specific academic disciplines of
6corporate environment al strategy® andmentalcor por ;
management without any specific reference to biodiversity, but are nevertheless iieE@&ection

2.5.2.

Early studies were specific to industries like the biotechnology industry, where genetic diversity is
a critical resource (e.gSharma ad Nguan, 1999)Many other early studies addressed technical
integration of assessment of biodiversity impacts into existing business approaches, such as eco
efficiency initiatives (e.g(Willison and Cote, 2009nd Life Cycle Impact Assessment (€$chmidt,
2008) (Suneetha, 201@nalysed flow of biodiversity resources (raw materials) through a generalised
supply chain, from a stakeholder and vatueation perspective, and found sustainable value creation
to be problematic at all stages in the supgbigin. After the global year of biodiversity in 2010 and the
promul gati on of (Th&Hed@ontcs af Bcygsgsteems andBmdiversity, 2@rRA)mber
of authors began to ponder more seriously the connection between biodiversity and ecosystems and

business strategy.

Houdet et al(2012)reviewed the initial response of business strategies in Europe to awareness of

biodiversity impacts and dependencies. They reported a change from a whebgsezkperspective to

a much more nuanced understanding of biodiversity involving opportunities, h an overal |l g
net | oss6, but suggested that there remained a n
of the 6becol ogical infrastructured upon which th

and space, anits sensitivity to change. They contended that this would assist businesses to target the

l inks that might affect a firmbs competitive adyv

Winn and Pogut2013a)i dent i fi ed t hat firms are O6échargir
biodiversity managment and investment, but identify that the management literature does not reflect
this activity, despite the biodiversity crisis being widely acknowledged by society. They provided a
comprehensive overview of the relevance of biodiversity to businessjemtdied several directions
for research, including the need to explore business as a complex adaptive system requiring
multidisciplinary perspectives and approaches; to consider responses to ecosystems issues more

carefully and strategically in relatioto matters of competitive advantage and development of firm
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capabilities; and the need to consider how business should approach the linkages with society and the
broader governance issues associated with biodiversity and ecosystems.

Pogutz et al. (2011poked more in depth at the nature of business and ecosystems, finding a
complex interconnected system. They found that both ecosystem complexity and business
characteristics, such as aspects of a 1imhato ket an
achieve environmental sustainability. This being the case, and taking a business focus rather than an
ecological sustainability focus, suggests that a firm cannot make progress on sustainability strategy
without considering the real fundamentalsitsfbusiness strategy, including markets and its supply
chain. They argue that <corporate sustainability
boundari es i rfRogutz éthl.eZ0X1: 54Atmoora tecerg gafe study, where thisgnated
60soed ol ogical 6 approach to business was tested,
and environmental, and these also flowed across the boun(Roigstz and Winn, 2016 his study
highlighted the importance of ecological (Bieersity) knowledge, which Winn and Pogy2013a)
also suggested was critical as a potential reason for the lack of appearance of biodiversity in the

mainstream business literature.

Bhattacharya and Managi (2018) a study of Fortune 500 companies)famned the importance
of perceived risk as a motivator for firms to act in relation to biodiversity, and some recent studies have
begun to investigate actual approaches within firms in greater detail. For example, a study of 163 firms
in the mining and faestry sectors investigated approaches developing an organising franiBaioak
and HerasSaizarbitoria, 2017; Boiral et al., 201 Few firms demonstrated a balanced, comprehensive
approach to biodiversity; instead there was an emphasis on respaiaéeholsier pressures rather than
internal requirements and a clear separation of responsibilities observed between technical and strategic

management personn@oiral and Herassaizarbitoria, 2017)

Macellari et al.(2018) investigated business risks amgtivities of seven firms relating to
biodiversity and ecosystem services through the lens of the SDGs. They found that important drivers for
a strategic approach within firms to biodiversity and ecosystem services included having a board of
management whh had an understanding of biodiversity as a fundamental input of the business and of
its impacts, being subject to stakeholder pressure and presentation of biodiversity in the context of risk
management. As expected, the study found that the barriangéalclack of knowledge, particularly in
relation to integration into firm decisiemaking processes, and the challenge of measuring both
biodiversity and ecosystem services and firm impacts. This presents the SDGs as an opportunity to
provide a global suainability framework for firms to integrate biodiversity and consider tite
However, the success of such an approach nevertheless relies on a firm having an understanding of how
biodiversity relates to the inputs of its business model and pointe toeted for a more fundamental
framework for business to conceptualise this. Another recent study looked at the problem of how a firm
would gain the necessary knowledge it needs to address the biodiversity crisis and the potential role of
Obridgiagionganise fil | (Smithettalh2018%hedindihgs ceigferce ghat p
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every firmbés situation is compl ex, that soci al 1

role, and that knowledge alone is not a sufficient drivechoexe change.

2.5 Theoretical perspectives on business strategy and
biodiversity

Business strategy research appears to have long recognised a continuum in approach to strategy, from
emergent (unplanned) to deliberate (formal, planiigtifitzberg, 1978; 1987d); Neugebauer et al.,

2016) At the O6emergentd end of the spemakimguhat i s a
addresses the recognition, interpretation and ma

of the spectrum are studi of strategy the formal development of strategy by business, both of the

process and the <content, which might be expect
bi odiversity if they are strat egiofraskdrclisnrelevane v a nt
to this thesis as the biodiversity crisis is an

it may provide some insights into how and why biodiversity is being identified and addressed by
business (or not). Remeeh about the latter is also relevant to this thesis as business strategy is the
building block of how a firm conceptualises its business goals and directions, and there is increasingly

an expectation that, in doing this, firms need to recognise thaatbembedded within the natural and

social world and thus consider issues such as biodivékéithioney and McGahan, 200Fjuch of the

research on strategic decisinoraking is also relevant to strategy process research as many of the
activities undertake as part of continuing &édissue managemer
planning processddlutt, 2002; 2007; Perrott, 2011)

To inform identification or development of an organising framework in order to contextualise the
recognition ofbiodiversity as a strategic issue and its integration with business strategy, the following
review addresses a number of areas of theory rel
making and business strategy. This includes issue recogaitidrstrategic diagnosis, and business
strategy from a number of perspectives including traditional restvased view (RBV), value creation

and the supply chain.

2.5.1 Strategic decision-making

Is biodiversity a strategic issue?

7

From a businestr pteegipecit $vyeebdai ® defined as O6tre

a major and discontinuous i mpact on the firmbé an

to the overall organi sati ono6s p ediaf, and faravmch #nere whi c h
may be strategy consequen¢kgng, 1982) An i ssue is considered O&6stra
t aken, resources committed or (dintagbergeta nNl®76)Nos et ar ¢

i ssue i s ienghiecrde;ntrlat hoesrt,r aitt is up to individual
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firm, and this initiate a respongButton and Jackson, 1987; Dutton and Ashford, 1993; Dutton et al.,
1997; Dutton et al., 2001k relation to biodiversity this means tlilaére needs to be an individual who
understands the interaction of the firm with biodiversity in order for it to be identified and a response
initiated.

|l ssues traditionally considered to be Ostrate
surprisngly largely been economic and firfacused rather than social and breadle; for example,
suitability to undertake a particular operation in a particular economic climate, potential impacts of
government disclosure requirements, likelihood of new ctitigpe and future regulation@intzberg
et al., 1976; King, 1982; Julian and Of@@ankwa, 2008b; Vaara and Durand, 2012ase studies of
strategy O0issues6 have (Bagelmand®8B)ineroatignaisatioh @.g.vent u i
(Melin, 1992 and acquisitions (e.gCoté et al., 1999economic uncertaintyulian and OforDankwa,
2008b) and the Global Financial Crisis (GFC) (e(@garwal et al., 2009)More recently, some
environmental issues such as climate change have begun to apffeabusiness strategy literature
(e.g(Jones and Levy, 2007; Wittheben and Kiyar, 2009; Linnenluecke and Griffiths, 2010; Winn et al.,
2011; Lee, 2012; Hsu and Wang, 2Q13)t reference to biodiversity is limited, as has already been
identified. Over timahere have continued to be regular calls by strategic management scholars to pay
attention to complex issues that r ¢Baregee, 200husi ne:
Mahoney and McGahan, 2007; Hahn, Kolk, et al., 2010; Marcus et al.;, 28t6hu, 2010; Starik and
Kanashiro, 2013; Winn and Pogutz, 2013&here attempts have been made to address complex matters
outside the firmbés boundary i (Elkingtorg 1994 Hae,t199% i ¢ ma
Shrivastava, 1995a; b; Pertand Kramer, 2006; Hart and Dowell, 2011; Orlitzky et al., 2011; Porter
and Kramer, 2011; Berchicci et al.,, 2012) t he paradigm has | afiwiedd bee
outcomes, with firms being recommended either to seek to reduce costs throughneeniad and
soci al sustainability or to find opporMHammi ti es
Figge, et al., 2010)

Biodiversity would appear to be able to meet the definition of a strategic issue, at least for some
firmsinsomecircmst ances. Given the global agenda for &6 me
in the existence of the plethora of midéctor initiatives, tools and guides emerging globally as a
response to the crisis (see examples in Appendices, A, D and Eytheestion is whether biodiversity

is recognised by business as a strategic issue and why might this be the case, or why not.

Issue recognition and strategic diagnosis

Recognition of issues and their dring)dyfiorsispatand i n
of a range of activities referred -mdakiviegG ocoamsdANoO
O6strategic issue diagnosi so. A maj or f-makings of s
and strategic choice as tbentral activities of strategintzberg, 1978; Nutt, 2007ith an implicit

assumption that the decision object, 6t he i ssue
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starting point for firm strategy and yet appears to have receivenvegfdittle attention in the literature
(Hutzschenreuter and Kleindienst, 2006; Nutt, 2007; Narayanan et al., 2011; Vaara and Durand, 2012)

Strategic decisiomaking activitiesfigure2-3) i ncl ude O6scanningé and co
noticing of an event or trend, or O6recognitiono
and/ ormaksiemgdée t o devel op genoliteerissue fontleifiimgwhichFmag i gni f
involve collection of further information and d:
6responseb6 in terms of di(Kirgclo82;cdDation amct QuncannlP87a nd i
Weick, 1988; Mitton et al., 2001; Nutt, 2007) | ssue i nterpretatimaki ogbyo
by firms often involves use of categories, most commonly in business, in either a positive and/or
negative way; forexamplas Or i s ks 6 an (Dutor andJagigorg 1987 Jackson and 6
Dutton, 1988)

Figure 2-3: Steps involved in recognition and strategic decision-making

Strategic decisiomakingi Strategic planning

Scannin Recognition/ Int tation/ S ki R
g s : g.nl ion s nterpretation / Sensmaking esponsy
activation —>
Collection of Noticing a trend [Understanding the significance and
information and acting on it [classifying E.g. risk vs. opportunity

Sources: Mintzberg et al. 1976, Weick 1988, Dutton & Dunt@®i7, Dutton & Ashfor
1993, King 1982, Frishammar 2003, Hough & White 2003, Nutt 2007, Perrott 2011

Factors affecting recognition and strategic decision-making

Researchers have identified that issue recognition and interpretation by firms is affectedé®yange
of factors including the context, i ssue charact
(Nutt, 2007; Narayanan et al., 2011; Perrott, 20 )key factor that may affect recognition of

biodiversity as an issue may be the ctarjty of the issue itself.

Biodiversity (and sustainability more generall
p r o b {(Skamm@an and Mlambo, 2012; Game et al., 2014; Maron et al., 2016; Neugebauer et al., 2016)
due to its complex nature, ite@al dimension (i.e. it has cultural and spiritual values that are centext
specific) and the fact that impacts of the issue may be relevant over generations; that is, long time frames.
First, biodiversity knowledge is a topic about which one would naeebg high level of knowledge in
businesseéNinn and Pogutz, 2013&$econd, biodiversity is an issue with many dimensions that may
influence its recognition as O0salientd by firms;
of biodiversty, and this has proved a particularly significant problem for business recognition of the

issue(The Economics of Ecosystems and Biodiversity, 2012; Dempsey, 2013; Boiral et al.,, 2017)
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Neugebeuer et a(2016) suggest that such ambiguities are likelymean that it is very difficult to
consider biodiver sity-levebsrategydue tb theahigldlevel ef antestainly c or p
caused by difficulty in measuring, monitoring and setting targets. In contrast, for example, at a lower

level in rdation to a particular product in a market, it may be possible for an individual to initiate
consideration of potenti al environment al i mpact s
firm capabilities in environmental management build from tha@ividual level (Heugens, 2006)

However other authors suggest that formal strategic planning routines can promote attention to corporate

social responsibilitiefGalbreath, 2010)

Other characteristics of firms that might affect recognition of biodiwemsiélude such obvious
things as the nature of the interaction; for example, whether a firm has direct interactions with
biodiversity as part of its business operations (e.g. mining, forestry), and which might create tangible
financial or reputation riskslhe presence, absence or nature of internal firm processes, such as issue
scanning as part of regular formal strategic planning, issue management or materiality and risk
assessment processes, might also influence noticing and recogRitgirammer, 20Q3Nutt, 2007)
particularly where the interactions may be less obvious and perhaps indirect. And, more generally (i.e.
not biodiversity specifically), a wide range of other firm characteristics such as structure, culture and
stakeholder management capacity well as the characteristics of individuals (individual values, world
view, knowledge, mindsets, capabilities, position) have been found to influence issue recognition,

interpretation, firm response and strategy.

Table 2:1: Factors affecting firm recognition of issues

Level Examples of Factors Example Reference
affecting recognition

Firm Organisational context Sharma (2000)
TMT support Dutton and Ashford (1993); Dutton et
al. (2001)
Organisational capabilities Sharma (1997); (Sharma and
Vredenburg, 1998)
Visibility/Size Bowen (2000)
Culture HowardGrenville and Bertel§2012)
Individual Managerial interpretation Sharma (2000)

Cognitivei mood,
personality pre-conceptions

Hamrefors (1998); Hough and
Ogilvie (2005); Jogaratnam (2005);
Zhong (2011)

Scanning behaviour and
capability

Dutton and Ashford (1993);
Andersson and Bateman (2000); Day
and Schoemaker (2006)

Values, beliefs and attitudes

Stern (2000)

Judgement

Hough and Ogilvie (2005)

Issue selling capability

Andersson and Bateman (2000)
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2.5.2 Business strategy theory
What is strategy?

With its ancient Greek origins | it(@mmdPupgyandneani n
GuerrasMartin, 2012:162) t he term 6strategyd was first wused
since then, has much evolved and developed as pae biisiness discipline of strategic management.
Recognition by scholars of some lack of coherence and consistency in terminology and conceptual basis

is reflected in reviews of the field in the past ten years or so, focused on the definitions and structure

the field (e.g(RamosRodriguez and Ruillavarro, 2004; Hutzschenreuter and Kleindienst, 2006; Nag

et al., 2007; Rond®upo and Guerradartin, 2012) In the context of the contemporary, fapsiced

world in which business operatgelsky et al.2007) strategy is increasingly being conceived of as an
integrated and dyn a(ahoney andoMcGahanu200y;sPugh pnd @ausysoss,d

2011; Rond&Pupo and Guerradlartin, 2012 at her t han as a O tPopoamgldé or O
GuerrasMartin (RondaPupo and Guerrdglartin, 2012: 180propose a consensus definition based on

their consideration of 91 definitions identified in the literature as published between 1962 and 2008:
6dynamics of the firmbs r eltetnécessary adtiandareitdken toe nv i r
achieve its goals and/ or increase performance by
content has traditionally been economically focused, as previously discussed, there is nothing in this
definition that precludes considerations of the broader, social and environmental issues as part of

strategy, such as biodiversity, and thus this will be the definition used in this thesis.

Key developments in traditional business strategy theory

Business strategy hé&md two main schools of thought in recent times. First, there is the competitive
dynamics or positonip ased (o6five forcesé6: suppliers, buye
entrants) approach of Michael Por{@orter, 1980; Porter, 1992Which took hold in the 1980s and

focused on external industry factors as determinants of firm competitive advantage. Porter has been
recognised as the most influential author in the strategy (RdunosRodriguez and Ruiklavarro,

2004) reflected inthe fac t h a't his approach, along with his
6di fferentiationd and o6focusd con{Grantetel, 20d1; be i n
Barter, 2016) Porter 6s approach al so O6ivdael nutei fd heai nféi,r meh
6coll ection of activities that are performed to
(Porter, 1980: 36) Porter wused it as a tool to conceptua
suppliers and buyerand to identify any that might be sources of competitive advantage. More recently,

Porter has applied his approach to corporate social responsibility as a source of firm competitive

advantage through creati ng O(Pdtesnane Kramera2006;2011)f or b o
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Second, there is the RBV of the firm, which was developed in the 198&%erfelt, 1984)but
did not take off until the 199@Barney, 1991; Barney et al., 2001; Rarrusdriguez and Ruiklavarro,
2004; Barney et al.2011) and which remains the dominant school underpinning strategy today
(although, note that it is not without its critics (€Kraaijenbrink et al., 2010RBYV focuses on internal
firm resources and capabilities as determinants of competitive advariage resources and
capabilities are O6those attributes of a firmbs g
firm to conceive of and implement strategies that improve its efficiency and effectiveness are firm
r e s o uBameys 1®91: 1D). Resources include o6all assets, C
firm attributes, information, knowledge etc. controlled by a firm that enable the firm to conceive of and
i mpl ement strategies that i (Barmeyp10@l: 10%)For adributes ci e n cy
to be considered O6resources?o, and in order to c
strategically relevant; t hat i s, they must be ¢
threats) gi 0r emir & & sluebé d o it no étratdgicadlydoequivalent valuable resources
t hat are themselves either not r & (Wernedett, 1984ni t ab | e
Barney, 1991; Barney et al., 2011)

Inthe mid1990s, RBVwas alsofurthe dev el oped -resoutcéh atsteed & aetwdr d INR
(Hart, 1995; Hart and Dowell, 2011y his perspective proposed that the most important pressure on
firms to develop new resources and capabilities, and thus develop competitive advantage, were the
constraints and limitations increasingly imposed on firms by the natural environment. NRBYV identified
three types of broad and interconnected strategies as the means by which competitive advantage could
be achieved by firms, and which formed the basiseéld@ment of resources and capabilities: pollution
prevention, product stewardship and sustainable development. While it was a brave early attempt to
address the integration of environment al val ues

ard have been found to be problematic in practical applicé8ohaefer and Harvey, 1998)

In more recent times there have been signs that traditional academic approaches may still need to
evolve. For example, Wang et @iVang et al., 2016)writing in themainstream businegscademy of
Management Journalidentified that academic research published in the journal was increasingly
recognising the need for approaches that are r e
for more research to addehow they might manage the risks and boundaries of social activities and

prioritise balance of different stakeholder interests.

Anot her theoretical perspective on business st
business strategy fromishperspective is to create value for shareholders (as opposed to competitive
advantage). Like the RBV, the traditional business view of value creation focuses on financial capital
and financial value: O6compani e sxceedstheir castrobcapitah n d e a
cr eat e(Goedhartuee d., 2015: 3nd the beneficiaries of that value have traditionally been
regarded as shar ehol de(Wisser, (20168)Higer athlers indtteerstrategicp i t a | i

management field, some sttt are also recognising increasing societal pressure on business to adopt
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a broader viewfPorter and Kramer, 2006; 2011; Goedhart et al., 2015; Visser and Kymal, ROtHg

broader view, the beneficiaries of value creation include stakeholders seomanunities and other
norrconsumers in addition to sharehold€x4sser, 2010yescribes an evolution of value creation from
traditional O0shareholder valued cr(fEreemand®4n hr ough
t he 6shar ednofvPoreuand KraangiRodet and Kramer, 2011¢ading to the idea of

6i ntegrated (Vissel amkKymat POt Vioms er @ouE)6 Kymagiovdat ed v
creation processod attempts to i nt egrintotbesiness br oad
strategy through a process that includes analysis of stakeholders, external context, risks and
opportunities, and identification of sustainabil
of societal aspirations and stakeat® expectations including numerous global guidelines, codes and
standards covering the social, ethical and environmental responsibilities of biisinesa credible
corporate response, without undermihéagoft hé&i vt a@ad
valued apparently emerged from the chromentcl i ng o
it as §UBS$eR 2020; \ds8er and Kymal, 2015; Visser, 2018)ere CSR strategy effectively

becomes business strategy. wtical issue with utilising a value creation approach is its reliance on
measurement; for example, the valuation of assets and resource flows. While in the context of a
broadening view of value creation, there continues to be attempts to better mehseairereation,
especially d6intangi bl e 6(KRMGlntemaional,015}he challengEsiovls Tr u e
valuation of biodiversity result in this theoretical perspective currently having limited practical utility

for the purposes of thisstudd.ever t hel es s, the detailed O6integra

with the studybds purpose.

Corporate environmental strategy

RBY wunderpins a relatively extensive Ocorporat
developed since the 1980s, novamfest in a separate division in the US Academy of Management,

referred to as 6éorgani zati ons a(8tarik andhMarcmsa2000)r al en

This literatur e, however, does not plr extirseetl egg ydoe |
6environmental sustainabilityé6é, including specif
research focus is described more generally; for

(Etzion, 2007; Valentine, 201l@) he o6 gr eeni ngd o ({Fuchsarsl Mazmangn, 0980 i n d L
Marcus and Fremeth, 2008)nd 6éa model of e c(Bansalgnddath, 2000kithp ons i v
few formal or specific definitions. The underpinning approach of most corporate engirtaiistrategy,

at least initially, is that of minimising rigdunt and Auster, 1990; Welford, 199#ith activities aimed

at minimising O0the environment al i(Bamegee, 2002)f t hei r
has been r e fpeorrraetde teonvag oédment al i s mbd, wi t h stra
environment al | aws and regul ationsbd, and more r

activities beyond compliance requirements are addressed, with the latter increasingigfeeaied to
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as the Osustainabl e de (Herl, ®@nHamdt d@., 2808;tHartvandtDiovee, o f L
2011)

Attempts have been made to categorise firm environmental strategies; for example, Hunt and
Auster (Hunt and Auster, 1990)lentified 0 begi nner 6, 6fire fightero, 6
and -a@triovi st 06, firms, each having a recognisabl
compr e hen s(Haxt, d995NRBY dtrdtegies pollution prevention, product stewardshipda
sustainable developmehtdescribed a continuum from reactive to proactive, consisting of a relatively
standard range of activities varying from minimum compliance with regulation (e.g. minimising
emissions, waste and pollution) to stewardship appregehg. minimising life cycle costs of products,
ecoefficiency approaches, implementing environmental management systems) to proactive sustainable
development (e.g. minimising the environmental impacts of firm growth through developing new
products and seices, produdtservice systems etqHart, 1995) Hart suggests that firms progress
through the stages in a patbpendent way as key capabilities develop, and which then form the basis

of competitive advantage.

A large body of research in this field al®cuses on whether and which environmental strategies
might be the source of competitive advantage: studies examine the relationship between environmental
performance and financial performance and seek to identify the resources and capabilities from whic
it has arisen. However, although some studies support a relationship between environmental
performance and financial performance, consistent with RBV (Bugsso and Fouts, 1997; Wagner,
2005)there are also many other studies that do not (leogez ¢ al., 2007; Walls et al., 201,1and in
general the relationship is regarded as ambiguous. Instead, it reflects the complexity of internal factors
that make up general resources and capabilities that might contribute to environmental and firm
performancgSalzmann et al., 2005; Wagner, 2008¢vertheless there is a long list of examples of
resources and capabilities relating to environmental strategy that have been identified as contributing to
firm competitive advantage in the literature; these includgegic and financial abilities, relationship
management and stakeholder engagerflezg, Faff, et al., 2009)nnovation capacitfHart et al.,

2003) success of environmental integration into managerfWagner, 2005; 2007; 20Q9gverage
potential of resources and flexibility of resource commitmeri®ugman and Verbeke, 1998)
stakeholder integration, higherder learning and continuous innovation capa¢®harma and
Vredenburg, 1998; Sharma and Henriques, 208&nplementary assets that allow businesses to take
advantage of new products or servig@lristmann, 2000business models and innovat{@thaltegger

and Wagner, 2011and firm absorptive capacifidelmas et al., 2011)

Influences on environmental proactivity

As the study of corporate environmental strategy has developed, and as its complexity and contingency
have come to be appreciated, scholars have increasingly sought theoretical explanations. An important

body of related research investigating thBuences promoting firm environmental proactivity has
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developed as a result. It identifies a wide range of influences and complexity of relationships, including
factors that operate at societal, firm and individual levelsTab&e2:2). For example, Bansal and Roth
(2000)devel oped a model of 6corporate ecological re
driversi competitiveness, legitimaticand environmental responsibility, with individual concern as a
contingent factor. Bansé005) in a longitudinal study of adoption of sustainable development, found
that, initially, societalevel (institutional) factors, such as media pressure, werertagt for firm
proactivity but that over time resourbased opportunities (such as international experience) become
more apparent and thus influential; and a model of competence building in environmental issue
management suggested a process involvingmnabiation of individual knowledge acquisition and
organisational knowledge applicatiGdeugens, 2006)n terms of seeking an overarching theoretical
framework which can reflect the complexity of a firm embedded in society, however, the requirement
to biing together factors operating at institutional, firm and individual levels remains one of the key

challenges for theory developméBiandhu, 2013)

As previously discussed, RBV and NRBV form the basis of the theory at the firm level. At the
level of socity, institutional theory is used for explanations of proactive firm behaviour. According to

institutional theory, a firm is a social construction which, to remain legitimate, conforms to the external

influences of soci@ultural norms and ethics, whichteav been descri bed in term
regulative, normative and culturalogni t i v e: the Oregulative pilla
obligations, both for mal and informal; the O6nori

drive soci& expectations in terms of goals and objectives (i.e. how things should be done and how
organi sations shoul dc dbgenhiatviev)e, painldl atrhbe edccwlntpuarsasle
meaning(Scott, 2008)It is relevant to environmental proactivitflmusiness because firms are subject

to environmental regulations and are subject to community values, norms and expectations. Firms not
only require access to natural resources to operate successfully but increasingly often also require social
acceptancend credi bility, embodied in the concept C
assumption that the actions of an entity are desirable, proper, or appropriate within some socially

constructed system of nor ms, n\19%95: &7é)s , beli efs and

At the level of the individual, theories in a number of different fields seek to identify the
relationship between individuals and various cognitive characteristics (attitudes, values, beliefs,
personal norms) and their decisions and astidimese include the rational approach of the theory of
reasoned actiorfAjzen and Fishbein, 1980the theory of planned behavioiftjzen, 1991) the VBN
theory of environmentalisigBtern et al., 1999pand the theory of environmentally significant bebav
(Stern, 200Q)Table 2.1 indicates that there are many studies of business in which aspects of individuals
affect the decisions they make. For example, in the VBN model, drawn from environmental psychology,
value orientation can influence personal msrand thus prenvi r onment al or 6en\y
significantd behavi our ;makinh(sterhy 2000jthcough ddaiefs aboutr m d e
consequences for valued objef®ern and Dietz, 1994; Stern, 2000; de Groot and Steg, .Z00)
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model hassubstantial empirical support (e@layer and Frantz, 2004; Bamberg and Moser, 2007;
CorratVerdugo et al., 2009; Gosling and Williams, 2010; Johansson and Henningsson, 2011; Truelove

and Parkes, 2012Jhe environmental values articulated in the VBN nhodei n c I-supdhee r6ibd @ v al u
where the environment is valued for its own sak:¢
val ued; and 6egoisticdb values, where the resourc

suggests that ddrent sets of underlying individual values can all result ingmnaronmental action.



Table 2:2: Examples from the literature of influences on proactive corporate environmental strategy

Level

Society

Influence

Legitimacy,
legitimation,
field legitimacy

Definition

OAppropriatenessé of a firm
institutional arrangements (e.g. regulations), norms, values, a
beliefs(Suchman, 1995)

A 6fieldbéb is a grouping of

professional or trade assatibns, special interest groups, t
general public, and other sources of normative or cogn
influence that can form around an issue for a firm or groups of 1
(Dimaggio and Powell, 1983; Hoffman, 2001; Scott, 20843
whi ch can detadremierses 60 a S radkpe
firm desire for legitimacy to achieve stakeholder objecti
(Suchman, 1995)

Examples

(Hart, 1995; Winn, 1995; Halme, 1996; Pava ¢
Krausz, 1997; Hoffman and Ventresca, 19
Bansal and Roth, 2000; Hoffman, 2001; Marsk
et al, 2005; Schaefer, 2007; Paulraj, 2009; Dar
et al., 2010; Doh et al., 2010; Sangle, 2010; Ba
and Trendafilova, 2011; Escobar and Vredenb
2011)

Social licence tg
operate

A rather loose, intangible concept with elements of legitim,
credibiity and trust, originating in the mining sector, where
mani fests in acceptance and
community with common social, environmental and econc
interests(Boutilier and Thomson, 2011; Lacey et al., 2012; F
and Scott Sloombe, 2012; Moffat and Zhang, 2014)

(Gunningham et al., 2004; Gunningham, 2009)

Regulation Regulation encompasses rules and legal obligations and spe (Rugman and Verbeke, 1998; Marshall et al., 2(
issues of legal compliance. Liu and Ye,2012; Huang et al., 2016)
Government Government incentive programs. (Liu and Ye, 2012)

subsidies
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Level Influence Definition Examples
Customer anc Cust omer and | ocal communi t (Marshalletal., 2005; Huang et al., 2016)
community f r i eprattices.0
demand
Industry growth | A ¢l i mat e of 6growt ho i s (Russo and Fouts, 1997)

environmental strategies.

Firm Stakeholder Ability of firms to recognise importance of and respond| (Sharma, 1997)Rugman and Verbeke, 199
pressure ancst akehol ders: O6Gany group or @ (Henriquesand Sadorsky, 1998ansal and Roth
stakeholder by the achievement of t he «¢2000)(Gunningham et al., 2004Marshall et al.,
management 1984p46 inMitchell et al., 1997) Affected by individual and to} 2005) (Murillo-Luna et al., 2008)(Gonzalez
capability management team characteristics as well as presence or abs| Benito and GonzaleBenito, 2010)Crilly, 2011)

organisational routines for stakeholder management. NGO; (Escobar and Viaenburg, 2011)(Liu and Ye,
important sources of stakeholder pressure in relation 2012)
biodiversity.
Competitiveness The O6potenti al for ecol ogterm| (Bansal and Roth, 2000)
profitabilitydéd of a firm.
Structure Can be cognitive e.g. pol i c|(Atkinson et al., 2000)Winn and Angell, 2000
commitment to staff responsibility for environmental managen| (AragortCorrea and Sharma, 2003)
Size The larger a firm, the more resources it has to address issue| (Sharma, 1997; Sharma and Nguan, 1¢Bansal,
Capital as the environment. 0S| ackd|2005) (Moon and Bae, 2011)Sharma, 2000
) ap|? i to an organisatiofMarch and Simon, 1958) 6 Di s c r e t| (AragonCorrea and Sharma, 2003onzéalez
INves _Ten is the amount of resoces that are not committed elsewhere | Benito and GonzaleBenito, 2006)(Liu and Ye,
capacily that can be directed to the]|2012
Munificence to which the general business environment can support a sus

Discretionary
slack

rate of organizational
in (AragonCorrea and Sharma, 2003 )

gr owt
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Level

Influence

Culture

Corporate valuet

Definition

Culture is 6a distinct pat |
organi sation and shape memb
is appropriate and valued |
shared norms and values, conceptual frames which act as 1
and a sk igHdvardaehville and Bertels, 2012)

Examples

(Marshall et al., 200%)(GonzéalezBenito and
GonzalezBenito, 2006 Sharma and Vredenbur
1998)

Complementary
assets

Capabilities that might assist in implementing a proac
environmental tsategy; e.g. process innovation a
implementation

(Christmann, 2000)

Corporate
identity

|l ective understandi |l

6t he col
l ati vel y p(Naraysmanetralt, 2011 |

and re

(Sharma, 2000)Chen, 2011)

Inclusive HR
practices

Practices include information sharing with employees
promotion of collaboration among employees.

Information sharing is the degree to which a company distrik
information about itself (policies, goals, plans), its relationship \
the general environment, and weaedated issues to its employe
(Lawler, 1989; Pfeffer, 2005, cited ifAragortCorrea, Martin
Tapia, et al.,, 2013) and collaboration is the degree to wh
employees interact and collaborate to learn, transfer knowls
and make decisions (Miller & Lee, 2001, citedAragonCorrea,
Martin-Tapia, et al., 2013)

(AragonCorrea, Hurtadd orres, et al., 2013)

Issue salience

Salience is defined as 0t he
issue has meaning for organizational constituents. Certe

transparency, and emotivilket er mi ne an i s s

(Bansal and Roth, 2000:729)
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Level

Influence

Higherorder
learning
Innovation
capacity
Absorptive
capacity

Definition

Firm capabilities associated with organisational learning
innovation.

Absorptive capacity encompsée
value of new information, assimilate it, and apply it to commel
e n d(€ahen and Levinthal, 1990Components are knowled
acquisition, knowledge assimilation, knowledge transforma
andknowledge exploitatioiDelmas et al., 2011)

These are examples of 6dyn
speci fic capabilities t hat
competences and resources can be developed, deployes
pr ot gTeece et al., 1997: 51@nd that might be sources
competitive advantage in RBV. Types of dynamic capabili
include: 60t he capacity (1)
threats, (2) to seize opportunities, and (3) to main
competitiveness through enhancing, combinipgptecting, and
when necessary, reconfigur.i
and t ang (Theceg20@7s1819)t s 6

Examples

(Sharma and Vredenburg, 1998Clarke and
Roome, 1999)Delmas et al., 2011{Dahlmann
and Brammer, 2011)

(Cohen and.evinthal, 1990; Delmas et al., 2011

Environmental

Firm capabilities associated with environmental managen

(Russo and Fouts, 1997AragonCorrea and

management Examples include pollution prevention, sustainable developn Sharma, 2003(Hart, 1995)
capabilities environmental stewardshifHart, 1995) As abovei these are

examples of O6dynamic capabil
Competitive Environment as a point of differentiation and source of presst (Marshall et al., 2005)
pressure continually innovate.
Governance Presence of features of corporate governance (e.g. k (Kock et al., 2012)

managerial incentives, the market for corporate control, an(
legal and regulatory system influence firms' environme
proactivity).
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Level Influence Definition Examples
Individual | Managerial Pro-environmental values, beliefs and attitudes have been fou (Liedtka, 1991; Henriques and Sadorsky, 19
behaviour, consistently influence proactive environmental strategy @ Cordano and Frieze, 2000; Flannery and M
attitudes and behaviour by firms, particularly by top management teams ar, 2000; Bansal, 2005; Marshall et al., 200
values leaders (influence on firm culture). Maximiano, 2007; Sellars, 2009; Dahlmann &
Brammer, 2011; Liu and Ye, 2012; Papagiannz
and Lioukas, 2012b)
Managerial Managerial discretioni latitude of action (Hambrick and (Sharma, 1997; Sharma and Nguan, 1999; Sha

interpretation of
issues

Finkelstein, 1987)i provides the opportunity for managers
express their values and attitudes in decisions.

Issue interpretatiori interpretation of environmental issues
opportunities has beeadentified as important for environment
proactive firm behavioufMarshall et al., 2005)

Risk is a characteristic of decisidni is the uncertainty of whethe
an issue will result in significant outcomes. Risk propensity i
i ndi vi du a ltis& takingi ahe terelency ofar individual 1
take or avoid risk¢Sitkin and Pablo, 1992)

2000; Marshall et al., 2005; Gonz&Benito and
GonzalezBenito, 2006; Zsoka, 2008; Revell et ¢
2010)

Individual
scanning
abilities and
championing
behaviour

Characteristics of championing behaviour include ability to ¢
and identify issues, to frame those issues as financial opportul
to present them in an organisationally appropriate (buslit&ys
cortext, and use rational persuasion, coalition and inspirati

appeal to sell the issue and company action.

(Andersson and Bateman, 2000; Schaefer, 20
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Corporate sustainability T seeking an integrated approach

In the past 1015 years, and over the time of this study, other relevant fields of business research have
evolved, reflective of the researchers seeking to better address integration of business witli society
collectively these can be referred to as coafm sustainability and are inclusive of ideas such as
business ethics, CSR and corporate citizenEbghwartz and Carroll, 2008Dver the period of this
study 6corporate sustainabilityéo, addressing [
pespectives, has in fact appeared to gradually r
a burgeoning field in its own right. Much like firm corporate environmental strategy, corporate
sustainability has tended to operate in parallel to traditieconomiefocused business strategy. Such
6parall el evolutionbé appears reflective of firm
predominance of separate sustainability reporting by figkPMG, 2011) and the fact that in a survey

of global corporate sustainability profession@$obeScan and SustainAbility, 2016)stainability was

found to be integrated with strategic planning in only 51% of firms (noting that this is likely to be an
optimistic perspective on the basis that the$iresponding to such a survey might be expected to be

more proactive in the area of sustainability).

Corporate sustainability is an increasingly complex anddasgtloping field, reflecting some
increasing concern of society and academics with the ema&ntal and social contexts of business,
and acknowledgement by many that there is a need for integration of economic, social and
environmental dimensions of sustainability into business strategy(Bagerjee, 2002; Dyllick and
Hockerts, 2002; Scherret al., 2007; Marcus and Fremeth, 2009; Hahn, Kolk, et al., 2010; Marcus et
al., 2010; Aguinis and Glavas, 2012; Vaara and Durand, 2012; Starik and Kanashiro, 2013; Hahn et al.,
2014) This field has also focused on seeking to understand factors thahod#land motivate proactive
sustainabilityi with the findings of a review by Aguinas and Glavas (2012) showing great similarity to
those already identified in studies of environmental proactivity Tsdse 2:2); that is, factors which
operate at all levels, from individual to the firm and society. However, studies about sustainability
decisionmaking, particularly as relevant to biodiversity, highlightttthee ambiguity and complexity
are particularly important factors affecting sustainability business decisions and which may be barriers
to changdHahn, Figge, et al., 2010; Hahn et al., 2014)

Early approaches to integration of sustainability have latlgedye n b ased on t he i de
b ot t o rfElkingtom,el997; 2004) with the idea that economic, environmental and social values
could be measured andi badantvbddt awpobaelneg whwen a
6tripleebohdomf dimed the focus of the §€Meomasch f or
and Kai, 2002; Salzmann et al., 2005; Steger, 2006ich has dominated much of the sustainability
literature. Similarly, the focus of much research in relation ®nass and biodiversity has also been
one of a search for the d{WoddsBusness Gouncilafa Sustdimale bi o d

Development, 2009; The Economics of Ecosystems and Biodiversity, 2012; International Institute for
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Environment andevelopment, 2014; Natural Capital Coalition, 2016; World Business Council for
Sustainable Development, 2016¢luding being a driver underpinning the quest to value biodiversity
and ecosystem services, and sparking a large literature on this topic.

Morer ecent | vy, however, sustainability iwa<earche
paradigm may be overly simplistic, and may have impeded progress in successfully integrating
sustainability and business stratdgiahn, Figge, et al., 2010; Winn dt,&012; Hahn et al., 2014;

Dyllick and Muff, 2016; Barnett, 20195ustainability scholars are therefore increasingly suggesting

t hat 1{ivwiend wipnproach could more usefully give way
of balance, tradeffs and conflictdElms et al., 2010; Hahn, Figge, et al., 2010; Hahn, Kolk, et al., 2010;

Winn et al., 2012; Schaltegger et al., 2013; Haffar and Searcy, 2015; McWilliams et al.,\2016)

there have been recent attempts to work towards frameworks thigtodéate this (e.g(Lucas, 2009;

Winn and Pogutz, 2013a; D'Amato et al., 2QEBunified approach has yet to emerge. Studies in this

area to date have included, for example, development of typologies ebffaded conflictqHahn,

Figge, et al.2010; Haffar and Searcy, 2015) Hahn et al . (2010: 226) i d
sophisticated and more fioger ai ned set of strategy and manageme
research should seek to identify tools to assist in this process. €& prawiously, the SDGs are now

being promoted as a framework for sustainability stra@ggiman, 2018)nd it has also been suggested

that this may assist in embedding biodiversity and ecosystem services in corporate sustainability
(Macellari et al., 208). McWilliams et al.(2016)are also developing technical approaches to assessing
tradeoffs and conflicts relating to CSR (sustainability) in the context of business strategy; however,

they note that the mainstream literature still has little to offer strategic managers facedmitiex

integrated decisicmaking.

Sustainable supply chains

Firms do not operate in isolation; that is, they form part of a value ¢Raiter, 198Q) This broader

context has increasingly been recognised in relation in relation to sustainabilitynsprened this
perspective is also relevant to biodiversity. A
(organizations or individuals) directly involved in the upstream and downstream dlopreducts,

services, finances, and/orinforrmth f r om a s o u (Mergzertetal., 20010Thedocus ime r 6

on the operational processes necessary for a product to arrive at the end user, encompassing more than
one firm, compared to the concept of a value ctRdmter, 1980; Porter, 1985; Peraind Kramer, 2006;
2011)where the focus is on a set of activities used by a firm to create competitive advantage and generate
value(Christopher, 2011 5upply chain management has in the past been an economic and operationally
focused diswstpdimahl ededuts wWpply chain management
business research activity over the past 20 y&earing and Mdller, 2008; Pagell and Shevchenko,

2014; Touboulic and Walker, 2018)n d i t i s now consi dehasadosiionai nst r
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within a supply chain: they receive information/materials/products and/or services from other firms
6downstream6 and provide information/ materi al s/ |
customers Oupstregmimend6Buppl yhehpracmana of mana
integrated way and the ability to do this wel!/ F
can be a source of competitive advantdggbey et al.,, 2017) 6 Su st ai n a bmlarm@ementu ppl vy
includes a specific focus on broader environmental and social issues as well as the economic

perspectives of traditional supply cha{&guring and Mdller, 2008)

Environment and sustainable development goals are now clearly identifiediast disvers of
sustainable supply chain practices by firms, often fuelled by external pressures of stakeholders and/or
customergDelmas and Montiel, 2009; Meixell and Luoma, 2015; Dubey et al., 2017; Fritz et al., 2018)
or regulation requirements. Compansive environmental strategies of firms are now expected to
address supply chain issu@Somas Marti and Seifert, 2012)here are also business practitioner
examples of leadership in this area, the highest profile being the work of (R0frigdin mappiry its
environmental footprint across its supply chain. There are many literature reviews of the field (e.qg.
(Seuring and Mdller, 2008; Dubey et al., 20BAd there have been many recent case studies; for
example, focusing on complex manufacturing supplgirts such as the garment and food industries
(e.g.(European Commission, 2019¥ey aspects of achieving sustainable supply chain management
have been identified as supplier performance and risk management, and managing products to meet
customer sustaimdity requirementgSeuring and Mdaller, 2008; Azadi et al., 201Hpwever, like the
field of sustainability more generally, there is a lack of clear consensus on theoretical frameworks
(Touboulic and Walker, 2015and scholars have similarly identifidtht issues of tradeffs and radical
innovations have been overlooked to date, in favour of the more comfortable territory of synergies and

6 wiwri n(Bagell and Shevchenko, 2014)

2.6 Key research gaps

2.6.1 Issue recognition

Biodiversity loss is widely regarded as a global crisis and, despite all efforts by global institutions,
governments and NGOs, there has been |l ittle prog
(Ehrlich and Pringle, 2008; Butchart et &010; Leadley et al., 2014; Guerry et al., 2015; Australian
Government Department of Environment, 2016; Ceballos et al., 2Bil#)e context of institutional
efforts at Omainstreamingo6, bot h gl obaibvetsityy and i1
the limited knowledge about biodiversity among the general public (including business), and likely
limited understanding of its relevance to business (e.g. through lack of inclusion of this type of issue in
business education and strategy framdw)y present impediments to it being recognised as a strategic

issue by firms. While many businesses with direct impacts on biodiversity haveewelbped strategy
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and policy responses to the issue, these are mostly focused on addressing opersiamal sisparate

from, rather than integrated as part of, business strategy. Business research about interaction with non
economic issues, which could assist in recognition and mainstreaming efforts for biodiversity, is limited,
despite continuing calls fro scholars in the field. This study aims to address this research gap by
investigating how and why biodiversity was recognised as an issue by case firms.

2.6.2 The firm value chain and business strategy theory

Research about interaction of the business stratdégfirms with nonreconomic issues such as
biodiversity remains limited. In seeking to identify theoretical frameworks relevant to this study,
research from a number of perspectives and disciplines were identified. In the strategic management
discipline, that of the RBV has been utilised to explore of the general environmental proactivity of firms

and its relationship to competitive advantage and financial performance, with similar focus on financial
returns research in sustainable value creation and fls@isupply chain management. Stakeholder

and institutional theories have been used where stakeholder and broader societal concerns have been
found relevant to corporate proactivity in relation to the environment. Corporate sustainability strategy
hasfocé ed on integration of sustainability goal s |
bottom I ined perspective. These fwiannde worr koss haarree dg
perspectivét he ai m being t o didentdylthe bendits to husiness of adslressinga s e 6
bi odiversity risks or opportunities (or O6sustain
sufficient clarity for a more unified theoretical approach has yet to emerge, and so there isas yet
framework for assessing the interaction of business strategy with biodiversity or, indeed, sustainability

goals more broadly.

This study aims to contribute to addressing this gap. It is important to note in this context that
corporate sustainability stregy has largely come from the perspective of researchers with an agenda
for change; that is, from those who identify a need to address the biodiversity crisis (or seek
sustainability goals). This study therefore aims to address the gap largely frapecpee of the RBV,
as this is the perspective of most businesses, who may not necessarily identify the need to address the
biodiversity crisis. Indications from the literature are that current responses to biodiversity by firms are
contextspecific but lave been influenced by stakeholder pressure and are considered alongside business
strategy. Such research confirms the complexity of the relationships between biodiversity, business and
competitive advantage, and suggests that an integrating frameworlassiay by illuminating the
understanding of the interaction of a firm with biodiversity. At a practical level, the business practitioner
literature and the plethora of tools such as the KN&Rural Capital Coalition, 201&)dicate that firms
in the realworld struggle to conceptualise and identify the complex relationships between the firm and
society and the associated risks and opportunities. Thus, there is also a practical need to explore the

complex relationships of firm value chains with biodiversitythis regard, the lack of an organising
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theoretical framework to conceptualise the interactions with biodiversity, and perhaps an organising
framework for indicators and reporting, is also a gap.
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Chapter3: Met hodol ogy

3.1 Introduction

This chapter draws from the issues outlined in Chapter 1, and the state of the knowledge outlined in
Chapter 2, to describe the scope, research questions, conceptual framework developed from the
literature, and the design and methods of data collection ahg@sndhe thesis is a qualitative study
based on firm case studigst will build on existing theoretical frameworks to develop theory about the

integration of biodiversity into business strategy.

3.2 Study scope

The scope of this thesis is the Australianteat of firm behaviour; that is, the study encompasses
case study firms which are Australian and, where these Australian firms arenatigltial enterprises
(MNEs), to the extent possible the study focusses on their operations in Australia and tlaetionte
with Australian biodiversity. There are several reasons for this approach. Firstly, there are practical
reasons to limit the study to a scope that is feasible for a PhD thesis. Secondly, the lack of information
on the topic in the Australian contexas identified in Section 2.3.2, indicated that exploration of the
Australian context might be particularly worthwhile in terms of the contribution to knowledge that the
study could make. Finally, using the national level as the scope for studies riedsus common
practice, which recognises that cultural and institutional frameworks, resource availability and level of
national economic development are key mdantors affecting the reality of business operations
(Beugelsdijk and Mudambi 2013). Bussse studies in sustainability have also indicated that
sustainability responses may differ between countries, varying with the history, institutional frameworks
and culture which under Matten and Moart, 2008)Studies imuhe i ne s s
International Business discipline suggest that this may be particularly the case for Australia. For
exampl e, Kim and Grey (2017; 687) note that OAus
and cultural milieus forged through colonization, imratgpn, and intecountry alliances seem to have

created uniqgue pressures for Australiads economi

An important example of the institutional context for this topic is the national legislation for
biodiversity protectin in the Australian jurisdiction, thEnvironment Protection and Biodiversity
Conservation Act 1999hich is a legal obligation of all firms and, for many high impact businesses
such as mining, frames a key interaction with the issue of biodiversigoudse, the reality that many
large (and some small) Australian firms are actually MNEs and also operate outside Australia and in
international markets may have impacts on firm strategy. However, Rugman and Verbeke (2004)
suggest that even globalland regionally- operating MNEs have localised responsiveness, based on
both external and internal needs to accommodate international variation. Given the reality of the

relevance of international sector and market institutional frameworks to MNE strategieas and
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potential influence on firm decisiemaking, information about these contexts are also included as part
of the scope of the study, on a case by case basis. Of course, the choice to limit the scope of the study
to Australia limits the generalisabilitf the study to the Australian context and perhaps others that are

sufficiently similar.

In addition, inrelation to biodiversity itselfwhile biodiversity decline is a global issue, it is
recognised by scientists as one that substantially operates at a local or regional level (Whiteman et al.,
2012). From a bigeographic perspective, Australia is one of the most biologically diverse regions of
the world, having developed on an island isolated from the rest of the world for millions of years (Natural
Resource Ministerial Council, 2010). Its biodiversity is substantially unique: of the estimated 1.9 million
species described on the planet, Alistriaas 147,570 species (although the estimated number is much
|l arger, at 566, 398) and a | arge proportii88 of Au
of mammals, 45% of birds, 85% of flowering plants, 96% conifers, and over 90% of vgdanis,

reptiles and frogs are found nowhere else (Chapman, 2009).

Sustainability has a relatively recent history in business in Australia, emerging in the \i8®0s
afterthe UK and Europ&i nce t hat time, it has (bedbecerpeenored d i n
comprehensive) and spread more broadly to a wider range of lower impact industries (Higgins et al.,
2015). t has also provided exemplars of internationally recognised leaders in sustainability, including
companies in both the mining afidancial services secto(6CCSR, 2012) While it has previously
been suggested that Australia lags behind other developed r@&@igstavson, 2009; Black, 2012he
recent trajectory of development of firm CSR capabilities in Australia has appareatiyupe/ards,
with key benefitsbeing dentified by firms as reputation and competitive advan{atiggins et al.,
2015;Deloitte, 2018) The 2018 State of CSR survey found that minimising environmental impact was
among the top priority issues for businesse8ustralia, with 64% reporting &s a very high or high
priority for their busines@eloitte, 2018) A more recent survey of sustainability reporting in Australia
compared sustainability reporting requirements in Australia with Singapore and Soidh #fd
discovered somamportantdifferences(Sustainable Business Australia, 2018y example, it noted
that the focus of reporting in Australia was much more on the environment and less on social issues. It
also noted that the embedding of sustaiitghih business strategy was a key issue that busbtillss

needed to address.

3.3 Research questions

3.3.1 Research goals

The research goals of this thesis identified in Chapter 1 are to explore the interactions of biodiversity

with business at the level of theni and to increase understanding of how biodiversity fits in to
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conceptions of business strategy. The following three research questions have been developed to achieve
those goals, for the reasons summarised below.

Research Question One

1 How and why is bidiversity recognised as a strategic issue by business?

As discussed in the preceding chapters, the biodiversity crisis is a significant global challenge for
society but one that has received little attention in strategic management research. Society has
recogni sed the biodiversity c¢crisis and has-sought
making: governments, NGOs and leading businesses have facilitated institutional arrangements,
including global agreements, legal frameworks and a widigeraf multistakeholder partnerships, and
policy/practitioner materials have been developed to assist business in addressing the issue, particularly
overthepast I 5 year s. |l denti fied as a o6wicked probl
charactdstics that might pose a challenge for recognition by business: technical and social complexity,
difficulty in economic valuation, difficulty in measuring and monitoring impacts, and having impacts
which have longerm and multigenerational consequencés. the practical level, some businesses
recognise biodiversity as a strategic issue, particularly in terms of impacts or dependencies, and have
been proactive in developing management practices and strategies. However, many more do not, and
the need to impve engagement of business in global efforts remains an important goal of the CBD
Strategic Plan Aichi targets and Australian National Biodiversity Strategy. At the theoretical level, there
have been few academic studies of isspecific recognition inhe strategic management or
sustainability fields, particularly at the level of the firm and relating toetmmomic issues such as

biodiversity.

Research Question Two

1 How does the idea of biodiversity interact with the business strategy of a firm?

Research on the interaction of business and biodiversity at a firm level, in particular in relation to
strategy, is limited, as was discussed in Chapter 2. The extensive policy/practitioner literature has largely
focused on addressing biodiversity as aarafional issué a risk associated with business operations.

The many corporate environmental strategy, proactivity and sustainability studies carried out to date
indicate, however, that the interaction of biodiversity is likely to be highly compleradtiteg with the

entire firm value chaifi from resources and capabilities to questions of firm culture and leadership, to
the physical impact of operations, as well as val@ation opportunities associated with markets for
new products and servicésand with influences at all levels being relevant (individual, firm and

societal). Detailed exploration of the interaction of business strategy and biodiversity provides an
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opportunity to consider the complexity of the issue of biodiversity for business)d#y® operational
impacts.

Research Question Three

1 What are the implications of the issues the study addresses for business strategy theory?

Calls to rethink business strategy and integrate environmental and social challenges have been
long-standing; yebusiness strategy theory has remained largely unchanged in recent times, with its
focus on economic issues. While sustainability strategy is a dynamic and emerging area, it continues to
be undertaken largely as a separate endeavour from mainstreansdsgiaigy and for the most part
is approached as a separate academic discipline. The exploration of biodiversity in relation to business
strategy provides an opportunity to consider the theoretical implications and may provide insights into

integration @ broader issues of corporate sustainability with business strategy.

3.4 Conceptual framework

Traditional approaches to business strategy theory (identified in Chapter 2) are based on combining
strategic resources and capabilities in a way that generatasstiorc r ent and Osustain
a d v a n(Baangyel®91; Barney et al., 2001; Barney et al., 28adhave focused largely on financial

capital at the level of the firm. In order to develop a framework for this study which might be inclusive

of biodiversity, an approach was required which could include a resobiodiversity which is outside

the firm, and which is valued by society, also outside the firm. Studies of proactive environmental
management to date (as discussed in Section 2.5.2ubaaky addressed this by combining firm level

theory with institutional theory and stakeholder theory, making it difficult to articulate an integrated

approach to decision making.

Other areas of contemporary research focus offer some inspiration foladuamework. For
example, integrated modelling has been used to great effect in the alimage arena, to shed light
on the linkages between multiple systems and disciplines, resulting in better understanding of the
complexity, including social and easomic linkagegNordhaus, 2017)in order to address the research
guestions of this thesis as described above, such an integrated conceptual framework (hamed the
6i ntegrated business strategy frameworngtheooyr 6t he
from the fields of strategic management, traditional economics, ecological economics and sustainable
development (identified in Chapter 2). The framework was then used to facilitate analysis of the

interaction of biodiversity with business stiggdor each case firm.

At the base of the framewor k i s (Ddpdrtmentcfayncept
International Development, 1999s this includes natural capital alongside social, physical, human and
financial capital. The inclusion of sial capital as well as natural capital means that there is no need for

separate stakeholder theory or institutional theory to explain allocation of resources. While these broader
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types of capital have long been applied to thinking about society resairttes level of the whole

economy (e.g(Costanza and Daly, 1992; Costanza et al., 2014; Costanza et al, tB8¢ hiave seldom

been applied at the level of an individual business, with a number of notable exceptiong2PR0H)tt

applied ittobusines i n his 6framework for sustainable cap
(2009) also applied a similar notion in classifying environmental management practices according to

di fferent kind of resour ces asourcedBameyj 1991) s i n Ba
study, however, added organisational capital to the five capitals, which is a significant asset for business.
The idea of a ésustainable |ivelihoodbé is a conc
business,comr i si ng: 6éthe capabilities, assets and act
is sustainable when it can cope with and recover from stresses and shocks and maintain or enhance its
capabilities and assets both now and in the future, while n under mi ni ng the nat ul

(Department for International Development, 1999)

The framework, diagrammatically representeffigure3-1, pr ovi des a &émapd t o
many interactions of biodiversity with a firih with a focus on its business strategy elements of
6resourcesd and O6capabed itthats ba fTihremdasembeddede kc ir &
within the environment (6natured6 or the &édbi osphe
consistent with an embedded view of busir&4arcus et al., 201Q)s part of a sociecological system
(Folke et al., 2016)What follows is a description of the concepts, elements and linkages illustrated in
Figure3-1. Where terms in the text are itased they refer to text and captions found-igure 3-1.

While, for diagrammatic purposes, theeftameWwor nod
and 6inside the firmb, the firm is regarded as a
to factors and influences from the environment, society and the economy, consistent with the concept

of the circular econom{Ghiselini et al., 2016; Korhonen et al., 2018)



Figure 3-1: Integrated Business Strategy Framework

ENVIRONMENT SOCIETY ECONOMY
Social, institutional and industrial norms
ws Ethical standards, Social and cultural values, Human rights, Governance and legal standards.
oo
CZJ [re THE FACTOR MARKET THE PRODUCT MARKET
w - Size - Size and Competion
3E < Compéiiio INTEGRATED BUSINESS STRATEGY < Dynamics
- Dynamics - Stakeholder positions
- Stakeholder positions FRAM Ewo RK - Consumer preferences
THERIEN Sa: dESOURCES VALUE CREATION OPPORTUNITY SPECTRUM
CAPABILITIES BUSINESS FOCUS MARKET FOCUS
§z‘:‘s l Lowing costs and risks NEW,PRODUCT. OR SERVICE FOCUS Decrease risk, increase willing to pay and/ demand
Flows
NATURAL Internal factors may
CAPITAL have complex
Air interactions
Biodiversity
Water
Land
Minerals
BUSINESS OPERATIONS =
- strategies and CONSUMERS
FINANCIAL S frameworks PRODUCT OUTPUTS =z 2 g
AR ey H g bilites ¢ i AND OUTCOMES g Opportunity to <
Cost g E =CApADIIIeE:R0YOcOgINES E increase willing to T
= ° @ risks and opportunities, 3 DEMAND a o
g [ T >3 2 plan and manager across A - Price pay 8
o : UMAN o ED the supply chain 5., F Willingness to a
2T GAPITAL e cs - knowledge incl 3 pay ;lt
- People Qs g Ef ecological and social/ NON PRODUCT > - Non product w
_ 245 o f |cutural 4 OUTPUTS AND & requirements 3
s < > a - structure an =
s T 5% 22 | |accountabilities (Ig‘l’j :s(:r(:rnEtsin @ NON-CONSUMERS S
e % a 38/ |- culture and history 3
g & 2% Environment,
S | MANUFACTURED H § ha Society and
2 CAPITAL Access € H
E | Incl Technology Efficiency ] E @ Community)
9 o
o S
S Physical footprint
| affecting resources
SOCIAL positively or negatively
CAPITAL Future access ;?It;):’::zg:x;‘etgradation
Reputation capital and raw idliquid/ai
Trust’ materials - waste solid/liquid/air
Legitamacy - greenhouse gases
-ecosystem services
cu RESOURCE SCARCITY AND ACCESS MANAGEMENT | (OPERATIONAL RISKS SOCIAL RISKS .
b - Availability, cost and competition OF SUPPLY - 'SS COl y, ef y, employee engag and - effects (positive and negative) on communities, non-alignment of
[ Y] - Capital CHAIN RISKS productivity, performance standards values between stakeholders
ue REPUTATION RISKS (for resources
Oyx access) LEGAL RISKS REPUTATION RISKS
ow - contingent liabilities, non pli q - for participation in market
m o

© Copyright 2014 Anne M R Duncan



58

3.4.1 Outside the firm

Outside the firm, the contextual elemetitat might affect a firm include the economy, society and

environment;

1 The environment a | | firms sit within the &ébiospherebo6,
for firms i raw materials from the land and/or ecosystem services for society.

1 Society There are social, institutional and industry noiimhese include legislative, moral and
ethical standards, human rights and industry norms, which may be expressed as industry standards,
guidelines etc. Society may also need to be considered at differegraphic scales, depending on
the firmébs value chain and the issue. For exa
regulations and policies governing biodiversity and possibly societal attitudes to it, at local, national
and global levelsand the value chain of a business may interact with these differently depending
on its size and location. Social norms and values are often given voice through NGOs, which may
al so seek to change firmsdéd activsuarie® amdfisnr
Stakehol der pressure uses the firmbés desire
(Suchman, 1995a nd 6soci al | i(Bouiliercasd Tthamsomw, R2@L1)atdrestéd
stakeholders associated with the value chain, who are not customers, are laibpelfecbasumers
Social capital in a corporate setting can be defined as a network of social relationships created by a
firm (both inside and outside) and whichaynprovide direct access to resourgespaciuk
Gonczaryk, 2011)such as knowledge, or in a more indirect way reduce transaction or monitoring
costs(Paldam and Svendsen, 200D) the case of banks, it may also provide access to financial
capital.

1 The emnomy: this includes the traditional transactions and flows of income and products and/or
services betweeronsumerand firms through markets. In the context of business strategy there are
factor marketgor supply of resources needed to do businesgs (thead i t i onal of actor s
and product markets where products and services are sold, where consumer preferences,
willingness to pay, and competitors influence demand and price. Market size, characteristics and
dynamics may be an important poiahsource of competitive advantage (or not) for fiarney,
1986)and have also been shown to affect environmental performance of individua{Fionstz
et al., 2011)

3.4.2 Inside the firm

Inside the firm the central organising concept isfther mé s  vand associatedalagcneation
opportunities. The value chain is a widely used conceptualisation of all the activities of a firm required
to bring a product or service from design toguction, marketing and consumpti¢iaplinsky and
Morris, 2001) It was a central concept used by Pojfearter, 1980; Porter and Kramer, 2006)elation
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to business strategy, and also resembles a generdlpnpdiiction output model of basic econoesi

representing a transformation ofi r ms 6 byebgsimaess aperations intutputsand outcomes

(Lucas, 2009)Businessoperationsinclude culture, structure, individual and organisational routines,
capabilities and knowledge that are requiredtfodev er t he firmdéds products ar
has gphysical footprinte.g. wastes, C£emissions), which is an interaction with the environment and

society and can be either positive or negative. ditputsandoutcomesare theproductsandsenices

the firm aims to produce. However, firms have other outputs and outcomes that need to be accounted

for T nonproduct outputs/outcomesconsistent with thermodynamic principles and notions of
sustainability(Baumgartner et al., 20Q1Jhese can includeaste products mentioned previously, but

can also includdesirable social and environmental investments and outcfirneas, 2009)

343The firmbés resour cedemanisdoffcmpabi | it
strategy

The firmbds val ue fienhresourteqmote that eesourees is uged tinlthe sense of the
terminology of Barney1991) where it conceptually also includes capabilities even though not stated)

as the building blocks of a business to operate and create value. According to the RBV of the firm, firm
resources and capabilities, which might be valuable, rare, inimitable esubatitutable (VRIN), can
provide a source of competitive advantage for f|
0 r e(Warn@rfelt, 1984; Barney, 1991)

The frameworkpresents firm resources aatural, social, financial, human, manufactured and
social capitalsand captures the idealuibdiversitya s p aratt ua fa | i6 theagniext &f & fibm.
This presentation is analogous to ascribing the
labour and capital at a firm lev@ostanza and Daly, 199¢5olke et al., 2016)n the assumption that
t he <concetpai noafb | & (Oepasseehtifoh laterrthtional Development, 19@anh be
considered analogous to the idea édeconomic rentéb
is similar to that ofPorritt (2005) who categorised business sustainabgitategies according to the
five capitals and identi fied oweinnesrdi;c ¢bDeahvehbuictass f o
also categorised firm investments in environmental management according to capital type with the aim
of identifying soures of competitive advantage associated with environmental proactivity. However,
this kind of approach does not appear to have b

business strategy.

According to RBV not all resources are strategic; onlgst¢hthat might create sustainable
competitive advantage are strategic, and a focus on strategic resources will be used to simplify the
analysis of the case firms. I n applying an RBV a
and maintaintie level oistocko f each (strategic) resour cdlen® by 0 mi
(Dierickx and Cool, 1989; Warren, 2003)1 ; this part of RBY i s known a



60

There are some key challenges in analysis of this dynamicommplex interaction, here: strategic
resources may be both tangible and intandilelloy et al., 2011) may be O6sharedd wit
natural capital, social capital); and changes to levels of one resource (including development of
capabilities) myg affect others. This is the dynamic aspect of the framework, which provides for the
contingency of each firmds c ontwvaluetcreasdionslafrequeatr t i me
focus for business strategy and this perspective is also idclodbe framework: some key strategy
opportunitiesare articulated at the appropriate location in the value é¢h&imm reducing costs and
risks with a business focus looking fornew products and servicet® reducing market risks and
increasing wilingness to pagnd/or demand, takingraarket focusBecause the focus of this thesis is
biodiversity, the framework also highlights some kégydiversity related riskat the appropriate place
in the value chain: supply of resources to the firgearcity access (current and future), cost, efficiency

and productivity, supply chain risks, operational risks of impact, reputation, and legal compliance.

3.4.4 Interactions between the inside and outside of the firm T risks
and opportunities

The 6embeddrmpmodides the fransewarkiwihiwhich to map the interactions between a firm

and the environment, society and the economy, wh
but which are difficult to represent. These are generally considered by dirsms ei t her 6ri s
60 0ppor tRisksias previsudly mentioned, may inclugearcity, cost and access to resoutces

access to and cost of finandmpact ofreputationon demandfuture access to resourcess well as

physical impacts andosts of Igal noncompliance Opportunities might include reductions in risks,

reduction of operational costs, identification of new products and/or services, or differentiation to create
demand or increase willingness to pay. The role of lsotlsumersand non-consumers (including
stakeholdergis recognised as part of the value chain in creating and/or influencing demand the market
place. Individuals within the firm provide key capabilities, as panuofian capitalin recognising risks

and opportunities, based position within the firm, knowledge, experience, attitudes and values. It is

also important to note that the firm sits withisw@pply chainand depending on the kind of firm and

nature of the supply chain, many or all of the interactions in the suppin ¢either backwards or

forwards) also need to be considered as part of strategy.

3.5 Research design

3.5.1 Overall approach

A gqualitative research design was employed for the study for two reasons. First, the focus of the
study was the interaction of businesat&gy with a new and complex idea, where responses would vary
between firms and the goal of the study was to develop tH&msgnhardt, 1989; Pettigrew, 1992;
Chamberlain, 2006; Gummesson, 2006; Gerring, 2007; Yin, 2009; Graebner et al.,S¥x4)d, it
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was a design that has not been commonly employed in relation to corporate environmental strategy,
which have largely been based on broad quantitative surveys (see exd&itemnsa and Vredenburg,

1998; Bansal, 2005nd more recentlyMacellari et al.2018) Thus, the qualitative approach might

further add to existing studies by providing depth and addressing known understanding of meanings,
mechanisms and procesgbtiles and Huberman, 1994; Gerring, 2007; Corbin and Strauss,.Z008)
notedintheitoducti on, as this is an exploratory study
6critical 6, and focusses on collecting perspecti
organising and interpretive framework, rather than interrogati questioning (Reicher, 2000; Braun

and Clarke 2013). This approach is consistent with the aim of the study being to understand real
strategies in practice; a more critical approach

understandin@f such strategies.

A casestudy approach was considered tbkevantstrategy for the study as it has been identified
as appropriate for complex social proceg§&exring, 2007; Graebner et al., 201@psely connected to
a reallife context (Pettigrew,1992; Chamberlain, 2006kuch as business strategy and where the
guestions ar e(Yid 2009) BuSiness isategyhisoals® particularly suited to case study
because of the requirement for a researcher to view the data as an entire s¢€ihbuomtierlain, 2006)
(i.e. the firm as a unit of study), and it has been routinely used as a method in strategy research, including
corporate strategy and corporate environmental strgigngelman, 1983; Co6té et al., 1999; Bansal
and Roth, 2000; Escobar and Vredenburg, 2@ht)more recently in corporate sustainabil{ty/inn
and Angell, 2000; Pogutz et al., 2011; Winn et al., 2012; Pogutz and Winn, Eot®)is studyit was
considered that multiple case studies were required to provide different perspectives on the central
phenomenon of interest, as the aim was onexpforation andheory developmer{Eisenhardt, 1989;
1991; Miles and Huberman, 1994; Eisenhardt and Graebner, 2007; Yin, 2009)

3.5.2 Considerations for case selection

Selection of cases was made on the basis of &ication of theoretical and practical considerations,

as follows.

Theoretical

Theoretical considerations i n(Eibenhdrdtd1989;iYimi200g) f or e
an approach that promotes generalisability to new cases, based ondlteeryhan sampling. The aim

was toaimr epresent the diversity of the O6popudati ond
interaction with biodiversityStake, 1995; Gerring, 2007) The di mensi ons of 6di v
based on the phenoman and the review of the literature, were the nature of the interaction with

biodiversity (indicating risk exposure and strategic response) and the size of firms.



62

1 Firm interaction s with biodiversity (usually im@cts and/or dependencies) vémym directto
indirect, and this has implications in terms of firm risks, which can be high or low depending on the
combination of extent and nature of the risk, and opportunities, and thus potential strategic response
(Houdet et al., 2012; Macellari et al., 2018he case studigbereforeincluded firms from three
sectors, with thredifferenttypes of interactions:
1 directi alarge, direct impact anlependenaeon habitat via clearing: mining;
9 indirecti negligible, direct footprint with impact created indirgdhrough providing finance
for businesses that might have impab&nking and
9 involving a significant interaction with biodiversity as an inpdependence on plants, soil and

water: wine.

Mining and banking were chosen first as the main settaeflectthe6 e x t rirevar&atol, or
6pol ar ty p e dential gemerafisabiity(Milest aad Huberman, 1994)s described
above. The mining sector in Australia has asignificant public history of debate around
environmentalssuesncluding keing subject to public and NGO concemd pressures to consider
sustainability(Mudd, 2010) Thismeart thatit was expected thahére would bédvoth a substantial
interaction andstrategiaesponséo providesubstancéor thestudy With respect to thchoice of
the Australianbankingsector, whileit hasno direct impacbn biodiversity it is knownto play a
significantrole inthe financeof mining development in Australia, awdas noted t@alsohavebeen

publicly subject to NGO pressure lialation to some of its financing activities

A decision to include thavine industry wasmade subsequently to provide eontrasting
perspectivérom the other two sectors, one where theas a direct dependence on the phenomenon
of interest- biodiversiy - through water, soil and plant$raditionally wine is considered to be
withinthe6 Food amk otBeswaertar . However, f this wag toe  pur p
considered appropriate as this sector issufficiently homogeneous in terms of the value chains
and types of resources and capabilitie®lved in the businesseEhis larger grouping would have

been too diverse to enable useful comparisith the other sectors in the thesis.

1 Firm size was one of the key factors that emerged from the literature as affecting environmental
proactivity. It has generally been measured in total aéShtsma, 1997; Sharma and Nguan, 1999;
Bansal, 2005)Howeve, it also has been suggested by these authors that size could be a proxy for
6di scretionary slacké (unall ocated resources a\
shown that this is also correlated to environmental proact{idgnriqguesand Sadorsky, 1999;
GonzalezBenito and GonzaleBenito, 2006) A relationship between firm proactivity and size is
consistent with Natural Resource Based Thédgrt, 1995) whereby competitive advantage arises
from firmso6 r es ou rerwipgmerdahmdanagenp@hbrmd, 1997; ldesrigues r
and Sadorsky, 1999; Sharma and Nguan, 1999; Bansal, 2005; GelBealtr and Gonzéalez
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Benito, 2006; Moon and Bae, 2011; Liu and Ye, 20ye firms have more assets and resources,
better accesstorasad ces and mor e 0di s c rmwitonmemahactiities.| ac k 6

Given the objective of seeki (Mjesa@ndBuberneam&994), i n
my purpose wat seek pairs of firms each sectowhere there was a substal differencein size
between the twdn terms of subsequently defining the difference betwieelarge and smafirms,

the statistical definitionthat a large company has more than 200 emplogedsa small one less

than 20(Australian Bureau of Statistics, 2004&s not founcgusefulmeasure that couloe applied

to all sectors and firmsnsteadrelative and sectespecificmeasures were identified for each sector:
number of employees for th@anking sector, market capitalisation for the mining sectorassal of

vineyardsfor the wine sector.

A furthertheoreticadimensioridentified in the literature revievelevant to selection afectors and
firms wasthat ofenvironmentaproactivity. It could be expected that more proactive firms, might have
a higherawareness and potentialye ngagement 6 wi th the issue of
developed strategic responstwever,it was notpossiblein practical terms to $ect for this up front,
without first gaining access to a firm. Asesult,firms chosen were assessed post li@ch firm was
ranked subjecti vel y1990)EnvirorgnerthUDevelopmend CoAtinusir, asdi sn
knowledge of the firm gaineddm interviews and documents (Table 3.This five-point ratingof
¢&éenvironmental development stégeses criteria of success in risk reduction, organisational commitment
and features of program design to rank the proactivity of fitmvgas found that thre was a range of

environmental proactivity within those selected.

Practical

There were a range of important practical considerations in selecting firms. Firstly, in terms of the
number, there was the issue of how many firms from which it was feasibddleot information: the
need to trade off the number of cases required for development of theory with the level of detail of the
study which might be achievable with each case (Stake, 2006; Yin, 2009). In terms of developing theory,
Yin (2009) indicatedhat 6 10 cases are sufficient to predict similar results or predict contrasting results
for anticipated reasons. The objective here is to maintain some depth of analysis for each firm but
provide the potential for insight into causal relationships aadasger population of cases (Gerring,
2007). Looking at a range of other business studies of strategic processes and drivers at the firm level,
it appeared that-8 cases might be reasonable; for example, a-tnasimess unit study of collaboration
processesi six firms (Martin and Eisenhardt, 2010); a study of organisational leainsig firms
(Bingham and Eisenhardt, 2011); a study of organisational learning in relation to environmental

managemeni six firms (Schaefer and Harvey, 2000); an invesiigatof drivers of sustainable

t

Vi

bi
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developmenti four firms (Escobar and Vredenburg, 2011) and an investigation of organisational

practices in relation to SDGsseven firms (Macellari et al., 2018).

A second consideration was the practical one of finding fimms would agree to participate: more

firms would be harder to achieve than fewer. Once the sectors were chosen, access to firms was obtained

us:i

proved morec hal | engi ng
required. The small case study bank Wwamediatelyinterestedn participating but four small wine

businesses were approached before one agreed to participate.

3.5.3 Characteristics of firms selected
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On balance of the factors identified above, this study included six cases from three $ablefz1

t hen

fi
t he

identifies the characteristics each selected firm from each of the banking sector (firms one and two),

the mining secto(Firms Three and~our), and the wine sectoFifms Five andSix). Of the six firms

selected, all were Australian firms. However, five of these operate both in lRuatrd internationally,

e. coul d

bendé¢esoniabeenaserogmubesd ( MNEs) ,

and

entirely within Australia. The focus of the analysis of all firms was on the Australian operation, for

reasons outlined in Séah 3.2 and for consistency.

Table 3:1: Case-study selection matrix

Case number 1 2 3 4 5 6

Sector Banking | Banking | Mining | Mining Wine Wine

Interaction with Indirect | Indirect | Direct | Direct Biodiversity | Biodiversity

biodiversity 1 impact impact impact | impact dependence| dependence

Risk (impacts and

dependencies)

Size Small Large Large | Small Large Small

Interaction with Yes Yes Yes

biodiversity 1

Opportunity

Environmental 3 5 5 2 3 5

Development

Stage*

* Rated according tHunt and Auster, 199@nvironmental Development Continuumi(d Be g i nimeri & ;e 2
fightiécdnc8@8rneddpriadgmibtnpso i, viSst 0 relativiand net:rated acaomlingites

the ABS categories.

According to previous studies, banking firms have a significant exposure to biodiversity risk, but one

that is narrow, mostly restricted to reputation risk, and therefore requiring a focusedcstespgnse

(F and C Asset Management, 200H) contrast, the mining sector has been found to be arisigh

r

C
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sector in relation to biodiversity, with a broad scope in terms of types of risks in combination with the
significant physical impact, and theredorequiring a broad strategic response. The wine sector has a
different risk focus from the other two sectors, with its primary interaction being a dependency on plants,

soil and water. The product itself and its quality can be related to the geneticobtigeé vines and the

biodiversity of the soil, while its growth is also dependent on water, an ecosystem service that is
dependent on functional landscape biodiversity at a regional scale. However, the wine sector may also
have a market opportunity; thats , to mar ket 06 s u@varshallretaab,200®and r o d u c ¢

this was the case with one of the firms.

3.5.4 Data collection

Data collection took place over an extended period of time, from 2013 to 2016 (see dates of interviews
Table 3.2). For each se, however, most of the interviews were conducted at about the same time. Data
was collected for each case with the aim of ensuring maximum relidbihitpugh triangulation using

multiple sources of evidence. Data sources were of two basic typesstsectirred interviews and
documents. The interviews were used as the primary data source, with documents a secondary source
and providing an important source of triangulatiéh.statements about firm policy and strategy were
confirmed using other firm dumentsA case study database was developed and maintained in Atlas

Ti (Atlas Ti, 2019)to store interview transcripts and other firm documents, to facilitate data coding and
analysis, and to maintain a chain of evidefdées and Huberman, 1994; Stai2806; Gerring, 2007;

Pratt, 2009; Yin, 2009)

Although the focus of the study is on the firm level, data collection also occurred in relation to the
societal context through documents and stakeholder interviews, and at the individual level, through
intenviews. Follow-up information to take account of any changes was mostly sought in the form of firm
and other documents. The research process (Figure 3.2) was iterative, which is typical of qualitative
research, going between the documents, interviews,tliteraand development of the conceptual

framework (Miles and Huberman, 1994).

Table 3.2: Levels of data collection

‘ Data levels Type ‘
Interviews Documents
Society Yes Yes
Firm Yes Yes
Individual Yes
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Figure 3-2: The research process

INTERVIEWS
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CONCEPTUAL
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3.5.5 Primary data 1 interviews

Semistructured interviews were used to provide information about both the firm and its context,
and the individual and their role and knowledge of biodiversity. Interviews were undertaken with a range
of individuals in relation to each firm, aiming toopide different perspectives from within the firm
structure. Interviews were sought with key executive and/or Board positions with general responsibility
for corporate/business strategy; middle managers with responsibility for sustainability (which might
include biodiversity), as these were the people with the knowledge and professional expertise able to
provide much of the information for the study through their role in the firm (they were often also the
i ni tial fir agrcooumtdadc tnsayatiangdstaff rbeonherpapd a stakeholder nominated

by the firm to provide a more independent source of information.

The initial firm contacts made suggestions about who else would be appropriate to interview in
consultation with the researcher. The sidec of an independent stakeholder was also made in
conjunction with the firm contact. It was required that they had some knowledge of the operation of the
firm in relation to biodiversity for example, through a partnership. This stakeholder was idghiifi

all cases except the small wine firfirfn Six).

A summary of the people interviewed and their position in the firm is shoWakite3:2. Twenty
sewen people were interviewed across the six firms. All firm perspectives were able to be included in
each firm, with the exception of the small wine firm, where only two people were avallhbleumber
of people interviewedeflecs the number madeoluntaily available by each firmA higher number of

interviewees would have been preferraaklit is acknowledged thahis may affect the generalisability
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of findings of the study. Howeventerviews werealso supplemented by a largemberof secondary

documents

Information collected from each interviewee was stored in-aelgified fashion. Consent to
participate was at the individual level through use of an ethics approval form, rather than rgitfateco
level. Interviewees, particularly those in large firms, recommended this pragmatic approach. As a result
of this, however, all firm identities and any detailed information that might disclose identity, have not
been included

Each interviewee wag@vided with a participation information and consent form (including ethics
approval requirements) about the study and list of the questions prior to interview (an example is
provided in Appendix C). The interviews examined three main areas: recognitictragegic issue by
the individual; recognition by the firm; and interaction of biodiversity with the firm and its business
strategy. Each interview was professionally transcribed and a copy provided to the interviewee for
checking. In somecases,there were follow up emails of clarification, which formed additional

documentation.
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Table 3:2: Summary of interviews undertaken

Sector Type Case No  Position Interview
Code
Number
Banking | Large 2 8 Sustainability and Risk Group 13/03/2014 143
Executive
2 9 Corporate Strategy Managejob 13/03/2014 144
share
2 10 Corporate Strategy Managejob 13/03/2014 144
share
2 11 Stakeholder/partner 26/03/2014 146
Small 1 1 Operations and Risk Executive 23/04/2013 111
1 2 Corporate ServiceisExecutive 23/04/2013 21
1 3 Sustainability and Risk Coordinator| 23/04/2013 131
1 4 Board member 24/04/2013 1171
1 5 Retail operations officer 24/04/2013 118-19
1 6 Stakeholder/partner 24/04/2013 120
1 7 Developmeni Executive 24/07/2013 124
Mining Large 3 12 Biodiversityi Manager 23/07/2013 123
3 13 Environment and Climate Change | 11/12/2013 136
Group Executive
3 14 Stakeholder /partner 21/02/2014 141
3 15 Operational Managér Environment | 15/09/2014 150
Small 4 16 Stakeholder RelatiorisExecutive 4/12/2013 128
4 17 Environment and Community 4/12/2013 129
(current)i Group Manager
4 18 Environment and Community (past) 4/12/2013 129
T Group Manager
4 19 Senior Environmental Specialist 4/12/2013 130
4 20 Communication$ Manager 4/12/2013 131
4 21 Stakeholder / partner 10/12/2013 134
Wine Large 5 22 Sustainability and Viticulturé 25/09/2013 126
Regional Manager
5 23 Corporate Strategiy Director 19/02/2014 132
24 Corporate Social Responsibility 30/09/2013 138
Manager
25 Stakeholder / partner 5/03/2014 142
Small 6 26 Sustainability and Viticulturg 30/09/2016 162
Manager
6 27 Marketingi Manager 20/10/2016 163

3.5.6 Secondary datai documents

Key relevant and publicly available documents by and about the firms were progressively collected and
examined (e.g. annual reports, sustainability reports, environment strategies, significant press releases

and reports, websites etc.), along with any-pahlic documents provided by the firm (although this
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occurred only in a very few instances) or stakeholders (e.g. reports on partnership projects). This was
done as a precursor to inform the interviews and following interviews to follow up on leadsuss iss

that arose during interview.

Other relevant documents at the global and national (Australian) industry/sector level were also
collected and examined throughout the study as they were identified. They included both academic
literature and the policy/petitioner literature of government and NGO reports, publications and
websites, consul t ant sThis soarqe of ddtaswas reqliradrtesproede dontext r at e
for, and to triangulate interview responses, in order to increase reliabithig dhata (Figure 3.3).

Figure 3-3: Triangulation of data

STAFF
INTERVIEWS

N

DATA
TRIANGULATION

STAKEHOLDER

DOCUMENTS INTERVIEWS

Most of the secondary policy/practitioner documents are composed of what is referred to in
academia as 6Grey Literaturebo. Thi s r effrmsr s t o |
government, academics, business and industry, but not controllednfimezcial publishers (Third
International Conference on Grey Literature in: Farace and Schopfel, 2010). The main issues associated
with Grey Literature are lack of peer review and unknown quality, presuming to result in the issue of
potential unreliabilityand/or bias. However, it is also acknowledged that Grey Literature can provide
access to knowledge not adequately reported or even available in academic circles (Farace and Schopfel,
2010; Bellefontaine and Lee 2013; Adams et al., 2016; Adams et al), 2@fams et al. (2017) further
suggest thathis literaturemay have a higher degree of currency which make its use appropriate in

dynamic fields where there is a gap between researcher and practitioner. Adams et al. (2017) conclude
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that Grey Literature shuld be regarded as complementary, rather than competitive to peer reviewed

literature.

In this context, this thesis is about a topic which is acknowledged asdefetbping area where
the academic litature is limited(See Section 2.4.3nd there is a gap between researchers and
practitioners. In addition, use of Grey Literature in the case studies is necessary to provide information
about firms or sectors which can only, beis bestpbtained from those sources tiangulate interview
responses, to provide rdike business examples related to the phenomenon of interest, and to add depth

and context tthoseacademisources that are available

The approach used was that recommended by Adams et al. (2016). ddwyige that the risk of
using Grey Literature depends on how it is used and the question it is used to answer, and recommend
that each use be judged by the researcher on a case by case basis considering a balance of the value of
the information with theisk of bias. The principal area of risk is in relation to business sector
documents, which were examined to identify and describe the sector and its frameworks and activities.
Bias is considered most likely to arise in the context of evaluation (Adarh28td), andt is worth
noting thatthis was not their main uge this study In any context where there may be any potential
ambiguity,| makeclear thathe informatiorbeing presented is a sector perspective, and where possible

academic referencesdor an alternative perspective is provided.

In relation to the use of firm documents such as annual reports, while these may be viewed as being
subject to selfeportingbias, it isalso the casthat firms are nevertheless legally responsible for their
content. Their use in this thesis, however, was largely confirmatogssociation with interviews to

describe the firms and their activities and strategies.

3.6 Research protocols and procedures

3.6.1 Ethics protocol

All research was conducted in accordance withHuman Ethics Protocol 2011/442 approved on 15
December 2011 by the ANU Chair of the Humanities and Social Sciences Delegated Ethics Review
Committee. The protocol included procedures in relation to communication and progress reporting, data
confidentidity, and data storage and security arrangements. A formal written protocol addressing these
issues was developed and agreed with each individual, as part of the interview process, in accordance
with ANU standards.

3.6.2 The researcher in the research process

The researcher has an i mportant role in an interyv

bias in qualitative research based on intervieavg. (Miles and Huberman, 1994; Diefenbach, 2009)
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Issues of bias were managed and/or avoided in tinity ghrough mindfulness and care in interview
procedure, and also through the triangulation of interview (Eitsenhardt, 1989; Eisenhardt and
Graebner, 2007)This included the following:

9 interviewing multiple informants from each firm, including peoptedifferent levels and with
different perspectives, including an external perspective where possible;

1 minimising the information provided to the interviewee before the interview, beyond the general
study overview provided, to prevent any inadvertenriggver bias;

T undertaking preliminary research on the firm
management &8 might be detected (interviewees re
make; and

9 adopting careful neutrality during the inteew; in particular, avoiding the use of leading questions

or giving personal opinions.

In order to ensure free response, in particular, with mining companies, the interviewees were also
assured that the study was not a critique of environmental manaigpatieies and procedures, but a

neutral study of the interaction of biodiversity

3.7 Data analysis

Data for analysis included individual interview transcripts, firm and other documentary material as well
as any researchetbsgervations of each firm. All data (except academic literature) was stored and
analysed in Atlas Ti Qualitative research softwgkdas Ti, 2019) Within-case analysis by coding

preceded crossase analyses.

3.7.1 Coding

The first task in data analysis was aodj , which is required to Oreduce
and documents to focus on concepts, and to simplify and transform it into something that can be verified

and about which conclusions might be draiiiles and Huberman, 1994oding is inhenatly

subjective, but Atlas Tl software was used to ensure a methodical apfBaaeley, 2007)consistency

and to provide transparency by linking the raw data, the codes and the derived concepts, themes and
inferences and thus maintaining a chain of evidéhtikes and Huberman, 1994n addition, several

different types of qualitative analysisfevare were trialled prior to making a decision to proceed with

Atlas TI, providing an opportunity to practise development and application of coding.

The codedevelopment process involved first reading several transcripts a few times to develop
familiarity with the material and the range of themes and con(@atent and Deephouse, 2007; Corbin
and Strauss, 2008%econd, an inductive, opeoding process was undertaken to identify themes in the

raw data(Corbin and Strauss, 2008A start list of codes as derived from the literature and
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subsequently the conceptual framework was also developed, and in combination with the results of the
open coding was used to develop an initial set of codes and definitions for use in analysis. The aim was

to ensure thahe concepts drawn from existing theory were not a source of bias in the analysis and that

they assisted but did not determine the interpretgtitires and Huberman, 1994; Goulding, 2002)
particularly given the exploratory nature of this research. Codge refined and continued to be
developed over time as part of the iterative research process, going between the data, documents and the
conceptual frameworkFgure 3-2) . Themes, categories and subcate
(Corbin and Strauss, 200&)levant to the research questions were the result of the process and formed

the data for analysis.

3.7.2 Within-case analysis

The data was extracted into thematic éasbbnd then summarised for each sector in tables. This
6struct ur @danglayn@9oift hdiant aeach case wmak i(Milgséandt o as s
Huberman, 1994; Yin, 2009For research question two, which investigates the interaction vélie

chain with biodiversity, the analysis of each case was undertaken against the conceptual framework
(Figure3-1). The case notes for the analysis of each firairesy the framework are attached in Appendix

D, with a summary table provided in each results chapter. While each case was analysed separately, for
the sake of brevity, the results have been combined into one figure, noting any differences between the

large and small firms where identified.

The description and summary of each case in in relation to each research question are presented in
results chapters arranged according to each sector (Chapter 4: Banking; Chapter 5: Mining; Chapter 6:
Wine).

3.7.3 Cross-case analysis

The case descriptions and data summaries for each firm provided the basis-ohseoasalyses, and

this formed the basis for addressing research questionitimgaications of this research for business
strategy theory. Thixsplwvaansatu node rbtyéikeatdrdaugs8d; gy pa o ade
2009)and involved cycling between case data, the conceptual framework and the literature to refine
emerging constructs and relationships. An important part of this process also included probing for
alternative explanations to ensure that the explanation being developed fitted the data better than other
alternatives(Yin, 2009; Martin and Eisenhardt, 2010Jhe emergent theoretical logic of the final
framework is a blend of case evidence, the literaimak stanehlone logic(Eisenhardt and Graebner,

2007) A summary framework for each sector is presented in the discussion chapter (Chapter 7) and

forms the basis of the cresase analyses.
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3.7.4 Data presentation

The conceptual frameworlEigure 3-1: Integrated Business Strategy Framewarked for the main
analysis of interactions between case firms and biodiversity is complex. Analysis was undertaken for
each firm using talek structured to represent the framework, and this was first summarised into one
figure for each sector (Appendix D2.3) and then further summarised into the figures presented in the
chapters describing the results for each sector. To assist in lotegimjormation in each results table

in relation to the conceptual framewoRigure3-4 shows the colours of the parts of the framework that
relates to the tables ithe text and appendices: resources and capabilities are shown in blue, firm
activities and operations are shown in red, supply chain issues are shown in purple, and products and

outcomes are shown in yellow.



Figure 3-4: Conceptual framework coloured to map case-data figures
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Chapter4:BankiSagt or

4.1 Introduction

Banks are companies refgalkitrg eidnati ©aubBadkiogAits @eADIde
1959 (Cth)which are regulated by the Australian Prudential Regulation Authority (APRA). Banks are

also required to hold an Australian Financial Sesiticence (AFSL) from the Australian Securities

and Investments Commission (ASIC) under@moeporations Act 2001 (CthThere are 147 Australian

ADIs who collectively hold $4.6 trillion in Australian assets, which is about three times the size of
Austrai a 6 s e(AustrallamBrudential Regulatory Authority, 201.8Among the ADIs there are

four major banks with collective capitalisation
and another 100 small banks, mutuals, cooperativesradd anions with a collective capitalisation of
approximately $85 billion(Australian Banking Association, 2017)lhe Australian sector is
concentrated, with smaller banks achieving market share through targeting particular customer segments
(ProductivityCommission 2018)Targeting of customers with a sense of social responsibility, in effect

using social responsibility as a key part of the business model, can be observed both in Australia (case
study, this thesis) and oversé&swufer, 2014)

Banking isa servicek ndustry sector, wh-g icdhe c@np rbed wd teiweend;
service provider cgroduces with the customgklter, 2008) A generalised value chain is illustrated in
Figure 4-1: factors of production can be regarded both as custom#re people, businesses and
institutions, who either have capital or need cajpitatd as financial capital, the resource the bank must
have to be in business,cabtains and leverages from and for its customers. In essence, financial capital
is both the input and the output, moving from one customer to another, with the banks deriving profit
from the transactions they undertake and services they provide in heAfRiRA (2018a)described the
i mportance of the 6financi al intermedi ationd r ol
of the community at some level; the assets of banks are financial contracts, usually in the form of loans,
and their liabilites are generally in the form of customer deposits, used to generate capital for loans to
ot her customers and bank investments and for the
closely regulated is the tyypepdndl dedlidrtheda donaonuk
difference between its assets and liabilities. The regulatory framework (the capital adequacy framework)
is developed by APRA and informed by international standards (the Basel Committee on Banking
Supervision{Australian Prudential Regulatory Authority, 2018h) the wake of the GFC this has been
under constant scrutiny and a review commenced in @8d&ralian Prudential Regulatory Authority,
2018b) The regulatory capital requirements for large and small ADIsliffierent, and this is one of
the factors suggested as impeding the competitiveness of small (@udtemer Owned Banking

Association, 2015; Productivity Commission, 2018)

Key parts of the banking value chain are similar to other service industrieschrmt® researching

and understanding their customers and target markets, developing financial products and services,
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successfully engaging and retaining customers through marketing and branding, and undertaking
banking transaction operatiorfagure4-1). A particularly important part of the value chain for banks

is the undertaking of risk assessments alind credi
to achieve expected returns on their assets (loans and credit cards). The process by which a bank sells
the liabilities (deposits) and buys assets (loans), of which risk assessment is a key part, is referred to as
6asset tr ansf or cambiliydonhi@anks tiahmayg be ia potemtial koarge of competitive
advantage (VRIN;(Barney, 1991) Banking operations are often divided into retail banking
(interactions with individuals and small business), merchant banking (obtaining capital from

inst t uti onal investors for | arge corporations), a
of capital from O6whol esalersé). Different banks
some banks offer a range of other ancillary ses/ito their clients; for example, superannuation,

financial planning and insuran¢®bringer, 2002; National Australia Bank, 2013)

Given that customers are a critical bank resource, it is not surprising that bank reputation and
customer trust are importato bankgGillespie and Hurley, 2013; Nienaber et al., 2014; van Esterik
Plasmeijer and van Raaij, 2017lrust in banks is also essential to customers, as there is often a
significant information asymmetry between the bank and the cusi¢taaison, 203; Hurley et al.,

2014) When regarded collectively, customer relati c
social capital, and which are a key strategic resource/asset for banks as it may determine the number of
customers and their retemioThus, customer, investor and stakeholder engagement to develop and
mai ntain trust, along with core banking capabil
advantage. As an example of the importance of social capital as an asset, that thet fustralian

banking sector was subject to a Royal Commission into misconduct and cor(tiamcial Services

Royal Commission, 20183 reflective of a low level of trust at the societal level. Banks are also major
contributors to the value chain$ other sectors (e.g. the mining and wine sectors) through providing
access to financial capital. The relationship between banks and their customers has gradually been
increasingly exploited by the NGO sector as a source of stakeholder pressure om riati
environmental and social impacts of development by custofwansHuijstee and Glasbergen, 2Q10)

Study of the banking sector and sustainability is a relatively new and increasing field of study, reflecting
increasing concern in society with the rofedbanks and investors in sustainable developifieezende

de Carvalho Ferreira et al., 2016)

In this study of the banking sector, two cases weatkidted: a large firmKirm Two), which was
one of the large four bankmnd a MNE and a smaller firmKirm Ong, which was one of the many
small local banks in Australi@and which operated only in Australiehey are most easily distinguished
in terms of size usingumbersf employeeswith Firm Two having more employees by a factor of 100
compared td-irm One First, an overview is provided about each firm and its business strategy. Second,

the external economic, social and environmental contexts of the firms are briefly described.
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The findings in relation to each research question are then preseinsgdyetcognition of
biodiversity as a strategic issue and then the interaction of the value chain with biodiversity. The results
are based on a thematic analysis of interviews and other documents and materials. In relation to research
guestion two, the mailts are presented in a table according to the conceptual framework identified in
Chapter 3. The figure in the teXigure4-3) is a summary otasenotes provided appendix D.1.

Figure 4-3 is colour coded to the conceptual framework as indicated in Figuree3durces and
capabiities are in blue; activitiesre coloured red; spfy chain issues are coloured purpleda
outcomes are coloured yello&ach case was analysed separately, however, for the sake of brevity, the
results have been combined into one noting any differences between the large and small firm where
identified.

Figure4-1: The banking sectorodos general wvalue
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4.2 Overview of firms

4.2.1 Small banking firm (Firm One)

FirmOnei s a 6 s madwhed baokuwwitht accooperative philosophy; a former a credit union, it
operates in several States and Territories. Since the early Fd@0€)nehas proactively incorporated
concepts of Osust ai na bhelbrandiggtf thisrhas@volved sver siner ltecane g y
thus be considered Oproactived in terantamd envir
Auster, 1990) In the competitive world of financial products, product differentiation is an important

sour@ of competitive advantage, ahtmOnes ees it sel f as offering some
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|l i ke Osustainabilityd as an important part of i
competitive business wimpletsmalvlenmasgdinsf aomd oob
essential element FiMmM On&® s busi ness strategy. Consi stent wi
reflects a more integrated view that focuses on
is notable that environmental credentials feature prominently in its marketing.

The value chain varies slightly froRigure4-1in that it is exclusively a retail banlargely used
by individuals, small businesses and community c
that its ability to do this competitively, compa
regulation that mutual aradedit unions are subject to under @arporations Act 2001 (CtiCustomer
Owned Banking Association 20153nd findings of a productivity commission investigation into
competition in the banking sector agreed that this was thgResguctivity Commision 2018)

The firmds structure is functionally oriented,
areas of finance, risk, operations and corporate development. The small size of the executive leadership
team was noted as an advantage bypar@ member:

One of the advantages of being a small organisation is [that] the Executive Team
does get the opportunity to work relatively closely with each other and to be able to

ensure that functions or operations involve other parts of the businesstuzakly
integrated. (C1, 111, 1:18)

Consistent with its cooperative, custoroevned model, the Board contains a majority of
independent, custometected, norexecutive directors and a number of skillssed directors appointed
by the Board, including a amaging director. The Board has governance, audit and risk committees.
Previously it also had a sustainability committee, but this function is now covered by the risk committee,
as sustainability is considered sufficiently embedded to no longer needanfintiittee focud-irm One
has a range of organisational policies and strategies (code of conduct, risk management), including some
reflective of its strategic focus on responsibility and commitment to transparency (e.g. responsible
investment and lendingnvironment, financial inclusion, sustainable procurement). It hasphitgl

certification for its environmental management and sustainable investment and loan products.

Primary information sources fdfirm Oneincluded interviews with a wide selectiaf staff
including a Board member, three executieeel staff, middle management and operations (Board
member, general managers for corporateises andisk and developmenasustainability coordinator,

a retail branch banking officer), along with iadependent stakeholder who had worked in partnership
with the firm. Firm annual reports, strategies and policies were accessed via the website, and journal
articles and other reports and materials were obtained to triangulate interview data. Inform#ti®n o
sector more broadly was obtained from publicly available reports and documents available in academic
journals and website®¥Vhere statements were made in interviews about company strategies and policy

this was confirmed by company documentation.
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4.2.2 Large banking firm (Firm Two)

Firm Two is a large and complex bank operating both in Australia and internationally, with many
thousands of employees and over a thousand retail site operations. Nevertheless, it is arguably less
developed thakirm Onein termsof environmental management stage of developinant 6 pr ag mat i s
stage 4 compared t o Firim®©nefHpnt and Austeryv1o¥prét leadt dlsge 5
environmental performance being less prominent as part of its overall brandindilok®ne, its

Australian banking operation includes both personal and business banking, although it has several
different retail channels. However, its business customers also include large national and multinational
corporations. In addition to providing bangifecilities and loans it offers a wide range of products and
services, including insurance, superannuation and investment advice, some of which are separately
branded, with specialist services in a number of sectors, including the agricultural se@®irrhik

Ong its value chain in Australia varies slightly frdfigure 4-1 in that it operates more than one retail

channel and provides financial and other services under a number of different brands.

Firm Twod s strategy is focused on respectability
optimising customer experiencegyjilding staff engagement and capability, and delivering a strong
return on investment for shareholders (derived from annual reports). In other words, its strategy is clearly
focused on maintaining the factors of production: the key resources of peopben@ssand staff) and
capital. Given its size, the requirement to deliver over a vast geographic area, and the competitive market
for financial services in Australia, cost efficiency is also a key feature of its strategy: achieved through
focusing on coreassets, streamlining of product offerings and utilisation of technology.- Risk
management capability and technology, in particular, are identified as key capabilities in the context of

the firmds strategy in annual reports.

As a large multinationall-irm Two has a complex, functionally based structure headed by an
executive team and several group support units. The focus of the functional units includes different
customer segments (e.g. business customers, personal customers, corporate customersiandlinstitut
investment), along with broader support units focused on technology and information, risk, people,
finance and strategy. Responsibilities, which include aspects of the environment and sustainability
(including biodiversity), are located in severaltsiin the structure including strategy, risk, commercial
services and corporate responsibility. People in these positions operate as an informal and collaborative

6community of practicebo, delivering an environme

Primary sources of informationrfitheFirm Twocase study included interviews with three middle
managers and an independent local government stakeholder who had worked in partnership with the
firm in relation to biodiversity matters. As a large publicly listed firm it was also possitdedess
statements by firm leaders, annual reports, media releases, strategies and policies accessible on the

website, and sector magazine and journal articles and other materials were obtained to triangulate
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interview data. Information on the sector mbreadly was obtained from publicly available reports and

documents available in academic journals and websites.

4.3 The external context of the banking sector in Australia

The following is an overview of the external context of the banking sector, focusieigvoonment,
the economy and society. Elements of théskgal frameworks, business sector organisations,
stakeholder groups within socidtgan form an important element influencing in the interaction of each

firm with biodiveategicresponseand each firmdés str

Some of the institutions relevant to the banking sector are identifieabilie4:1. Further detail of
how they relate to banking firnand their relevance to biodiversity is provided in Appendix E.1. Note

that these are indicative and are not intended to be exhaustive.

Table 4:1: Banking-sector institutions

Global Australia

World BankGroup Australian Prudential Regulatory Authori
(APRA)

International Monetary Fund (IMF) Australian Securities Exchange (ASX)

United Nations Statistical Commission | Customer Owned Banking Association
Wealth Accounting and the valuation | Business Council of Cooperatives and Mutu
ecosystem services (WAVES) (BCCM)

International Finance Corporation (IFE) Australian Banking Association

member of World Bank Group
Equator Principles Association (EPA) | Responsible Investment Association
Australasia (RIAA)

United Nations Environment Progra Australian Council of Superannuation Invest

Finance Initiative (UNEP FI) (ACSI)
Natural Capital Finance Alliance Financial Services Council
Natural Capital Coalition Australian Business ariodiversity Initiative

VBDO (Dutch Association for investors ¢ Sustainable Business Australia
Sustainable Development)
Environmental Bankers Association Market Forces

BankTrack Interjurisdictional  EnvironmentaEconomic
Accounting SteerinCommittee

Global Alliance for Banking on Values | Australian Bureau of Meteorology

4.3.1 Environment

While the direct footprint of banks may be relatively limited, indirectly they fund environmental impacts
through loans and service provision to their business clients, which include the mining and agricultural

sectors, as previously discussed. Banks imodey to businesses and people (customers) who have
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impacts or dependencies on the environment, including on biodiversity and ecosystem services, some
of which can be significaritVeber, 2012; Natural Capital Declaration, 2015; UNEP FI, 2016)

Bankclientsalso include everyday individual Australians who borrow funds to purchase homes,
which also have a physical environmental footprint, and cars, which have carbon dioxide emissions that
contributing broadly to soci enatgchangd Sogedtyéntgenerad, t h e
and business sectors such as the agriculture and mining sectors, depend on ecosystem services provided
by biodiversity such as water and soil, which are increasingly being affected by resource scarcity and
natural phenomensuch as droughts, floods, and climate change and biodiversity loss. UNHFPLE)
estimated that the monetary value of environmental impacts of human activity would reach US $28.6
trillion by 2050, equivalent to 18% of global GDP. The risk of such enmiental impacts (which are
potential liabilities or costs) by individuals and companies, which are the customers of banks, form bank
credit risks (i.e. risks to their loan assets) and potentially could significantly affect bank and institutional
investor nhcomes by reducing future cash flows and lowering future divid@idgP FI, 2011; Natural
Capital Declaration, 2015 here is evidence that the environmental risks of firms affect both-credit
risk ratings and costs of loafBauer and Hann, 2010; GosgddRoberts, 2011; Weber, 201&)d that
banks with environmental credisk management regimens perform befiéengze and Wei, 2015
Australia, APRAG6s requirement for due diligence
change continue texpand in increasing recognition of the potential financial risks associated with
climate changgSummerhayes, 201@nd, increasingly, natural capital risks are also becoming a
considerationNatural Capital Coalition, 2018; Natural Capital Finance Allia and Centre, 2018)

Banks, like other listed companies, are now also required to disclose both environmental and social risks
that may be materigASX Corporate Governance Council, 2014; 20Hd how they address them.
Other sources of financial capi such as superannuation funds (e.g. the Responsible Investment
Association of Australasia and the Australian Council of RedplenSuperannuation InvestorBable

4:1 and Appendix E.1) provide guidance for investors and for companies seeking investors, about

management and disclosure of environmental, social and governance (ESG) risks.

Global banking institutions, such as the World Bank Group and International MoRetal (IMF)
increasingly recognise the role of financial resources in development, and not only the potential for
i mpact of their investment and | ending on biodiyv
devel opment 6) il aredit risks sassociatdd evith phose enpdftatil, 2012) A major
concern for a banking business is the financial return of their lending activities compared to the risk that
has to be taken, meaning they can view corporate sustainability as a fradth dinancial return
(Weber, 2012)

A range of global institutions and partnerships focus on natural capital risks, global environmental
implications and the implications for the sector, including for example, NCC, World Bank Equator
Principles Associ#on, International Finance Corporation (IFC) Sustainability Framework, UNEP

Finance Initiative Table4:1 and Appendix E.1). These partnerships comnatmbers to principles of
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minimising the environmental impacts of their lending and have associated performance standards to
guide risk assessment and lending decisionsTabk4:1and Appendix E.1). Banks thus increasingly

need to assess whether business clients meet regulatory requirements for environmental impact
assessment and operational standards (e.g. for mining and infrastructure projects@vénhbeen
suggested that banks can play a role in environmental regulation through their risk ass¢€smieyts

and Williams, 2011)However, despite the continuing work of banks in this area, even after the GFC
(Ozment, 2009)there is evidencthat banks &ve more work to do to improve their consideration of
environmental risk¢CISL and UNEP FI, 2014nd for natural capital to become integrated into bank
strategiefKPMG, WWF, 2015)

Some banks and banking institutions have seen the envinbainohallenges as an opportunity
(Mulder and Koellner, 2011and have been active in development of both products and potential
financial and accounting systems that might be required in the future. In terms of new financial products,
while most relate talimate change (e.dClimate Bonds Initiative, 2018)biodiversity is also an
increasing focus. For example, in 2016 Credit Suisse investigated options to use debt to finance
investment in ecosystem servi¢elavemann et al., 2016and a carbon creditpogr am OEcoAustr
was launched in Australia in 2018, which also includes a biodiversity credit product (protecting
government <certified &6dAustralian Biodiversity Ur
(South Pole, 2018)

In terms of acounting systems at the global level, the UN has led an international initiative to
develop environmentiaéconomic accounting (SEEAable4:1). Australia has been a piaipant in this
UN initiative and a national strategy for environmental accounting was recently released by the
Department of Environment and Ener@ynterjurisdictional EnvironmentdEconomic Accounting
Steering Committee, 2018)Actions already underwaws part of development of a national
environmental accounting system include case studies, including of natural resource management

regions, and in partnership with a wide range of institutions including the National Australia Bank.

4.3.2 The economy

As previowsly stated, the banking sector makes a major contribution to the Australian economy,
accounting for 8.9% of GDP in 2017 and 3.4% of the labour force (Financial Services, 2018). According
to the Australian Bankers Association (ABA), the sector provides 581000 jobs, pays taxes to
government of over $13.7 billion (in 2014), makes significant payments of interest to customers ($75
billion) and of dividends to its shareholders ($23 billion), many of whom are individual Australians.
Since the global finanal crisis of 2008, banks have placed a higher priority on deposits as a source of
financial capital, rather than shdadrm wholesale loans, and this has resulted in higher costs of lending
relative to the cash rate, driving an increased focus on proiiyetind efficiency(Stewart et al., 2013)

The banking sector has also been the subject of considerable scrutiny and criticism, notathlig from

2018 Financial Services Royal Commission (Financial Services Royal Commission, 2018).
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The products and servicbanks provide to customers also have a critical role in the national and
regional economies, through providing capital investment to large corporations, small businesses and
individuals. Availability and cost of capital is a major consideration affedtingstment decisions and
Australian banks are a key source of finance for small business and the agriculturaFaeatmial
Services Royal Commission 2018pr examplethe banking industrgtates that it hgsrovidedalmost
one million small businedsans and six million home loans in 2004BA, 2015) However, the sector
has a number of significant challenges that have arisen in recent times.

First, there have been persistent concerns abo
banks, esulting in a Productivity Commission Inquifi?roductivity Commission 2018)n 2017 the
6big fourd banks held 75% of total assets held
the ADIs; they have higher profit margins and have generalligeeth higher returns on equity than
other banks; and they appear comparatively more profitable than their internationglFpesersial
Services Royal Commission 2018)ot surprisingly, the Inquiry concluded that the big four banks are
indeed advantagdal regulatory settings, which are designed to ensure stability. As a symptom of price
competition, which is set by the large banks, and where small banks and credit unions are forced to be
price followers, the number of ADIs has been declining, largegsaltr of mergers and acquisitions of
credit unions. Nevertheless, they suggest that some smaller institutions are succeeding by targeting
customers in particular geographic areas (e.g. regional banks), and there is some evidence that at times
smaller bankgan outcompete the larger ones for some products (e.g. home(Blaagrth, 2016)
The Productivity CommissioProductivity Commission 2018urther suggested that although the
Australian financial industry is strong and stable in the wake of the GFC, competition needs to be

actively debated and managed to ensure it remains a source of economic growth in the sector.

Second, there is increagiconcern about ethics and corruption following the GFC, as reflected in
widely declining community trust in bank&illespie and Hurley, 2013and which eventually resulted
in a Royal CommissiofFinancial Services Royal Commission 20IR)e question dfust in the banks
as institutions is one of significant concern to the Australian community (discussed in Section 4.3.3).
Third, these significant sector concerns also occur in the general global context of geopolitical, security
and environmental uncaihty, which affect risk perceptions that are key criteria for decigiaking
in society, including both banks and their custonféfsrld Economic Forum, 2019Factor markets
for capital both globally and domestically are likely to remain increasinghamjc and uncertain
following the GFC(Gillespie and Hurley, 2013)

In the context of these issues and the fact that it is a sector in which there are many products that
appear similar to consumers, possible sources of competitive advantage might ineladhdity of
banks to manage acces$ sustemers, sdei@ capital @riddimanc@lrcapitaa r k e t s
through development of capabilities to attract and retain customers, and accurately assess their credit

risks (including environmental).



84

4.3.3 Banks and society
Regulation

As mentioned previously, not surprisingly, banks are subject to significant regulation by Australian
society: they must be registered as ADIs undeBtuaking Act 1959 (Cthyvhich means thabeyare

subject to strict, legally dorceable prudential standards on capital, liquidity, risk management and
governance overseen by APRA; they require an AFSL from ASIC undé&diporations Act 2001

(Cth); and they are also subject to a range of other legislation includimyitreey Act1988 (Cth)and
theAnti-Money Laundering and Countdierrorism Financing Act 2006 (Cthyhe degree of regulation

and supervision that banks receive by APRA has been suggested as one of the factors contributing to
the success of the Australian bankingge(Stewart et al., 201 3hotwithstanding more recent concerns

to the contraryfFinancial Services Royal Commission 2018)

Declining trust in banks as institutions

Despite their seemingly strict regulation in Au
pressod in recent times and in general are no | on
they once weréPayne, 2009; Stewart et alQ13; Financial Services Royal Commission, 2018)is

is not exclusively an Australian phenomenon and it is reflective of a global decline in trust in institutions
generally(Edelman, 2018nd in financial institutions in particular after the GFayne 2009; KPMG,

2018) However, although its regard is lower than other sectors, it has been gradually recovering
elsewhere while in Australia it has continued to dedRese, 2017; Edelman, 2018)his significant

lack of trust in banks in Australia was lefted first in a productivity commission inquiry into
competition in the banking sector and most recently the establishment of the Royal Commission into
Misconduct in the Banking, Superannuation and Financial Services In@istaycial Services Royal
Commission 2018a)In Australia, the Productivity Commissigi®roductivity Commission, 2018)
suggested that a combination of high loyalty to banks in past times and high barriers to switching had
made customers ripe for exploitation by the big banks. Omttiner hand, a 2014 survey of 50,000
Australians(Roy Morgan, 2014jound that the average Australian customer now deals with more than

four financial institutions.

Banking firms, like any other firm listed on the Australian Stock Exchange (ASX), are tstthjec
the governance requirements of the ASX Corporate Governance Council Principles and
Recommendation@SX Corporate Governance Council, 2014; 204Bjch require not only fiduciary
duties to sharehol ders but aHcemmuritgespeaationsoBapks, r at e
like many other sectors, have recognised that individual firm reputation is often a subset of sector
reputation(Barnett and Hoffman, 2008nd the ABA has attempted to be proactive in development of

a code of conduct fohe sectofAustralian Banking Association, 2018a)increase sector legitimacy.
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In an overall social context of high regulation (with compliance apparently questionable), low trust
and increasing social expectations, there will likely be increasing peefsim government for
transparent prudential standards and ethical behaviour by banks in Australia. And in this context,
demonstration of corporate responsibility and)(liilding of legitimacy and trust that is, building
social capital is therefordikely to be a key and increasing strategic focus of banks, one which might
lead to opportunities for competitive advantage and which would require development of dynamic
capabilities around understanding and management of social capital.

Stakeholder pressure

As previously mentioned, the biodiversity impacts of large corporate customers of banks have
increasingly become a focus of civil society concern. This has been manifested in a number of
phenomena. First, NGOs increasingly operate not only to influfamas directly, but also to influence

the banks and other investors who provide capital to them. This has been developing over the past twenty
years, as society awareness of the indirect role of banks in providing financial capital has increased, and

paticularly in relation to the mining and forestry sectors.

Environmental and social impacts of development funded by banks has increasingly been a focus
of NGO stakeholders, with potential for significant reputation risk for companies and the sector more
broadly. Organisations such as BankTrgBlankTrack, 2018nd Oxfam(Hawkes, 2014monitor
environmental and social performance of barkable 4:1 and Apendix E.1). While much of their
activity focuses on climate change, informed development consent and pressuring banks not to invest in
coal development, BankTrack also has a specific campaign relating to the Equator Principles, which
address biodiversitynpactgBankTrack,2017) Thi s ki nd of pressure from
lending decisions; for example, bank investment in large coal mining operations in Australia. All of the
big four banks have indicated the potential influence of the impatahthe need to maintain firm

social capital.

Another civil society pressure affecting the banking sector is shareholder activisrabyiren
6ownersé and O6investors6 agitate for change to f
public corporations showed that firms more dependent on reputation (social capital) and those closer to
the consumer in the supply chain were more likely to be influenced, and that environmental management
practices could be successfully changed by this ag{ivee and Lounsbury, 2011Fhis has operated,
for example, in relation to decisions about divestment of fossil fuel assets and general encouragement
for investment in O6sustainabi | bankafdinvdstmeseobor € r e C ¢
responses to provide Ocertificationdé in terms of
such as the Responsible Investment Association of Australasia (RIAA) in Australia, and globally the
Equator Principles AssociationTgble 4:1 and Appendix E.1). These types of associations and

organisations articulate agreed standards, guidelines and provide the sector with a learning network and
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community of practicedowever, in pactice banks do not necessarily adhere to such star(sfargét,
2012;Sovacoaol2017).
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4.4 Research question one 1 recognition of biodiversity as
a strategic issue

4.4.1 Activation and development

Factors relating to recognition of biodiversity as a strateggiod in the two banking firms studied are
summarised iffable4:2. Since both firms have a relatively long history, recognition of biodiversity has

been described inetms of both initial activation and development over time in addition to a

contemporary status (at time of writing).

Table 4:2: Summary of factors affecting recognition of biodiversity by

bank firms

Firm One(small) Firm Two (large)

Historical 9 Formerly a credit union with specialised, Y Bank with long history, including

context membership. Credit unions emerged frg  providing services to the agriculture
60 s oci ali 6ommunitieg suppsrting sector.
each other when the bank lending was | § Proactive compared to other banks in
tightly regulated (1950s1970s) and hard  responding to climate chge.
to access. When this changed and bank { Staff with functional responsibility for
became more able to offer finance to sustainability employed in middle
6ordinaryd6 peopl e, management.
consolidating in order to survive. Currer
bank is the result of a merger of credit
unions. Given the specialised nature of
their customers th created a strategic
identity problem of merged entities.

1 Strategic review following a merger in
2002 resulted in 6
adopted as a value proposition aimed tq
unite customers from different identities
but with common values.

fTAspartof6 sust ai nabi | it
early actor in relation to climate charige
offsetting CQ emissions of customers.

Activation | { Strategic review provided opportunity fo  Opportunistic attendance by leadershi
i ndividual to | ead (asopposedtomiddle management)
proposition agenda. international sustainability meeting.

9 A cooperative business model meant: |  Exposed to information about
0 annual customer/owner surveys t¢ biodiversity and ecosystem services a
identify issues made commitment to understand
0 biodiversity identified by customen strategic relevance.
as top issue in 2006. 9 Formal commitment of bank to Natura
Capital Declaration.

Developme | { Discussions with NGO customer about |  Strategic exploration of biodiversity an

nt better ways to offset emissions resulted] ecosystem services across the enterp

development of reteonship and eventual
purchase of conservation land asset
(2008) to offset both emissions and
biodiversity loss.

9 Embedding of sustainability across
organisation.

9 Biodiversity remained a top ten issue fo

customers/owners but not number one.

T assessing risks and opportunities;
valuation; partnerships in research an
on-ground projects; strategic leadersh
T national and international; value focu
on agricultual customer$survey of
customers showed 75% were changin
practices to conserve natural capital.
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Current
approaches

1 Focus on integrated social, environmen
and economic outcomes for
customers/owneris biodiversity is one
part of the picture.

1 Managementf conservation land asset
still prominent in branding.

9 Targeting of socially and environmental
aware customers.

T6Responsibilityd
social, environment and customer
prosperity.

9 Annual external stakeholder materialit
assessment.

9 Corporde responsibility council meets
quarterly.

9 Some new products and service
opportunities being explored, e.g. Wat
Fund.

Issue characteristics

Internal 1 Societal risk 1 Society risk
framing 9 Bank provide an offsetting service to 9 Customer risk to business
responsible customers 9 Bank risk
9 Bank opportunity
Barriers 9 Customer knowledge 9 Lack of tangibility and ability to value.

9 Lack of knowledge/ awareness
9 Lack of business opportunity

Firm characteristics

Culture 1 Social responsibility 1 Businesopportunity
Size 9 Small 9 Large
Structure 9 Leadershig small executive leadership | 1 Initial executive championing of naturg
team- good alignment and capital continued by new Board
communications possible to achieve chairpeson
integration across the organization. 9 Complex structure but strong informal
9 Operations simple and customerfocuse communi ty of prac
1 Management ofonservation land now capital/ sust amuligeb
outsourced. approaches possible
1 Strong ongoing participation in sector | Y Strong participation in sector networks
networks, particularly social/leconomic/ | national and international.
environment integration space (a featur( 1 National leadership
of cooperative banks).
Policy and | 1 Risk assessment and management 9 Comprehensive risk assessment and
process policies. management guidelines to meet

9 Stakeholder engagement policy and pla

1 Brief environmental policy developing
an EMS.

9 Policies on responsible lending and
investment, product development, supp
chain.

1 Integrated reporting.

9 Annual strateig review

9 Annual customer and staff surveys.

regulatory requirements. Risk
management systems and governancs
arrangements are complex.

9 Strategy and comprehensive range of
policies relating t@orporate
responsibilityi environment, social.

9 Environment policy clearly identifies
roles and responsibilities in relation to
environment risk assessment and
implementation of environment agend

9 Stakeholder Advisory Council meets
quarterly.

1 Involved inmateriality assessment

9 Annual strategic review

9 Annual customer and staff surveys.

9 Compliant with Equator principles.

1 Signatory to Global Compact

9 1ISO 14001 certified.

1 Independent audit of reporting.

1 Ongoing investment in natural capital
finance research and development
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including appointment of specialised
manager.

Firm Onehad its origins as a member organisatfiatedicated to the prosperity of its members. It was

the result of a large number of rgers, as a result of consolidation of the sector which took place from
the 1970s as a result of increasing competition from banks. Previously credit unions had been identified
by specific communities either places, professions or employers. After maasgers (over 50%irm
Onefound that its identity was a problem. In this context, following an annual strategic review in 2002,

it was decided to achieve alignment around value

And the answers to it was taking the iness back to a bank or at that time a credit
union that was owned by its members, that could differentiate itself in the
marketplace, not according to jobs and geography but according to a sense of
community and a community of likminded people, like maed scientists or
engi neer s b ut-mihdedegrogpbfspeople butlthe lika if ybu like evas
around what was important to them in terms of attitudes, their values, their interests,
their needs, their expectations. And what we discovered thas¢hey had interest

in environment, they had interest in social justice issues, they had interest in
community. (Q7:4, 124)

We said well oK, i f we take the view that w
what is the major social issue as we move the21st Century? And sustainability
T we want to be around, because we now believe that what we were doing for our

member s, webdbre better, webre cheaper, weobdr e
etceterd so we want to be sustainable, but the worldtbase sustainable. (Q4:9,
1171)

This resulted initially in a focus on climate change, including setting a target to be carbon neutral
and purchase of offsets to achieve this. However, through discussions with environmental NGO
customers about climate clyg biodiversity loss was also raised as an issue. And it was also identified
as a concern for customers/owners more broadly in 2006 as part of the annual customer survey:

And so the business then starting to align itself, redefine itself according tovadhat

the attitudes and the values and the needs and the expectations of its customer base.
And as we did that and engaged with the customers we then started to find out what
it was that was important to them. And a few years down the track the issue of

biodiversity loss appeared on our radar as a consequence of consultation with NGOs
that had joined us for other reasons prior to that. (Q7:5, 124)

Discussion with NGO customers also resulted in innovation; for example, the idea of purchase of

land and management of it for conservation as an offset for carbon emissions, loss of habitat from
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earing for housing and daweltepmentc| afdi 8 gmé o

incentives for sustainable housing, and offsets for car emissions:

And it became relevant in the context of talking to some of our NGOs who said,
O6How are you investing our money?6 Well we
vehicles and try to do that in a responsible way. We invest your money in new house
buildsiwe 6r e kind of trying to find ways to do

a

1

t

they then said to us, o Wel | new home constr

biodivers t y. What can we do if webdre going to f
we encourage people to finance more sustainable designed housing and energy
efficiency housing?6 Yes, we can do that.
actually subdivide land antdke land that a higher level of biodiversity out of the

system. What can we do to offset that impact? And we put the two together and we

sai d, 6 OK, if we owned our own properties,
offset carbon, but if we also ownedir own properties we could use that as an

opportunity to address the needs that our customers are expressing to us around

bi odiversity |l ossd. So it comes back to ask
| still measure that now. (Q7:9, 124)

One indvidual in the executive team &iirm Onewas particularly important in this process in

getting the Board 6on boardbé6:

al

€ he put a paper forward, and we sort of
and getting us all on the same page, so we unaersthat we were doing. (Q4:10,
1171)

Recognition byFirm Two was almost ten years afteéirm One but like Firm One biodiversity

w

V

so foll owed the fir més FiemcQné toere wasralsocalkey maivideal ¢ h a n ¢

in the executive team whsupported organisational exploration of the issue:

His take out from that experience was that he was engaged and had a personal interest
but he was surprised at the conversation that was happening there around it and the
business connections that werangemade. So he committed to understanding it
more fully when he came back. (Q29: 43, 144)

While | do take the issue of carbon and climate change seriously | don't put it at the

centre of the en[Jtroindnetntel c arhfastrteemage., 66 Wh a't
centre of the environment al chall enge persorl
coal mi ne 6, i s biodiversity and the i mportar

We've got a very complex system built up over many, many years that is robust

because it is adaptable and is able to respor

And the more we narrow the resource base the more vulnerable it essentially
becomes. So, when | think about water use, land use, carbon, rising sea levels, rising
temperatees,1 of 2, whatever, the thing | put at the centre of thatisudief species.

(Q43, 2)

¢ witffjloutwould have been a |l ot harder. That
€ Finance and Strategy has a Steakantoegy t eam
the strategy area without them taking notice so he was absolutely critical to getting

us into that strategy space. (Q 38:20; | 43)

a
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Following that,Firm Twobegan strategically to explore the
main focus waste mbed the recognition of O6risko6 while tr
6opportunityé©o:

That means that thereds stildl a | ot of work
the opportunities there andlisdopportunites i f we ca
from it as well then it really puts it at risk. In the value chain, then from a customer

side more than a business side although ther

still put it on the radar, the avoiding risk side of thingstbh i t 6 s actually goin
traction thatdéds hard to reverse if there's o

Firm Two put a particular focus on the agricultural banking sector in trying to build knowledge
and capacity:
Conceptually as an organigatiwe get that all businesses down the chain are having
dependencies and as a |l ending organisation \

engage in that and understand what that means. But its, tHeuagress is certainly
our first priority to understanthat in ... (Q39:37, 144)

In more recent timeBirm Two has also taken on a leadership role within the business community as

part of the ABBI, providing them with access to a national network of businesses leading in this space

and a learning network tanérease their understanding across all business sectors. Further, they
undertook a wide range of research and devel op me

risks, their role, and where opportunities might be found.

A survey of their rural ustomers found that over 70% of them were making changes to their
practices because of natur al resource sustainabi
angle that had been sougit o i ncr ease t heir c¢ustgoomtb farddshergby of i t a
reducing their credit risk and/or increasing the likelihood of access to loan customers). Their customers
and their research told them that by making char
opportunities and this wasmmunicated and promoted Birm Twoto their customers:

In a survey of 5000 customers, over 70% of agribusinesses told us that they had made
changes to their business as a result of natural resource sustaiinattilityges that

have allowed their busingss to improve profitability or support growth as they look
overseas. (Q403:FirmTwod s websi t e)

We donét want t-aostfoqud prodactiom and manafdetaring spase.
The Australian brand is very much one where consumers have confidenge in o
ability to deliver high quality, premium goods. A focus on quality and reliability of

supply is rational positioning. It plays to
tied to Australiads natur al a s gozlices. The heal
beef and | amb for five star hot el s. Or the 6«

know they can trace provenance and be assured of quality. (Q#313Twad s
website)
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4.4.2 Current approaches

The focus offirM Oné® s appr oach hasrcancegtionvotintegrated eravirobnretad, d e
social and economic responsibility, marketed to a target market of socially responsible
customers/owners, who indicate to management on an annual basis (via a customer/owner survey) where
their current social conaas lie:
The bank recognises a need for a broader measure of progress and common
prosperi-t than economic growth alone. Apart
in responsible way invests up to four per cent of afterx profits into the

communityin the areas of the environment, housing, community resilience and
international development. (Q344:7)

€ webre not a charity we have to continue t

itds such a competitive | ow Drgahisatioesst envi ron
are competing on price We have to compete o
€ So we had to ... we have to also offer som
offer it to the people we want, and we want socially responsible peopl24Q

1171)

The main biodiversity focus remains ownership and restoration of a land asset, which is promoted as a
service to allow its customers be responsible. While it has reportedly embedded sustainability across the
firm, investment in organisational capital inetlfiorm of an environment policy is still relatively

underdeveloped comparedRom Two.

By 2016 Firm Two had made substantial organisational investments in strategy, policies and
procedures. The environmental policy and procedures are very detailett preéseription of how the
firm should address <climate change, natur al capi

accountabilities and responsibilities.

Overview of recognition factors for the banking sector

Factors that were identifiegls associated with activation of recognition are illustratefeigare 4-2.

Those common to both firms included aspects of the historical social context. For exaropiey@nc

early response to climate change which resulted in employment of sustainability focused staff increasing
exposure to international net wor ks around sust
management teamb s up p organisatiomakstraegyepnocessesaifd rautnes tof i r m
identify and monitor trends and provide a framework for response, and access to external opportunities

to gain and develop specific knowledge and capabilities to support continuing strategic development.
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Figure 4-2: Summary of factors influencing recognition in the banking
sector

Annual Customer Custome_r surveys
customer integration (material risk)
surveys (small)

Product and service

e
Annual development
Strategic
Review 5 Research and
development
Risks Climate Biodiversity —> Adhioe Exploration Strategic
Opportunities Change Action Approach
Investment of
resources
THT stoport Board support
(individual leadership) (individual leadership)

(large)

Important differences between the two related to the difference in $arethe smaller firm internal
communication about a cqiex issue and strategic integration with customers and stakeholders was
easier, while the large firm had more resources (organisational slack) available to invest in research and
development, and development of organisational policy and procedure inrtsop@mtivation of

recognition.

4.5 Research question two i biodiversity interaction with
the value chain

Value-chain interactions of biodiversity found for each of the firms are summarised according to the
theoretical framework ifrigure4-3, with a focus on the inside of the firm (refer to Appendix 2498

for more detail, including linking to the external context). The results are discussed below for each
capital in turn in terms of resources and capabilities (blue); activities (red); suppiyfattors (purple);

and outcomes (yellow).

In simple terms, the basic resource for a bank is financial capital. HowEgeromes from people
(customers), groups of people or institutions (investors) and requires a compliance with significant
regulatians. In order to attract customers and investors there must be a level of trust in banks, which is
a product of the relationships banks have with customers, stakeholders and regulators and perceived

legitimacy; that is, social capital.
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4.5.1 Natural capital
Resources and capabilities

The interaction of bank resources with natural capital is indirect for both banks and related to their

cust omer 6resourced.

The large bank has corporate customers who may have significant biodiversity impacts (e.g.
mining) and agrialtural customers with significant ecosystem service dependencies (e.g. water and soil)
and this can create financial performance risks:
€ youbve got a huge dependency of our custorm

then youdbve got k esythatsaee gyoirg riot be dependent ans t 0 me
particular ecesystem services, particularly water in Australia. (C2, | 43 Q38:30)

é farmers see the natural capital i ssues ver
risks, they see climate variability, they see thpdamance of ecosystem services in

terms of soil formation and moisture retention. They may not call them those things

with the definitions but they see them very, very clearly. And thehagginess

bankers, agtbusiness is a unique culture within all kisng and most agibusiness

bankers have farms or come from farms and t
l144a, Q39:34)

The small bank customers are individuals, families and small businesses with relatively low direct
impacts, and dependencies on biedsity with low financial risk for the bank. By targeting customers
with values of environment al sustainability and
biodiversity as an opportunity. It made a relatively small direct investment in bisitjvghrough the
purchase of a conservation reserve (~ $1 millibrand this has allowed it to sell services for
Obiodiversity impact of fsettingbd as part of hom
promotion to its target market. The as$gbdiversity value is protected permanently by legal
conservation covenants:

Our customers tell us that climate change and protecting threatened species are

important issues for the bank to act on. The reserve is one of the ways the bank listens
to custoners and makes a positive impact on their behalf. (C1, Q356:1)

é we said, 6 OK, if we owned our owh propert.ice
to offset carbon, but if we also owned our own properties we could use that as an

opportunity to address theeeds that our customers are expressing to us around
biodiversity | osso. (C1, | 24; Q7:22)



Figure 4-3: Analysis of bank firms against conceptual framework
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Activities

For the large firm, activities about natural capital were principally focused on exploration of the indirect
relationship of the bank customers with natural edpiThe aim is to gather knowledge and
understanding about the issue, discover how it is relevant to customers, and thus increase firm capability.
However, as part of this explorati on-greuodifoeal of t he
biodiversity programs, including exploration of monitoring and evaluation of outcomes:

€ we wanted to identify where can we put som

on a real biodiversity issue. So we looked at the top ten biodiversity hotspots in the
country anl we identified thdfj as one of the ones we could talk to a local council

€ especially as its right on our doorstep. (
And another component there which we had a mutual interest in was biodiversity is

one area wher eowlteddsg g ntelraatl Ityh earcektns a | ack of
terms of understanding outcomes, you can also talk about a humber of hectares but

what does it really mean on the ground? So,

them to better understand how do you maweenf outputs to outcomes and we held

a workshop at the end of last year bringing different stakeholders together, other
councils, other companies, catchment authorities together to start to impact that issue
and share experiences and learn. (C2, 144a, Q39:6

In recent times the large bank has initiated a larger national grant program to support community projects

with direct environmental outcomes.

The small firmés activities focused more speci
customersassociated with biodiversity, which they identified with the assistance of some of their
conservation organisation customers. Initially they developed several specialised loan product options
for customers; for example, the direct biodiversity impact ledrme (of a loan customer) was offset by
investment in restoration of the conservation reserve; another product was a car loan whereby the
greenhouse gas emissions of the car were offset by tree planting at the conservation reserve. However,
with low uptakeof these products the offsetting capacity of the conservation reserve was then offered
as part of customer service relating to all home ldaassisting customers to be responsible:

If a customer purchases a block of land to construct a new home, tlaleou
amount of land is allocated for protection and/or revegetation in the Reserve. In
FY2016 we financed 209 new home construction loans, and we offset 104,865 m

the Conservation Reserve (up 19.2% on the area offset in 2015), bringing the total
aren offset since 1 December 2007 to 683,179(@1, Q347:10)

Management of the biodiversity asset is outsourced to a specialist land management organisation and a
management plan is being developed to ensure management it is effective. The firm alss provid

general sustainability information to their customers about minimising their domestic footprint.
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Outcomes

Biodiversity outcomes for banks are largely indirect through the actions and behaviours of their

customers or communities to whom they may maketgrar donations.

An exception is the biodiversity outcomes, which are being achieved at the conservation reserve
owned by the small bank, where its biodiversity is enhanced directly as an offset to customer impacts.
Biodiversity outcomes for the reserveciude restoration and rehabilitation of existing vegetation and
improvement of threatened species habitat. One of the criteria in purchase was to ensure that there must
be potential to increase the biodiversity value:

€ our <criteri a naustdavd soraetbiodiversty valuecapdesontey

opportunity to increase that biodiversity va
fully environmental icons (C1, 111; Q1:41)

Although the extent of biodiversity outcomes is relatively limited, the conservatsenve is also part

of a regional wildlife corridor partnership, ensuring that its asset supports wider strategically relevant
biodiversity outcomes. The partnership is ma#ictor and also serves as a means by which to develop
and maintain relationshipwith a wide range of conservation and local stakeholders. There is a
reputation risk identified by the small firm that the biodiversity outcomes of conservation reserve may
not meet expectations of customers and stakeholders, and recent efforts tokendeftamal

management plan may be intended to address this risk.

For the large bank, knowledge about biodiversity or natural capital gained through its exploratory
and research activities is the key outcome, which it can then use for internal capddityg tand
identification of business opportunities, and provide these to customers to enable them to reduce their
risks and this may have biodiversity outcomes (e.g. soil improvements, retention/establishment of native

vegetation for shelter).

Both banks hve grants and impact investment programs that are allocated to communities and
enterprises, and which can include projects to achieve biodiversity outcomes. For the small firm this is
very small scale, and for the large firm this was initially small smadElocal, and has recently increased

to a national program with environmental objectives.

4.5.2 Financial capital

Banking is a low margin business in Australia and this is noted by both banks as making it a competitive
sector. This means thattracting and maintaining customers is an important contribution to overall

revenue.

Most of our revenue is driven by our net interest mardiut net interest margins

have been in gradual decline for the last 20 years. Banks now earn less than they
usedto for every dollar they lend. This has been driven on the funding side by
regulation that is increasing our proportion of higher cost funding and a requirement
to hold more capital. On the lending side, it is driven by intense competition for
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borrowers ad home loan rates reaching 50 year lows. (C2, Q38EiBD, Twaod s
annual review)

€ in the 670s and 680s, they ... the margins
two. (C1, 1171:Q4:31)

Resources and capabilities

Financial capital is a factor of prodian for banks, but one that is closely related to its customer base,

as has already been explained. The interaction of bank customers with biodiversity can therefore be a
source of risk and opportunity in relation to financial capital. Essential capsilitimaintaining a
firmbébs financial capital, therefore include not
to maximise revenues but marketing, customer and stakeholder relationship management, to grow and

maintain the customer base.

For the large bank, with its agricultural customers and large corporates, including mining firms,
risks associated with biodiversity impacts and dependencies may directly affect returns on investment
and therefore their levels of financial capital. Businessaisdte not profitable are not able to service

loans or likely to seek further loans, nor are they likely to be holding capital deposits in the bank:

So some aspects of natural capital, particularly as an agribank are going to expose
us more. Then the rei@hce of the customers is going to impact their credit and
whether their likelihood of default changes. (C2, 144:Q38:30)

€ has a |l arge market share in the Australian
é . As a consequence, v o foreigni eixchange raten c o mmo d i
movements, climatic events (including drought), disease, export restrictions,

guarantine restrictions, introduction of pathogens and pests, and other risks that may

i mpact this sector, may haveiamerdomate er se i mpa
and position. (C2, Q380: 1&irmTwods 2016 financi al report)

The mining and oil and gas industries in Australia, as well as a number of sectors
that service them, have been impacted by a slowdown in investment and a fall in
commodity pices. Ongoing pressure in these sectors may also result in an increase
in bad and doubtful debts. (C2,380:FEmTwod s 2016 financi al report

Key capabilities for financial capital focus around management of financial assets and transactions as
core bsiness. Increasingly inclusion of assessment of natural capital risks into financial management

has been a key activity for the large firm:

The first piece was we really need to better understand what our customers are
already doing and so the first thimge did was to develop a set of case studies of
what some of our leading customers were already doing across industries, across
regions, to really understand who is innovative and who is doing what in terms of
water risk management, who is doing what imigiof energy use and moving into
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renewables, who is doing what in terms of really good soil health and egg production,
for example, so that we can understand. Those case studies are really important, both
from an analysis perspective but also from a baakdranalyst training awareness.

So another key part of that is building the capacity of thelaginess team to really
understand what are those impacts in dependencies and where are the risks and
opportunities so we have a full plan of activities fapacity building as well. (C2,

144, Q39:32)

On the other hand, the smal/l firmbés target custo
customers of the large firm have and thus they have not identified a specific need for natural resource
Nn sk assessment capability. Neverthel ess, al | C L
financial capital asset and financial performance, by removal of their capital and firm performance in
terms of conservation reserve management could bedeyad a risk in this regard, when customers
have environmental values.

Frmonds i nvestment in purchase the conservatio
recognised as an expense in 2014 with a notional valuation of $1. However, the reseweddy the
firm as a small investment in an important idea that can be used in marketing to attract customers with

environmental values:

The actual benefit that we get é and the eco
to measure, isundoubtedinadvértikg t erms. 6 (C2:111; Ql1l: 58)

How do you grow the business?6 Therebs | ot s
youdre investing in this kind of stuff, itobs
not |li ke millions spent @amdantaddverutiilgsi ngp oa

years and years and years as a reputational thing. (C2, 121:Q2:63)

Activities
Both banks invest heavily in general financial risk management and compliance activities as this is a

legal requirement essential to stay in business

The large firm, however, has invested specifically, in providing information and knowledge to
assist customers to reduce their risks and to increase firm capabilities to assess natural resource risks. It

has also developed overarching risk guidelinesdtidress ESG issues:

The first piece was we really need to better understand what our customers are
already doing and so the first thing we did was to develop a set of case studies of
what some of our leading customers were already doing across indumstriess
regions, to really understand who is innovative and who is doing what in terms of
water risk management, who is doing what in terms of energy use and moving into
renewables, who is doing what in terms of really good soil health and egg production,
for example, so that we can understand. Those case studies are really important, both
from an analysis perspective but also from a banker and analyst training awareness.
So, another key part of that is building the capacity of thelagiiness team toaity
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understand what are those impacts in dependencies and where are the risks and
opportunities so we have a full plan of activities for capacity building as well. (C2,
144, Q39:32)

Firm Two also undertakes a range of other custefoeused activities through its websitemarket
research with customers with high risks (agriculture/mining), newsletters, best practice case studies,
market trends, monitoring and forecasts. Their 2015 survegrculture customers, found that over
70% of 3000 farmers surveyed were changing their practices as a result of natural resource issues and
also that they were discovering there were significant market opportunities from sustainably produced
agriculturalproducts. This finding was then promoted by the bank to other customers to encourage
innovation and practice change:
A focus on quality and reliability of supply is rational positioning. It plays to our
countryod6s strengths. JAinadéd hnat bralndas setts.edT
soil, clean air and water that produces beef

and greendé products where consumers Kknow th
assured of quality. (C2, Q40F2m Twad s websi t e)

€ whi tthe sustainability agenda webve spoken
building and learning training courses, online as well as in person workshops for
bankers and analysts. We have a champions group of business bankers and analysts

acrossthecountfyr om di f ferent regions to build thei
work looking at the relationship between environmental performance, risk and
productivity and profitability, research wor

Firm Onealso provides webased information teustomers to reduce their footprints, but frames it

more broadly in terms of O6sustainabilityéd, as ap

Both firms have a role in supply chains through provision of finance to customers for business,
which is a potentiy powerful position, particularly in relation to large developments such as mining.
For some banks, conservation NGOs have used this to exert pressure on a bank to not provide
biodiversityimpacting customers with finance, but this appears not yet tolearethe case for either
of these firms. Both banks set standards for suppliers and actively work to build capacity in

environmental sustainability in their supply chains.

Qutcomes

Both firms have examples of banking products and services that cankioekiversity value, although
this is more well developed for the small firm. The small firm offset of home footprints as part of all its

home loans results in a direct biodiversity outcome as part of a bank financial transaction, albeit small.

In the cas®f the large bank, providing advisory services to farmers on issues and trends affecting

their natural capital base can reduce the natural capital risks for bank customers, which in turn reduces
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the bankds financi al r i sagricultu@l banking thiera may blso begwederb a n k 6
risks for a regional economy, if the bank does not have manage its risks appropriately and thus secure
its financial profitability.

Investments in development of financial products with biodiversity outcontessknassessment
processes by both firms has the capacity to contribute to sector knowledge of its interactions with
biodiversity more broadly through leadership roles in sector networks.

4.5.3 Social capital

Resources and capabilities

Trust and reputation adeveloped and maintained through bank relationships with customers, investors,
and regulators. It appears to be a key resource for the banking sector, which is associated with levels of
social capital. Arguably social capital could be considered the topptoduction for banks as an
essential process to generate the financial capital needed to transact business:

For bankers, trust is the currency that matters the most. (C2, Q38Birh3Twaod s
2016 annual review)

Reputational damage may adversely impatctte Gr oupés ability to att
customers or employees in the shard longterm and the ability to pursue new

business opportunities. It may result in a higher risk premium being appji} to

and impact the cost of funding, its operasipar its financial condition. It may also

result in regulators requirin to hold additional capital, pay fines or incur

additional costs, including costs to undertake remedial action. Damajjjijto

reputation may also adversely impJJj financid performance and position. (C2,

Q380:22FirMm Twobs 2016 financi al report)

Both banks recognise the customer relationship and their reputation as paramount in their business

strategies.

The | arge bankds str at ergspondibke baank safe and sustainalde inr e ¢ 0 ¢
the long term, but which also seeks to encourage business innovation and value creation:
Customer relations is at the core, risk management is another really key important
piece and part |l y ttobe hbletolkcommunicate is thishsathe we wan

right thing to do and its good for business
two things. (C2, 144: Q39:50)

For the small bank, the strategy is toeownedeate T
business model:
€ mutual prosperity means more than being f

committed to improving personal, environmental, social and cultural outcomes.
Examples of how we do this include: protecting endangered plants and abimals
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our Conservation Reserve, being a carbon neutral business, and increasing
employment opportunities in regional areas by keeping 100% of our jobs in
Australia. (C1, Q 340: 46)

€ you know, our new customers come from the
That 6s where they come from. They come é we
We have to be effective and efficient in terms of service. But in the end the reason

they come to us is because of these things. Because of the special things that we do.

(C1;111; Q 1:56)

For both banks, therefore, customer relationship management, and marketing and promotion to maintain
reputation are important business capabilities. In addition to customers, however, banks also require
6trust 6 f rinstitutiosal sakehdlders, Bomekample, governments and the regulator, APRA,

to ensure that they can operate as financial institutions. Customer risks of direct impacts become indirect
reputational risk for banks and this is a factor for the large baonkhak large corporate customers with
environmental impacts. Some largeale investors (soal | ed 6et hi cal i nvestors
with access to wholesale capital (e.g. superannuation funds) have positions on providing finance to such

ventures.

Activities

Major activities of both banks focus on building and maintenance of social capital. This includes
customeifocused and investdocused activities, stakeholder management activities and relationship
building with sector networks and more broadlysociety. For example, both undertake regular
customer surveys and provide customers with information, including about their risks and opportunities
(agricultural trends, business opportunities, reducing home footprints). Both also market and promote
6rempibilityd (e.g. the prominence of the conser

messaging of responsibility on the large firm website) to build their reputation:

As a cust omeowneriytioeuedearve. (Cd, QB5FRNM Ond s ebsite)

Both banks signal their | egitimacy through subst
members and/or signatories of various global and national initiatives, including some relating to
biodiversity. For example, the small firmasnember of the Global Alliance on Banking ValuEal(e

4:1) and has certification by a responsible investor association of its products and services. The large
firm made a public commitment to integrate natural capital considerations into its financial products and
services as part of signing the Natural Capital Declaration at the RIO+20 Earth Summit in 2012.
SubsequentlyFirm Two has become part of a mu#tiakeholderinitiative, the NCC, dedicated to

assisting business more generally to integrate natural capital into decision making (Natural Capital
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Protocol 2016)Firm Two is an active contributor to development of a supplement for the financial
sector, providing tha with valuable knowledge and insights.

Both firms are also signatories to the UN Global Compact, which has requirements in relation to
principles of investment, arféirm Twois a signatory of the Equator Principles, which aims to ensure
that onalhl ésdesval opmentd i s financed, including
on biodiversity. Both firms participate in benchmarking programs, the large firm more so, designed to
independently demonstrate to customers, stakeholders and invkatdtetbanks are responsible and
worthy of trust.

Both banks address regulator and institutional investor trust by documenting in great detail their

regulatory requirements and how they are meeting them on their websites and as part of annual reports.

The small firm has an additional local risk associated with its conservation résérweas
conscious of the need for the purchase to not be seen as a threat to local farming livelihoods. To address
this there has been local investment in social capitalral the reserve, including engagement of the
local community in management activities and employment of locals to do works. For the large bank its
exploration of the 6énatur al capital é space al so

local governments and communities.

Both firms also build relationships in the supply chain, as part of ensuring that their supply chain
meets the environmental and other standards set by their policies. Both also invest in their customers:
the large bank alsbas substantial programs in financial literacy for schools and community and the

small bank provides programs in sustainability and energy efficiency.

Outcomes

Social capital builds trust, reputation and thus the potential customer base, as has beaslyprevi
discussed. It also provides significant access to knowledgmwledge about customers, issues and

stakeholders, essential to managing relationships successfully and assessing risks and opportunities:

€ through our di s c u sterésedirs you kntweheyywamttobeen qui t
learn how we manage such projects, and what the outcomes of those projects are,

and how we build relationships, perhaps how we build relationships with the rural

communities through these kind of projects. (C2, 146; @60:stakeholder

interview)

Finall vy, it can provide access to influence poli
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4.5.4 Human capital
Resources and capabilities

The knowledge and skills of bank employees are key resources valued by both banks, asctheyyeff

deliver the businedsthey assess risk, manage customers, investors and stakeholders, develop products
and services, ensure compliance. They are also a potential source of competitive advantage as they are
individuals, which are hard to imita(Barney, 1991)

FImonés outsourcing of the conservation reserv
decided that knowledge is more appropriately acquired exterk@dig. Twod s empl oyees i nvc
natur al capital, whicht fyoofmegpraotimd®dr mal adcem
leveraging their collective knowledge for the benefit of the firm.

Activities

Both firms included biodiversity in their training or induction. Famm One the small firm, this was
focused on the customer persjpeei understanding biodiversity and the conservation reserve and the
association with customer values (conservation as part of responsibility) and activities (building homes
and buying cars). Sustainability was also a source of staff engagement wétishdadnd progress on

staff initiatives rewarded by opportunities to visit the conservation reserve. Staff were surveyed annually

and satisfaction and retention levels were high.

For Firm Two, training related to natural capital focused on risk asses$niS( principles were
included in induction and annual risk awareness training for all employees. Significant investment was
made in training in natural capital risk assessment in the agricultural banking group, including providing
it as part of carealevelopment opportunities. Staff were also surveyed regularly but given the larger
numbers satisfaction levels were lower thanFom One The environment featured in staff reward
programsi for example, the opportunity to undertake significant environatemblunteering
placements with NGOs, and financial incentives were offered for sustainable behaviour by employees
(e.g. reduced interest rates for sustainable housing). Both firms assisted suppliers on occasion to build

their environmental/sustainabilitapability.

Qutcomes

For a knowledgdased business, employees effectively deliver the banking outcomes and outputs
through their knowledge and capabilities, and thus are a potential source of competitive advantage
(Barney, 1991) Bot h bankmsornussiebitlhietiyr6 o6crreesdenti al s to apfy

and have financial benefits and rewards to promote retention.
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4.5.5 Manufactured capital

Technology is a key resource for both banksse of information technology is essential to minimise
transaction costs deliver returns in a low margin business and ensure customer functionality and

satisfaction.

Resources and capabilities

Both firms invest heavily in electronic banking platforms, the large firm having several different banking
platforms. The small firm has a substantial share in a technology company to ensure access to that
capability.

The direct interaction with biodiversity through the footprint of bank offices and branch operations
is relatively small for both banks, although larger tfte large bank. Nevertheless, it was a source of
6pridedé as part of their sustainability credenti
both firms.

Activities

Maintenance of information technology infrastructure is critical to bankatipas of both banks and to
delivering functionality to customer s, aside frr
more resources to ensure its systems are functional. The small bank identifies size as a limitation in its

ability to maintain an effective platform, compared to the larger banks.

Both firms do pay attention to minimising physical impacts of operations and showcase
environmentally sustainable offices and operations to their customers (energy, water use, recycling,

carbon emissias).

Outcomes

Low-f oot pri nt of fices and car bon neutrality sign

stakeholders, important in developing and maintaining trust.

4.5.6 Organisational capital
Resources and capabilities

Organisational management systgmalicies, strategies, procedures and routines, including customer

risk assessments, and market assessments) are important tools to achieve both customer satisfaction and
trust and ensure bank compliance with regulations and commitments and appropriateskban
management. They provide the mechanisms for consistent performance and decision making for both
banks, particularly as they are geographically dispersed. Both have a comprehensive range of corporate

strategies, policies procedures and systems,wmththis is particularly so for the large bank. The small
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b a n EionsOng environmental policy is quite limited in comparisorthat ofthe large bankFirm

Two); they state that they are working towardseing ISO 14001 standardgyhereasFirm Two is
already 1SO 14001 compliarithis differencemay be due tdactors such as thiseingonly a recent
endeavourfor Firm One perhaps reflecting the difference between being a domestic firm versus the
MNE exposure and expectationsFofm Two; it may also reflecalack of resourceommitmento the
necessargpudit fees.

Activities

Both firms have a structured approach to stakirananagement. However, the small firm has only
recently completed a formal stakeholder engagement strategy, probably a reflection of its small but
increasing size. The large firm, however, has an engagement strategy, including a corporate
responsibilityadvisory body, which meets quarterly, is chaired by the CEO and assists with annual

materiality assessments.

Particularly important is organisational investment in direefietiing strategies, and both banks
undertake annual strategic reviews to moritteir external context. The large firm developed a specific
strategy to address natural capital issues as a result of one of its annual strategic reviews. The strategy:
€ O0is built on understanding the |linkages anc
cusbmers, operations and supply chains. It is founded upon integrating this
understanding into our products, services and building capability within our

networks. Initially, we have focused upon our agribusiness customers. However, our
commi t ment réss eurenteerbdstesa (C2: Q426:2)

As part of the strategy the firmbs exploration a
water management, relationship of business environmental performance to productivity and profitability

and impct of biodiversity assets on farming activities; identification of who is doing what; support of

small local government projects; participation in maéictor initiatives such as the international NCP

and national ABBI; grants and impact investment paotg, farmer risk surveys; and sustainable

agriculture case studies.

FirmTwod s mo st s i-tgrm inestnoeat in relatiomto reatural capital, however, has been
in the development of risk assessment principles, methodology and operating procedures an
establishing them as part of bank business routines. However, they are also undertaking product
development, including establishing routines to work with customers to seek positive opportunities
because
I f we cand6t turn it iere goingttdhsirdgglechecauseo mer oppo

r
ot herwise webre just bad news people and mak
Q38:28; 143)
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4.6 Overview

The relationship between resources and capabilities in the banking sector cases and the interactions of
this with natural capital are illustratedfigure4-4 and desribed below.

The keyresourcefor banking is people and their relationship with the baokstomers, investors
and stakeholders. This indicates that social capitéhe resource associated with a network of
relationshipsi is a key resource for bankingusiness strategy. Trust by regulators, investors and
customers alike is required for a bank to successfully do business. This meanaphaildyto manage
relationships with customers and stakeholders and build levels of social capital and trasbevoul

expected to be fundamental for banks to ensure their future access financial capital and do business.

Financial capital is the basis of the transactions from which banks derive their revenue. However,
banking is a competitive business with very smradrgins, so more customers and investors are needed
to ensure profitability, and thus making information technology, marketing and promotion important
capabilities. Another key capability is financial asset management, especially within the limits of the

rigorous banking regulatory framework.

However, al/l customers, investors and transact
valuable, and this also affects profitability. All customers have impacts and dependencies on
biodiversity, some lagy, some smaller (and whether they are aware of it or not). These impacts and
dependencies, where they create business risks for bank customers are of importance to the bank. This
was articulated by the large bank with its agricultural customer basergadataporate customers, such
as mining companies. They apparently had sophisticated processes and procedures to assess these risks,
however no detail was available as this is regarded as a key source of competitive advantage. This means

that assessment ofistomer natural capital risks is a key capability for the large firm.
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Figure 4-4: Banking sector resources and capabilities and interactions
with natural capital

HC + MC + 0oC

C. Marketing capability (1+2)
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C. Relationship management capabilty (2)

capability (1+2)
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Impacts Customers
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Investors
Quantity and Quality

C. technical capability (1+2)

Fin. asset mgmt and

Caresaqreh and compliance capability (1+2)

development capability (2)

C. values assessment
capability (1)

(HC = Human capital; MC = Manufactured f@tal; OC = Organisational Capital; NC = Natural
Capital; SC = Social Capital; FC = Financial Capital; C. marks capabilities)

On the other hand, the small firm targets customers (individuals and small businesses) who have
values which make them concerngloout biodiversity, although their actual direct footprint is very
limited. Assessment of customer values is therefore a key capability for the small firm. And this provides

the opportunity for the small b dsralKeastble prgposition,i de o6f
given the small footprint.

Investors and stakeholders more broadly, including regulators, government, businesses, and civil

society (NGOs), may also have values which make them concerned about biodiversity. Through their

influence they may be able to influence the O6trustd
profitability.
Banking is a O6knowledgebd business dependent

(manufactured capital) and organisational capital of systamas procedures to deliver functional
banking and customer satisfaction and retention. All of these systems are internal and hard to imitate,

and hence are potential sources of competitive advantage.
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Chapter5: Mi ni ng sector

5.1 Introduction

The mining sector is a primary industry sector based on extraction of minerals from ore bodies located
in the Eartho6és crust. The value chain starts wit
if found to be prospective and feasiblEigure 5-1) followed by implementation of an extraction
operation, processing, marketing and transport of ore, and ultimately mine ¢ldsaiMining Minerals

and Sustainable Development Project, 20B2pscience Australia, 2019b)s such, the factors of
production are land (natural capital), including the biodiversity and the ecosystem services contained

on/ provided by it, and financial capital, required to fund the exploration, development and
implementation of mining projects. For example, Australian mining companies expended $1565.1
million on exploration in 201617 (Geoscience Australia, 20198)ining businesses are often vertically
integrated, and there are also many service businesses thidempecialised support (supply chain) to

parts of the value chain. Mining is a key part of the supply chain for the manufacturing sector.

Figure 5-1: Mining sector general value chain

Marketing and

Land with mineral i . . transport to other :
o . Project Mine operations - Ore ; Mine
prospectivity; Exploration : : ; businesses for
; development mineral extraction processing : closure
capital further pressing

oruse

This studyincluded two cases in the mining sedta large firm Firm Threg and a smaller firmKirm
Foun. Firm Threei s a Tl argda 66 Australian mining company,
globally, maintains significant operations in Australidas alsoone of the largest and most technically
advanced miners in the worldirm Fouron t he ot her hand i s a T®eall er
miningsead r di st i ngui s bsmgmarkdevalwek andthe datgé feern &rnd Threg has

market capitasation 8.5 times that of the small firffRirm Fou). First, an overview is provided about

each firm and its business strategy in general terms. Then the external economic, social and
environmental contexts for the sector are describedfifitimgs in relation to each research question

are then presented, first recognition of biodiversity as a strategic issue and then the interaction of the
value chain with biodiversity. The results are based on a thematic analysis of interviews and other
documents and materials. In relation to research question two, the results are presented in a table
according to the conceptual framework identified in Chapter 3. The figure in th&igute5-5) is a

summary ofcasenotes provided at Appendix D.Eigure 5-5 is colour coded to the conceptual
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framework as indicated iRigure3-4: resources and capabilities are in blue; activities are coloured red;
supply chain issues are coloured purplel autcomes are coloured yello&ach case was analysed
separgely, however, for the sake of brevity, the results have been combined into one figure noting any
differences between the large and small firm where identified.

5.2 Overview of firms

5.2.1 Large mining firm (Firm Three)

Firm Threeexplores, mines, processes and etga variety of different types of minerals. The firm has

a long history of operatioim Australia, which has expanded globadlynd can be consi der e
in terms of environmental management development stéigari and Auster, 1990 he value bain

(Figure5-2) is similar to the general one described abovEigure 5-1, although there are multiple

locations and types of minerals and products at every stage.

As a result of its sizésirm Threehas a formal, geographically organised structure and substantial
organisational investment in management systems, policies and routines, including for biodiversity or
environment. While this is obviously necessary for a large firm, there is at the same time a focus on the
need for streamlining and efficiency; for exampintroduction of new technology solutions such as
automation, in what is a competitive, lgwice global marketplac&irm Thred s busi ness str a
be described gener al |(Pprteral®80pradecingbiulk arecabl@wtpricesaia d e r s h i
low profit margins. However, the size and diversityrofn Thredé s h ol di ng wi t hin Aus
can also produce and sell a range of differentiated ore products that can be optimised to meet different
customer requirements, providing an additios@lrce of competitive advantage compared to smaller
producers. This business strategy is underpinned by an overall goal of seekitgrhonguality and

flexible mineral resources for its operations.

Figure 5-2: Value chain for Firm Three

Marketing and

Explorat}on/ Project development M.' ne operahon; - Ore processing transport to other Mine closure
evaluation : ; mineral extraction . ’ : ;
(multiple (multiple locations (multiple locations (multiple locations businesses for (muttiple
P and minerals) p and minerals) further processing locations)

locations) and minerals)

or use

Primary sources of information for tlk&rm Threecase study included interviews with three managers

at different levels, including from eground in an Australian operation to a middle manager with
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responsibility for gtategy, including biodiversity, a senior manager of the area with corporate
responsibility for environment, along with an independent stakeholder who had been employed by an
NGO partner of the firm. As a large, publicly listed firm it was also possildedd n access to t |
annual reports, strategies and policies accessible via its website, and sector magazine and journal articles
and other materials were obtained to triangulate interview data. Information on the sector more broadly

was obtained fronmpublicly available reports and documents available in academic journals and
websites.

5.2.2 Small mining firm (Firm Four)

FimFouri s a O0smal |l 6 mFimiThreg fainrdm irse Mieetsicr@& bteod iansd ués t r
It is a newer company and wasraall Australian company purchased by foreign investors in relatively

recent times, although it now has a secondary listing on the A$Setnis of environmental management
development stag@unt and Auster, 1990as a newer firm, it is less developedrifrirm Threei a
Opragmati std st agactdi ¢iosnpram Ehitavgtethelkdydiffedence being

the awareness and understanding of top management team, where interviewees indicated that there were

limitations to the understandirsgnd commitment to environment or biodiversity.

Firm Fourexplores, develops and operates mines of a range of minerals and metals, different to
those offFirm Three It also operates at a range of locations both in Australia and internationally but its
opea@tions are smaller and in different regions to thaioh Three Its value chain, is similar to that
shown inFigure5-2, although given the different mineral resources being mined, the processing steps
and the nature of the material finally transported differ. [Eken ThreeFirm Foubs busi ness st |
canal so be descri bed gen e r(Roftel, $980apsoducing dulkmife atdow o st |
prices with low profit margins. Key elements of its strategy are acquiring assets to continue an efficient
and effective project pipeline and having a repatafor longterm commitment to creating wealth for

stakeholder$ shareholders and communities alike.

While it is significantly smaller tharFirm Three Firm Fouris still a large firm and consequently
also has a large formal, geographically based coyngtamcture. Similarly, it also has a large investment
in formal management systems, policies and procedures, including in relation to the environment and
biodiversity, and also has pressures to keep costs low and use technology to achieve efficiencies.
However, as a relatively new firm, some of the policies and plans, particularly relating to environmental
management continue to be developed, adapted and improved in response to operational feedback, and

systems of monitoring and reporting are being deeslop

Primary sources of information for the case study included interviews with an executive manager
and several middle managers (functions included stakeholder relations, environment, community and
communications) as well as an independent stakeholdemwsblanvolved in materiality assessment

processes with the firm. Confidential access was provided to several relevant policy and planning
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documents relating to biodiversity, which were under development. All other documents obtained were
publicly availableand accessed on the website, including the annual and sustainability reports and a
range of policies and other materials. Magazine and other materials were also sought to triangulate

company information.

5.3 The external context of the mining sector in Australia

Mining is essential for many aspects of contemporary life, including for production of steel and other
metals and materials for construction and other industries, and previously for energy through burning of

coal. According to the World BariicMahon, 210) the mining sector has always been an important
contributor to the global economy, and will remain so. Global demand for minerals and metals will
remain strong, driven by urbanisation and industrialisation in Asia, particularly China and India
(Minerds Council of Australia, 20148 nd t hese remain critical t o suj
(World Economic Forum, 2014jneaning the longerm outlook for mining businesses remains largely
positive. However, Oci r culinfuencikgéindusty ang comruniiieatk i ng i
re-use and recycle materials and metals, resulting ieqg@ta consumption of minerals and metals that

is lower than last century and declinifWyorld Economic Forum, 2014)

The mining sector has also historicalye en i mport ant to Australi act
development, in particular in regional and remote areas, and this has continued to the present day
(Australian Bureau of Statistics, 2000; Statistics, 200M)js is possibly a result of the Australian
cortinent being highly mineralised: it contains the largest global stocks of lead, mineral sands (alluvial
ilmenite, rutile and zircon), tantalum, uranium, silver and zinc; and its resources of black and brown
coal, bauxite, copper, cobalt, diamonds, goldniore, manganese ore and nickel are also significant
globally (Geoscience Australia, 2019@)here are over 200 mines in Australia, of which more than half
are in Western Australi@Geoscience Australia, 2017) Austral i a6és mar kalys for
Asia (China, Japan, South Korea and India), with location providing Australian companies with cost
advantages compared to other producers. Increasingly, Australia is not only exporting resources but also

mining services and capabilities, including Bammental manageme($hann, 2012)

The mining sector and the Australian economy

The mining sector contributes around 8.5% to Aus
of the workforce (about 220,000 peop{@ustralian Bureau of Statistics 2815 in: Garnett, 2015)
Figureschangedrom year to year witldynamiccommadity priceand marketsand in the past, this has
resulted in sector Obustsd as well as Oboomsd w
Orsmond, 2011)Whileexactfgur es vary with the source there i s
between about 20002012 did substantially increase Australian living standards (Downes et al., 2014)

before the more recent economic downtuAtcording to the sectprthey alsomake important
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contributons in company taxes and in royaltikl2.1 billion in company tax to the Australian
Government and around $11.2 billion in royalties and other taxes to State and Territory govamments
201617 (Byers, 2018)

Mining contributes to economic development both nationally and locally in regional Australia,
where it generates employment and physical and social infrastructure, including for some Indigenous
communities.However, while benefits to Indigenous income and employraee often touted as a
success of the industry, scholars have foilvede benefits to beariable (Brereton, 2008 According
to the mining industry, in 20112theycontributed $34.7 billion in community infrastructure (facilities,
education, trainingland economic valuadding (suppliers and contractor@linerals Council of
Australia, 2015h)However, there are many local complexities associated with how benefits flow, or do
not flow, to local communities (Hajkowicz et al., 2011); some of these asegoent to the changes in
the model of mining communities. These were previously developed adjacent to mines, but changed in
the 1980s to a predominance of HfyFly-Out (FIFO) models of mining operations, with a different
pattern of benefit distributiofMinerals Council of Australia, 20158)Vhile the sector as a whole argues
that it hasdemonstratedcommitment to thesocial and economicperformanceof its operationgor
Australian communities (Minerals Council of Australia 201%ihers argue that thiargely applied in

firm commercial interests (Maye2)19).

531MThe mining 6factor mar ket 6

The major factors of production for mining are land and capital. Access to factors of production for
mining businesses has a number of challenges whichimiegase the competitiveness of the factor

market and potentially increase costs.

For a company to have a sustainable business over the long term there needs to be continuing ability
to access a supply of resourdesew resources need to be discoveredu@h exploration and access
for mining to land negotiated, either by purchase or lease. Exploration is therefore a key activity to
establi shment of a O6devel opment pipelineb: once
undertaken, projects deloped, planned and designed, and finally implemented. Access to land,
including for exploration, is increasingly challenging for firms both globally and in Australia. In
Australia, there is increasing competition from other uses such as agricultuoe alefication of land
as conservation reserve or national p@koductivity Commission, 2013bPerhaps as a result, the
Australian exploration industry and consequent |
declining in recent years: the rate @fgr eenf i el dsé di scoveries remai
discoveries is increasin@roductivity Commission, 2013bndustry has suggested that a contributor
to this decline is the costs associated with delay in environmental approvals: explocatisedican
apparently take one to two years to be appr¢Redductivity Commission, 2013bfHowever, there are

other significant considerations; the quality of resources discovered in Australia is also declining,
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making it more challenging for companies to deliver product to market econonfialBuaig et al.,

2014; Lusty and Gunn, 2018)e b increasing processing costs, environmental management costs (e.g.
rehabilitation following completion of largeopenut mi nes, wi th i ncreasing a
be managedMudd, 2010)

A reputation for overegulation may have also affectedetltompetitiveness of Australia
internationally as a place to invest for mining exploration, potentially also affecting the flow of capital
investment required for mining explorati@@roductivity Commission, 2013bjHowever, the generally
uncertain globaéconomic conditions, along with the increased volatility of commodity markets, may

be more immediately challenging, affecting access to investors by mining firms.

A further risk affecting supply of booclal capi't
|l icence to operateo, or soci al capital. The min
historically been accepted by society, and indications are that this is still the case in AiMutiti
et al., 2017) However, its approacto management of the social and environmental impacts of its
activities has increasingly been scrutinised by civil society and NGO actors since th€LE@@gset
al., 2012; Prno and Scott Slocombe, 2012; Boutilier and Black, 2013; Moffat and Zhang\2gjit;
and Bice, 2017)

532The mining é6product mar ket o

Mar kets for ore and met al commodi ties are intern
Australia from 2003 to 2011, illustrated the impact of market conditions on firms, and that theaiecono
benefits from mining for society are mostly apparent during development phase. The boom resulted
from population increases, development and industrialisation, largely in China, driving increases in
global growth, demand@nd price all at the same tir(i8hann, 2012)nevitably, growth in China slowed

and supply increased, resulting in price decline. For Australia, however, the volume continued to
increase despite the falling prices as developing mines came into produstiome (5-3). This
emphasises the need for Australian mining operations to be efficient in order to be competitive, and the
driver for technological improvements such as automation. In competitmenodity mining markets,

large firms are better placed than small firms to survive declining prices. Ore and metal products
produced by the mining industry are purchased by other businesses, who are also focused on cost
competitiveness and thus consuntmigjness) pressure in the product market is largelyertent in

relation to environmental performance, although some efforts are starting to be in evidence; for example,
60 Re s p on s (Wotlde&Golds@oundilp2019)
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Figure 5-3: Australian iron-ore exports and value over time
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5.3.3 Mining and biodiversity

The direct and indirect physical impacts of mining on biodiwemsie fundamentally associated with
the sector 6s busiimaeesstoland id & factormohpdodustion, ant watelyis also an
importantoperational requirement. This is now widely recognised by both industry and society, and is
discussed rad reflected on in many reports on the mining industry and sustainable development, both
internationally (e.gThe Mining Minerals and Sustainable Development Project (28@2)n Australia
(e.g.Sheehy and Dickie (2002nd in the tools and guidance documents (see examples in Appendix A

and E.2{(International Council on Mining and Metals, 2006)

This is now widely recognised by both industry and society, and is discussed and reflected on in
many reports on the miningdustry and sustainable development, both internationallyTleegMining
Minerals and Sustainable Development Project (288#)in Australia (e.gSheehy and Dickie (2002)
and in the tools and guidance documents (see examples in Appendix A afidt&r2ational Council
on Mining and Metals, 2006 here is also a large scientific literature on the impact of mining on the
environment generally, on biodiversity and of the success of biodiversity offsetting and rehabilitation
(e.g. Driussi and Jansz, 200udd, 2010; Cummings, 2014; Virgawmy et al., 2014; Kujala et al.,
2015). A recent review of mining environmental sustainability by Tost (2018) noted the progress that
the industry had made, but also the risks it faces of falling behind in its appooaenaging natural
capital. The sector documents, literature and all interviewees described the direct and indirect physical
impacts of mining on biodiversity: how it requires the clearing of vegetation and, in many cases,
significant alteration of theahdscape, which may also impact on ecosystem services such as hydrology
and water quality beyond the direct footprint. The detail of mining interactions with land and water
varies from site to site, depending on the precise location, size and natureopkethBon and its

infrastructure in relation to the biodiversity features of the area (e.g. proximity to reserves and the status
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and biodiversity of those reserves, such as presence of State/Territory and Commdisiezilth
threatened species, endangesedlogical communities, dependence of these species or communities

on landscape features that may be affected by mining operations, and presence of threatening processes
such as feral pests and weeds).

Land

Mining has direct impacts on vegetation, anifmabitats and drainage systems on land; the operational
footprint also includes port infrastructure required and shipping (e.qg. lights from port facilities affecting
marine habitats) and further impacts on or risks to the marine and coastal envirabmeme. hand
mines obvioushhavelargescaledirectimpact on land and associated valuasd there is an increasing
sector tendency to open cut mining approaches as firms seek economies of scale (Mudan2®&0).
other handthe mining industnpoints ou thatthis direct impactepresergless than 2% of the area of

Australia(Minerals Council of Australia, 2014a)

In addition to the impacts of the mine itself, there may be other environmental impacts associated
with mining operations; for example, viaaasional pollution incidents such as leachates from wastes,
or tailings dams, in addition to noise and ddtese may pose significant risks to both humans and
environment and minsite activities with these risks are subject to State Government eneintaim
compliance regimes&urther, the clearing and development of the associated infrastructure of roads, rail
and port facilities also provide the means for the secondary introduction of threatening processes such
as weeds, pests and diseases that masy Wader, continuing and cumulative impact on biodiversity.
Cumulative impacts have been recognised as a nationally significanf@seaerell and Murphy, 2017)
and such community and scientific concern is reflected in an MCA resfidageney et al., 2()

which recognises that the issue needed to be considered.

Mining and mineral exploration activities in Australia are subject to substantial regulation. Mineral
resources are largely owned by State and Territory governments, who manage and allocate access and
property rights, are responsible for land administratiad regulate and collect royalties on outputs.

They are required to balance community costs and benefits (e.g. royalties) with the interests of
developers(Productivity Commission, 2013b)State/Territorial legislation requires environmental
assessmente be undertaken by mining firms as part of applications for approval for mining exploration

and development. The Commonwealth government also requires assessments and approvals under the
Environment Protection and Biodiversity Conservation Act 1999 (Ctf) any O matt er of
environment al significanced may be i mpacted. As
habitats present, and any mitigation and/or management requirements, including biodiversity offset
areas. The biodiversity valuégdentified must then be considered in subsequent project planning and
development there is a plethora of policies and guidelines relating to enviro@inasgessment (see
institutions inTable5:1 and Appendix E.2). There has been widespread industry concern at the impact

of O-regulatiord in relation to environment (in particular duplication of regulation between the
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State/Territoryand Commonwealth), on the international competitiveness of the Australian sector and

its reputation as a place to inv@é3tloitte Access Economics, 201This has been the subject of several

major government inquirie@roductivity Commission, 2013b; and as a result, the Australian and
State/ Territory governments «topahempde df oir mpe nevmerna
approvals in 2013, t o (DepdrtmentofteiEmviecooment,2@ld)ov al pr oc

Water

Another important interactiowith biodiversity is via competition for wateavlining interaction with

water it highly comple and site specifiand there are potential impacts on both hydrology and water

quality throughout the life of a mine (Northey et, &016). Water is essentidor processing and
transportation of ore, for the use of communities and staff who undertake the work, and as well plays an
important part in ecosystem functioning at a landscape level. This is particularly the case in remote areas
with low rainfall, whee much mining takes place. Some mining operations take place below the water
table, reguerimngdépdand creating an excess of wat

other potential impacts on the landscape and on groundwater resources.

Water is recognised as a significant and increasingly variable resource in Australia, reflected in the
National Water Initiative (Council of Australian Governments, 2004greement between the
Commonwealth, States and Territories to address and balasceidas economic and environmental
roles. The use of water by the mining industry is specifically identified as an important use in this
document. One of the aims of the document was to create water markets and to streamline regulation in
relationtoimpac s of devel opment on water. The continui
capital é is refl ec t(Peoductivity Canmissierm 204,Avhick also reocognisese vi e w
the future importance of continuing institutional reforms and planfuingustainability in the context
of climate change. In south east Australiee longterm sustainable management of water, including
allocation to communities, industry and the environment, is codified in the Murray Darling Basin Plan
(Murray Darling Bain Authority, 2019) In recent times this has become a controversial document,

particularly in relation to water allocation for irrigated agriculture.

The mining industry in Australia has also recognised the importance of water as a resource both
for the sector and for society in general. The Minerals Council of Australia has developed a water
accounting framework for use by its membg@knerals Council of Australia, 2014yvhich aligns to
national water accounting standar@uireau of Meteorology, 20)1%nd international sustainability
(GRI), reporting requirements, which can be used by firms to measure, monitor and report on water use

transparently.
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5.3.4 The social context

Mining has been a lorime contributor to the Australian economy, as previouslyudsed, and has

also significantly contributed to the development of regional and remote areas of Australia, creating and
increasingly investing in community, education, transport and communications infrastiiivbodiiat

and Zhang, 2014; Minerals Councfl Australia, 2015h)With 60% of mining operations occurring in
regional areas adjacent to Aboriginal communities, interactions between Aboriginal communities and
mining firms is also significant and increasifMinerals Council of Australia, 2015band nning has
contributed to Aboriginal social economic development, and facilitated formal land use agreements

under Native Title legislation.

However, community concesmith environmental and social impacts of mining activities has also
been a frequent faate of the social context of miningnd havébeen well documented (e @outilier
and Thomson, 2011; Prno and Scott Slocombe, 2012; Moffat and Zhang, 2Q0iatjonal survey of
attitudes to mining indicated th#éhe necessity of mining and its econornsimntributions are well
understoogdresulting in an overakcceptance of mining across both regional and urban @viedfat
et al., 2017)However, the survey also indicated that almost 60% of respondents nevertheless remain

concerned about the environni@rimpactsof mining.

The degree of acceptance of mining and ongoing approval by a community affecting the
profitability of an operation has c@mtiertnd be r e
Thomson, 2011; Prno and Scott Slocombe, 2042¢rm that emerged in the mining industry, it has
now become widely used and adopted by other indugivieffat and Zhang, 2014However, with its
central component being trust, developed through quality relationships between a firm and community
(Moffat and Zhang, 2014jt can also be viewed as a pragmatic expression of the need for a firm to
develop and maintain a resource of social capital. Once social capital has been built to a certain level
and mining accepted, t hdonhava beénsgramtad.aThe ifterratatonship 6 ¢ a
bet ween a firmbs soci al capital and its environn
are perceived by various stakeholders (from local to internatigma&$entcomplex challengethat
firms now attempt to address through a wide range of environmental and social policies, procedures and
practices, whi ch have become .@Adherénceddandnsucoessnofy f i r
best practice management in real world operatibngevervariesandthere are indications théte
sectormay be at risk of falling behind social expectationgerms of managing the balance of natural
capital (Tost, 2018).

Firms are assisted in this by international, national and state sector institutionsdhae@oange
of guidelines and toolkits about environmental and social performance (including biodiversity)
developed nationally and internationally (Appendix E.2). Key frameworks are the International Council
of Mining and Mineral Resources Sustainabilftynciples(International Council on Mining and Metals,

2006)and the Australian guidang¢@ustralian Centre for Sustainable Mining Practices, 2@iHigh
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includes a wide range of guiding policies and frameworks, including biodiversity management, land
use stewardship, cumulative impact guidance, water accounting, community investment, indigenous

economic development.

Table 5:1: Summary of mining-sector institutions

Global Australia

International Council on Mining an| Minerals Council of Australia (MCA)
Metals (ICMM)

International Petroleum Industi Australian Government Department of Indus
Environmental Conservation Associati

(IPIECA)

World Bank Group Chamber of Minerals andngrgy of Westerr

Australia (CMEWA)
International Finance Corporation (IFC) Western Australian Department of Mines &

member of World Bank Group Petroleum
Equator Principles Association (EPA) | Western Australian Biodiversity and Scien
Institute

New South Wales Chamber of Minerals
South Australia Chamber of Mines and Enelr
Queensland Resources Council
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5.4 Research question one T recognition of biodiversity as
a strategic issue

5.4.1 Activation and development

Factors relating to recognition of biodiversity as a strategic issue in the two mining firms studied are
summarised i able5:2. The firms differ in the extent of thehistory: Firm Threehas a longer

history of mining in Australia thaRirm Four, and thus its approach to biodiversity has developed over
a longer time. As a result, there is a need to describe recognition of biodiversity in terms of activation
and develoment, in addition to a contemporary status.

Table 5:2: Factors affecting mining firm recognition of biodiversity

Firm Three(large) Firm Four(small)

Historical context 1 History of environmental ansbcial impact incidents in the mining
industry from the 1960s and @
social and environmental activism.

1 Some of these incidents had clear material financial consequenc
firms.

Activation 1 NGO pressuréncreasing 9 Firm undertook a

9 Firm undertook a strategic benchmarking process in
review in mid1990s identified 2009, including environmentz
biodiversity, as strategic issue management, identified secta

best practice approach to
biodiversity.

Development 1 Recognition of issue by firm TFirm -hakhago,
leadership in late 1990s starte undergoing capability
exploring solutions. development and continuous

1 Firm leadership involvement ir improvement in land and
sectorwide response. biodiversity management.

1 Partnerships with NGOs part¢ T Fi rm goatt itea &
approach.

i Strategic approach with
operational implementation
since mid2000s.

Current approaches i Strategic approach. 9 Sustainability reporting

1 Sustainability reporting includes annual external
includes annual external stakeholder materiality
stakeholder materiality assessment.
assessment.

1 GRI accreditation external i GRI accreditatiori external
audit of sustainability report. audit of sustainability report.

Issue Internal 1 Risk (but seeking 1 Risk.

characteristics | Framing opportunities). 1 Integration of environment

with social and economic
values.

Barriers 9 Issue now operationalised as | q Lack of tangibilityi how to

part of d6dhow \ measure, seargets and
monitor.
9 Lack of leadership clarity

about O6righto
investment.




Firm Culture

Efficiency and effectiveness.
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Community progress.

characteristics

Size Large (6top ti Small-t{é@mibd bu
be 6top tierd
Competing corporate issues fc Competing corporate issues
leadershig financialpressures for leadership financial
of global market. pressures of global market.
Structure Leadershig 6c« Leadership understanding of
remote from operations. materiality of issue limited
beyond compliance.
Capability of leadership focus Capability of leadership focus
onmining, engineering, on mining, engineering,
finance. finance.
Central corporate support Executive manager with focu
structure with functional on stakeholder management
specialization, remote from has direct access to leadersh
diverse geographic operations team.
Focus on land, water and Small middlemanagement
climate change as opposed to functional the
biodiversity. focus on supporting sites.
Large operational functions Good internal communication
associated with bitiversity and relationships
impact assessment, planning identification of social and
and project development, environmental connections.
approvals and closure. Strong participation in sector
Some communication networks.
challenges for functional
specialists to integrate and
share information.
Participation in sector
networks.
Policy and Overarching riskbased Overarching riskbased
process operational policy clearly operational policy clearly
identifies roles and identifies roles and
responsibilities, expectations ¢ responsibilities and
standards. expectations oftandards.
Comprehensive formal Formal sustainability policy
strategy, policies, planning ani and operational policy and
operational procedures, basec procedures for land and
on biodiversity value inventory biodiversity management
risk assessment and aligned with global industry
prioritization aligned with standards (MCA, ICMM).
global standards. O0Equi val ent &
Comprehensive formal policy certification
and planning processes for
community and stakeholder
engagement.
Certified environmental
management system (1ISO
14001)

Firm Thre® s hi story of mi ma mkg meowocrmd i bhe GO&Os and
environmental performance of mining companies, in general, and the consequences for local
communities were starting to become subject to public scrutiny and a source of conflict with NGOs both

in Australia and oveseas; for example, Ok Tedi in 1984 and Bougainville Copper in 1989 had material
resul

i mpacts on Australiabés | arge mining firms,
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permanent closure of mines and/or payments of compengd@iomt et al., R18) Approaches to
environmental management by mining firms during this time, while it improved, however remained
reactive, compliance focused, and ad hoc, and sector recognition of the need for change developed
(Sheehy and Dickie, 2002} was in this Fstorical context thafirm Threeundertook a strategic review
in mid-1990s:
€ the whole premise was about itds going to
There are going to be competing land uses and certainly a lot of it was, sort of,

focused aroundhcrease in the local population, putting more pressure on land and
that mining would then have to take a secondary role to food production and places

to Il'ive, those sorts of things and you can s
what do we need talo to reposition the organisation to meet that change in
environment ?6 so that web6re dealing with a s

ago, where the mineral resource extraction held sway over everything else, may not
be the case withfoodvseduntyein adceuatty,iondgaling with water
security in a country. (Q8:141 123)

The review identified biodiversity, water and climate change as strategic issues for the firm over the
following 20 to 30 years. With stakeholder pressure only oaintg to increase, firm leaders facilitated
exploration of solutions to environmental impacts associated with mining, working in partnership with

an NGO, recognising them as an important source of knowledge around environmental and social issues:

¢ whernfiwet started thinking about it wer e
donodt really wunderstand the spaceb6 so we |
devel opment of the whole, you know, our init

Firm leadership was also involvediititiating a sectemwide response to the environmental and social
challenges for the mining industiy first the Global Mining Initiative (1999) and the firm was
subsequently involved in the Mining, Mineral Exploration and Sustainable Development PTrbect
Mining Minerals and Sustainable Development Project, 2(D&hielson, 2006)Regional reports were
undertaken as part of the MMSD, including an Australian re(@bréehy and Dickie, 2002n which
Firm Threewas involved. It continued to work with®Ds to explore biodiversity as an operational and
strategic issue for its business and develop solutions:

We would not have been as adventurous, we would not have been as, | guess,

thorough in developing the tools and methodologies, had it not bedrefiput of
these organisations. (Q8:182, 123)

Firm Four, arriving later on the scene, was able to build on the quite extensive sector knowledge which
had developed by the time it arrived and gought

process in 2009:

It was a é we have no |l egacy of environment a
reporting, |l etds build them by |l ooking at i1
quickly rise to doing the basics in biodiversity. It came through that.w®o,

unashamedly built on the current practice amongst peer mining organisations of

biodiversity and environmental management, and just took that on. Since then we

have been trying to work about wh at it me an
journey. (Q1028, 128)
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Current approaches

Firm Fourhas a comprehensive policy structure and planning process aligned with ICMM principles
(International Council on Mining and Metals, 2006; 2048) ISO 14001 based on risk assessment:
Biodiversity is recognised as aakgic issue. It depends what you mean by strategy.
| mean strategy ... biodiversity is seen as a necessary risk to manage. | would say
t hat i-levelsisk a thé lmusiness. Where we talk about land disturbance as a

more general issue, | would sdyat, yes, it is up there as an important issue to
manage. (Q13:10, 131)

Firm Fouri s conti nui ng -raa kpirnogcbe sab oouf tfochbedeomdbicselime data t y

collection and gap analysis to inform further policy development. As part oFihis,Foub s mi dd | e
managers began to undertake 6i ssue sterhdpproaghd t o t
to biodiversity by integrating it into a holisti

doing this well could @ate:

€ we were introducing terms, attempting to i
common in the world, |l et alone the mining ir
start with zero... you know, no net loss. And when we took the general managers and

the executive through what that actually mear
actually been taken through that, so itds a

to have, and we were never going to start unless that conversation was evedtruly ha
with them to the level it needed to be had, they understood that it actually costs a lot
of money to do this well, and to integrate it into your life of assets. (Q11:29, 129)

Thi s wa s i n t he cont ext of a st atweder, thére im aspi
acknowledgement that recognition of biodiversity by firm leadership still has some way to go:
You know thereds n doubt in my mind that t

0
theydédre just really worr i eright edelowithouthow do we
overinvesting? (Q11:21, 129)

On the ot her handFirmfThoeehad been implen®rtingta structuyee appreaéh to
risk assessment, planning and operations for biodiversity:
Today, a welmanaged mining business needsunderstand a much broader
context. This includes the current and potential use of the land we manage, its
biodiversity and social values, its connection with other habitats, and community

expectations as to how the land is developed and man&ged. Threedocument,
2008)

CurrentlyFirm Threé s f ocus is on efficient and effective
low-margin economic context and to meet stakeholder expectations. As part of this there is deployment
of appropriate fielebased exptise in biodiversity, which plans for biodiversity and environment and

facilitates the implementation of planning, aligned with international standards, and as is recommended
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by Australian government policfAustralian Centre for Sustainable Mining Preef, 2011;
Department of the Environment Sustainability Water Population and Communities, i@0iL2)ng
increasingly seeking opportunities to enhance biodiversity beyond compliance as part of routine
operations, including addressing broader cumulatiyeots.

Materiality assessments

Both firms currently have a strong focus on stakeholder perspective for continuing recognition of
materiality of issues, and to undertake annual materiality assessments as part of sustainability reporting
and accreditation.df both firms, however, while biodiversity appears as a material issue, it is apparently

not a key driver. For examplEirm Fourreported that:

€ biodiversity often doesndt get to the top
stakeholders are not telf us that biodiversity is their key driver for judging our

performance. (Q10:87, | 28)

And it is not clear why this is the case:

Now the answer is we dondét know if thatodos be
job and so they put it down their list, srey generally dondt. .. well
in a hierarchy, put it below things like wealth generation, community investment,

management of tailings releases, you know all those kind of things that they put up

there é& (Q10: 87, I 28)

And forFirmThreei t i s notable that O0biodiversity6é is ral
annual sustainable development report: climate change, water, closure and communities. While this is
perhaps reflective of a intaydowiet isntaerpoetansiont
of senior management:

And when you put it against water, against air sheds, against land management and

rehabilitation, against waste materials we produce and the impacts of those, there is
the feelingamongs my new Environment team, which does

speciali st , t haankedbiodiveraity tomparativeytoeotharsvandr

yet it is an important topic but a subset of broader management of land, land

rehabilitation, our land steavr d s hi p, if you |like ¢é& (Q9:78, I 3
For both firms, use of the term 6énatur al capital

land and biodiversityf-irm Fourin particular recognises the opportunity of an integrated approach to

community ad environment:

| think that we are increasingly recognising that if we want to maintain our social
licence to operate as a business then biodiversity is connected to community.
(Q13:10, 131)

This may be related to having a higher proportion of its business operating in developing economies

where communities have a more tangible reliance (including economic) on ecosystem services
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associated with biodiversity that the firm has to consider. Hewdsirm Threealso operates in
developing economies and clearly recognises the critical intertwining of environmental and social
impacts, having an equally comprehensive policy and planning framework concerned with stakeholder

and community management.

Overview of recognition in mining firms

Factors influencing recognition in the mining sector firms had both external and internal &iigims.

5-4 summarises the recotgion process for the large firm: social pressure was built by NGO activism
over a long period, in combination with the presence of an individual with the knowledge of
consequences and a leadership (TMT) role to be able to interpret and activate thécisglly as part

of strategic planning processes and help build sede responsiveness. For the small firm arriving

on the scene much later the sector standards were already in place and were activated by individual
middle managers in response t@attgic benchmarking processes. In both cases, individuals within each

firm were key to activation.

Figure 5-4. Summary of factors affecting recognition in large mining

sector firm
Stakeholder External Factors Soctor
pressure pressure
Firm '
i . Strategic
Recognition >
approach
Firm strategic
Individual review process Kiowledge

Firm Factors
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5.5 Research question two T biodiversity interaction with
the value chain

Value-chain interactions of biodiversity for the mining sector firms are summarised according to the
conceptual framework ifigure 5-5 (Also Appendix D.2). The results are discussed below for each
capital in turn in terms of resources and capabilities (blue); activities (red); supply chain factors (purple)
and products / outcomes (yellow).

5.5.1 Natural capital
Resources and capabilities

The resource base of mi-lniiwnigng& ¢ dimp @ xd minecatsi oma tod
and/or metal ores from the living component; that is, access to land is a factor of production. Mining
requires disturbancef land; that is, removal of impact on biodiversity in order to access the resource it
processes and sells in the market to other businesses. Globally, the mining sector, and both case firms,
recognise this fundamental dependence on land and the neededbrpiactice environmental
management for the continuing success of the industry as a whole (cf. the global and national sector
institutions with bespractice principles, guides, todki See Appendices A andZ.

A key strategic driver for both firmss t hus to be able to continu

pi pelinesd by having acc e &isn Threehap beensaggeiring pastogal | an d .

leases to increase ease of access for future exploration. Further, there is a recognitiord thaatbet o r

mar ket & for access to | and wil/l become increasin
But , real l vy, it was about , you know, t he wh
become harder to gain access to land. There are going to be competing land uses an
certainly a lot of it was €& focused around i

more pressure on land and that mining would then have to take a secondary role to
food production and places to live, those sorts of things and you can see that
happenig now. (C3, Q8:181, 123)

e the increasing competition fo
p to |l ook for solutions that ba



Figure 5-5: Analysis of mining firms against conceptual framework

J

Resources and capabilities Activities Supply chain QOutcomes

Capital 3 (large) 4(small) 3 (large) 4 (small) 3 (large) 4 (small} 3 (large) 4(small)

Natural Qre Qre
Biediversity knowledge - Biodiversity contribution to
SUMVEYS [on-site) wineyard
Biodiversity outcomes production ecosystem [NC)
maintained by programs (on- maintained
site and off-site e.g. Off-site biodiversity
threatened species contributes to regional
conservation programs, water supply
offsets and regional scale
weed control
‘Water (from de-watering)

Financial Financizal performance Financizl performance
Mational, regional and local NMztional, regional and local
economies BCONOMiEs
Ongoing access to capital Ongoing access to capital
and debt to fund the and debt to fund the
inwestment “pipeline” investment “pipeline”
including biodiversity surveys including biodiversity
and planning surveys and planning

Social Access to knowledge of Access to knowledge of
bicdiversity and community bicdiversity and community
walues risks/ relavant walues risks/ relavant
rasearch rasgarch
Local community economy Local community economy
Support supgort.

Regulatorfsaciaty support of Regulatorfsaciaty support
mining af mining

Human and Employee and
knowledge of biediversity knowledge of bicdiversity

Manufactured Efficient and effective Efficient and effective
production = minimum preduction = minimum
impact of oparation on impact of operation on
biediversity biodiversity

mm Consistent and afficient Consistent and afficient

Value creation Diverse mine assets to
focus developed maximize long term
sharaholder value

Operaticnzl excellence Operaticnzl excellence

production
Access to markets

preduction
Access to markets

Social benefits of mining
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Water is also an essential resource (factor of production) for operation of mines required by both firms

for initial processing of ore. Water &&ldressed separately to biodiversity and is the subject of separate

risk assessment, policy and strategy development by both firms. It is also the subject of efficiency targets

and is reported on in sustainability reports of both firms. Water is alsdfieerats higher risk in firm
materiality assessments by both firms than is th

Water is further recognised as an essential resource that is shared with local communities (key
stakeholders, and which may include employessl investment in water infrastructure and water
resource planning may be an essential component of establishing a mining operation:
€ we recognise the importance of our role as

share with local communities and theviganment and we look for opportunities to
reduce our impacts on water resources from our sourcing and discharge activities

(C4, Q246:103)

For exampleFirm Threehas made substantial investments in water infrastructure (both for the local
community andhe mine) as part of project development. In Australia, water can be particularly scarce
in arid areas, wher&irm Threelargely operates, but it can also cause flooding and operational
challenges in temperate areas, whére Fouralso operates:
€ we Yy dinderstand that water is a major issue to manage, not just for Australia,
but particularly for mining. You know, weodr e
sites, webve got no water and itbés really di
mu ¢ h anmally difficuéi. And you know floods have been the bane of our life at

certain times because managing heavy rainfall over a long period of time on a mine
site is really tough. (C4, Q13:66, 131)

€ you know, the impacts wéebwatepensts mi kéeyoanasn
d o | | ahats$ry aéd improve our understanding of the ecosystems that we work in
and impact (C3, Q76:34, 150)

Land and water also have cultural, heritage and amenity values for communities, including Indigenous
communities, which may also be put at risk of kegn impact by mining. This is seen both a
reputational risk and an opportunity for both firms, with both placing a high degree of emphasis on
managing local community relations, including contributindutading of protection of valued natural

and cultural heritage:

é wedre very cognisant of the relevance of | .
a connection cultwurally of biodiversity to t
So, we certainly pickhat up quite clearly from our Indigenous groups in Australia.

(C4,Q13:35, 13)

I mean not so much subterranean invertebrates, but terrestrial conservation,
significant fauna é tends to overlap quite a
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you know theareas that are high biodiversity value are particularly the wet, the
wetter sheltered areas, which is where the t
as well, so that often you do get wins with both. (C3, Q29:68, 150)

Finally, water can also be a dpyoduct of some mining operations. For examplem Threehas
undertaken mining operations that have produced
6di sposal é into the environment, requirimg furt
ecosystem dynamicBirm Threehas also sought to use the excess water as a resource for local economic
and environmental benefit. It has used the water for hay production on stations owned by the firm
(purchased as a means of facilitating ktagm acces to land for future exploration or mining). The
resulting increased intensification of grazing has reportedly reduced some of the widespread impacts of
grazing and resulted in improved condition of regional rangeland ecosystems:

Management of increasednpacts to environmental and watetated cultural

values remain a priority for our business. We are proactively tackling the emerging

issues through an innovative and strategic approach. Beneficial uses for this surplus

water are being developed and wilirovide opportunities for economic
diversification and regional development. (C3, Q29:67)

Strategies

Both firms have adopted a strategic approach, consistent with international sector standards (ICMM) to
biodiversity based around identification and assesam of Obiodiversity ri sk
avoiding, mitigating and/or offsetting them, with the aim of minimising impacts:

éto achieve net positive impact, we yrst nee
values through avoidance, minimisation anuhislitation. (C3, Q23:27)

To effectively manage this land, its flora and fauna, we consult and work with local
stakehol der s to..understand the | andds ecol
communicate plans for our activities. (C4, Q234:11)

While the hrge firm identified biodiversity as a risk, its current strategic framework and operational

routines are regarded as keeping the risk to manageable levels.

Activities
Activities in the mining business value chain are similar for both firsyxgloration, project
development, and, once financial investment has been committed, infrastructure construction, then

operations and closure. Natural capital, through impact of clearing on biodiversity and dependence on

water, is a focus for activity asp of statutory requirements for environmental protection:

é the commencement of operation, so where yo
point. Identification of what is there, so survey level identification, feasibility study,
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I mean there aretouclogp nt s all along the way, but that 0:¢
get another touch point on the approval proc:
well therebdés an approval to go ahead, but th
plans around biodiversit, make sure youbve got the proced

that. (C4, Q13:11, I31)

Project development

Both firms have now reached a point where planning focus for the whole business cycle is undertaken
up front, to allow costs of all aspects of the opergtincluding land management to be factored in over
the life of the operation:
€ to get biodiversity right youdve got to ma

which means not just access and compensation, but how you manage the land during
operatios to be successful post closure. (C4, Q11:78 129)

For Firm Threethis is well developed and codified in extensive policies, standards and operational
guidelines, whereas féfirm Fourt hi s i s a rel atively new devel opme

palicy and practice.

|l 6ve seen it in the |l ast 12 months, you know
got a fantastic outcome, and itoés all becaus
asset planning. All the GMs now understand what it meanstéopeise value, they

understand why they need to understand their costs of closure right from the outset,

and theyodre all starting to own it. Wher ea:
constantly bang the drum and lead the conversation. We just help theweathat

now. And webve got | ots of work to do, but
pivot al for t hat, and | think thatos exact |

biodiversity. It gets it seen, as you say, as a business, part of doing busihess, rat
than something fluffy that the enviros do to help us get an approval. (C4, Q11:45,
129)

Both firms reported regular occurrence of situations where biodiversity considerations (such as location
of a threatened species or community) resulted in a Eigntfchange to design of mining projecter

example, location of a mine or its associated infrastructure.

Operations

Environmental management of an operational mine includes management of a range of operational risks
I waste, waste water, air pollutan noise, wateii any rehabilitation and restoration, as well as
monitoring and reporting associated with approvals and regulations. These are managed by both firms
according to policies, standards and procedures, focused on regulatory standardsewetidafined

and integrated into an overall mine operational policy.

Firm Threehas a range of regional staff dedicated to biodiversity (project development, impact

assessment and closure, as well as research) and they also undertakevidegibrodivesity
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management activities, such as weed eradication and feral animal management, in recognition of the
role of mine infrastructure in dispersal, and possibility of cumulative impacts of development. The large
firm also funds biodiversity research as pafrapproval conditions, philanthropically, and fund local

environmental projects as part of community and indigenous programs.

Closure

Closure involves restoration and rehabilitation of a mine site after the mine has reached the end of its
life. Bestpradice guidelines for mining operations now suggest that closure planning should be carried
out as part of project planning, to ensure that the full cost is factored into the development and that
restoration is progressive over the life of the mine. Bothér have o6l egacyd i ssues
this has not been done, and rehabilitation is nevertheless being undertaken, although achievement of
outcomes may be problematic. Biodiversity offsetting has become part of a standard approach to life
cycle planning of mining operationéDepartment of the Environment Sustainability Water Population

and Communities, 2012Jthough it is not without problems and its effectiveness has become the focus

of significant research (e.fGardner et al., 2013; Quétier et &014; VirahSawmy et al., 2014; Kujala

et al., 2015; Morendlateos et al., 2015)

Outcomes

Processed ore is the commercial product of the mining business. The low profit margin on this bulk
commodity is a significant driver in how mining firms operaté&hva continual focus on increasing

efficiency of operations and innovation and use of technology to achieve that.

Extraction of the ore creates different landscape outcomes for different types of mining (e.g. open
cut versus, underground mines) and thifferihg extent of impact. Infrastructure requirements of
mining i roads, rail, ports also require land and thus have impact on biodiversity. Both firms largely
operate opewut operations in Australia, which have large footprints, but which may stitrimdered
relatively small, compared to the footprints of other activities. On the other lRiamdT hree indicated
it was aware of and actively researching the potential negative outcomes of cumulative impact, and this

is also an area of active policyvdtopment for the Minerals Council of Australkéaveney et al., 2015)
Some of the noproduct outcomes (benefits) for biodiversity from both firms include:

1 Restored and rehabilitated mine sites in the long term (if successful); hectares of landatthbilit
is the main outcome which is reported on in
rehabilitating the area of impact is reported in the financial statements as a liability. This is much
higher forFirm ThreethanFirm Fout

1 Regional ecosstem benefits at a broader scale
0 mining operations provide the opportunity to use firm resources to address landscape threats for

biodiversity in arid areas such as inappropriate fire regimes, weeds, feral animals:
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€ at a pract i cakardaeound leveraging theocppgabthat minmg t i e
brings to improve or decrease those landscape threatening processes, and therefore
get an overall biodiversity benefit. (C3, Q76:47, 150)

1 Knowledge of biodiversity; for example, surveys associated agfessments have identified new
species, and indirect offsets have funded ecological research and taxonomy.

Both firms, however, also identify the opportunity to achieve integrated outcomes:

So itds, you know, the whol g bibdwersity, manage ment
community devel opment, ités all interlinked.

As identified above, water for local communities is an outcome from natural capital investments of both
firms. Both firms undertake complex water use monitoring and accourging the Minerals Council

of Australia water accounting framework and report on water efficiency outcomes in their sustainability

reporting.

5.5.2 Financial capital

Mining is a capitaintensive industry, meaning that financial capital is a strategic resoumérfgning
businesses, including Firms three and four. Biodiversity and its legal compliance requirements were

identified by both firms as potentially having direct impacts on firm return on investment:

One is a delay to a project and therefore, a hNldhV . . . because you have
able to bring that project to bear when youbd
youdve had to do something majorly different
usual and thatoés addi t irationallcosts, sosypu.havd hen t her ¢
to put in place programs to manage this, you
We donot go into the reputational stuff, be

terms of what the cost is. (C3, Q17:33, 123)

Firm revenuegan also affect investment in biodiversity operational programs and activities, and in the

low-mar gin mar ket, conditions for the mining secto
is a reality:
So, itds about wel | , rofgraxwin al apst gompetitvea i nt ai n t

environment where youbre being told to reduc
got as many staff?é6 (C3, Q8: 184, I 23)

6Wi t JJouti ce being high we donét make money, w
we c ano6t biadinersityffset program. So just by its very nature it tends to
come down the 1|ist. (C4, Q13: 84, | 31) 606

And a challenge for middle managers internally, particularly=fon Four where staff awareness is
less developed thdfirm Threeg is leadershipacognition of the issue:
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So, and if you dondot have the buy in at that
governance, and direction you get from a board, you will not have scarce resources
diverted to biodiversity compared to safety, volume, and (640Q10:56, 128)

The solution already implemented Byrm Threeand being introduced bFirm Fourhas been to

integrate costing of biodiversity and land management intotemy mine planning:
You know, itdéds hard, so udxganddhetiniefoamesi s you ei !
that youdre | ooking at, the delivery and one

changing the whole thing, was setting the closure end point as the key date and that
then locks it in with the development of the operation. (@384, 123)

€ and what the | ife of asset plan does is st
approved life of asset look like, what does a mid case look like, and what does your
bl ue sky |l ook |like, and theyovheoughmt , you kno
to two million tonnes from one and a half mi
your mid case, what work do you need to do? And everybody can be on the front
foot at the same time and know, right, t hat

mears, we have to get on with that work. And then we can help the project delivery

guys to ensure that a particular approval process, which includes internal board
approval, gets approved quickly, you know or as efficiently as possible. (C4, Q11:44,
129)

However, as identified above, in the tough and dynamic economic conditions and competitive market,
the pressure within the firm to reduce costs applies to biodiversity, and possibly more so than other

activities.

As a supplier of capital to the mining indush@nks can be regarded as part of the mining supply
chain. They have also been subject to social capital risks from stakeholders, including institutional
investors and mining stakeholders such as conservation NGOs:

mining is a capitaintensive industry, r@d so the banks are sensitive to reputational
attacks. Investors are sensitive to potential delays or cost overruns, and, of course,
the environmental advocates are not stupid and have seen that they can use the

financial services industry as an extra kemeclub with which to beat the extractive
industries. (C3, Q9:56, 141)

This is borne out by the fact that banks, and in particular the World Bank, have been proactive in
requiring biodiversity impact assessment as part of seeking loans for miningpeeets(Equator

Principles Association, 2013)

Financial outcomes for the two firms are quite diffefieRirm Threeis in a comfortable financial
position, with high underlying earnings, operational cash flow and shareholder dividends, Wheareas
Fouris experiencing tougher circumstances, experiencing an operational loss and openly acknowledging
the support of a swantial institutional investor in ensuring the stable future of the firm. Reasons for

Firm Foub s situation coul d relate to a number of f a
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market fromFirm Three where processing is more expensive ancetigeno ability at all to differentiate

on product (which is possible to a degreeRvm Threg. Second, it had a legacy mine liability from a

mine being decommissioned and requiring rehabilitation, with sizable financial impact. Last, size does
matteri as a smaller, mil i er company, it has |l ess ability to
legacy rehabilitation costs or changes in dynamic markets and currencies in the globa{Anagket

Correa and Sharma, 2003)

Financial outcomes from miningre not only for shareholders related to their products but for
society at | arge. This is important because min
Australia, mining firms pay significant taxes and governments receive royalties, vahichen be re
invested for the benefit of the nation, and these significant contributions are identified by both firms in
their annual reporting. There are also economic
through economic activity, goloyment, supplier contracts, education and access to social services and
facilities. Both firms emphasise the importance of generating wealth for all stakeholders, including
society, as part of achievi ng 6 csostamabititydocymeats cept a

and firm communications:

Wealth and biodiversity tend to be conflicting concepts. The question is how do you

make them very much wedded together, and | t
faces, because y-enewablereseucp In most dasegy creatingl o n

l and di sturbance, creating soci al and commun
be allowed to do that is that youbve gener a:

shared, and well distributed, and you causeiltessdamage as possible in protecting
that. But in the end a net positive contribution has occurred to the nation, the local
community. So, a tough... a tough ask, and (its) why this industry especially is doing
so much work in trying to work out how toth manage all those issues and position
them, and build what | guess we loosely call community acceptance. (C4, Q10:49,
128)

Producing minerals and metals is vital for sustaining and growing social wellbeing.
It is essential for human progress. Our atiig can affect people, communities and
the environment. We work in partnership with those affected to share the wealth and
benefits our business creates and to minimise negative impacts. (C3, Q268:4)

5.5.3 Social capital

Resources and capabilities

Both firms dentify reputation and social relationships as important for future business success.
To be successful, we must continue to build strong partnerships at all stages of our

business model. Through our global footprint and diverse portfolio, we are able to
create value for our stakeholders in a variety of ways. (C3, Q268:1)

Proactive engagement with governments, communities and other stakeholders can
increase access to new resources, support stable and predictable investment
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frameworks and operational ermitments, and shape mutually beneficial policies
and legal/ regulatory frameworks. (C3, Q268:2)

Fundament al to our success i S é our cC ommi
relationships with our local communities, regulators and host nations and to ensuring

thatlocal economies and communities receive tangible benefits from our operations.

(C4, Q246:104)

€ if you can | everage reputation management,
to being a competitive advantage, you have a significant one which allowts you

access new markets and new deposits at either a lesser price, or at a preferred
development status. (C4, Q10:44, 128)

Management of the environment is identified as an integral part of reputation management by both firms,
as the focus of many stakehetd, including governments, conservation NGOs, local communities,
regulators, banks, and institutional investors. The ability to manage and meet expectations of
stakeholders, including in relation to the environment and biodiversity is thus a key capabbibth
firms.
For € biodiversity strategy to be successf.
relationships with those who are impacted by or have an interest in the decisions of
our business. Indigenous landowners, affected communities, governments,
regd at ors, international, regional and | ocal |
communities and our managers and employees all have interests and concerns to
which we must respond, and understand. Engagement helps us better understand

issues and prioritis, and develop programmes and actions that the parties involved
agree will provide value. (C3, Q23:14)

To be able to do a discretionary further investment beyond a compliance basis | have

to be able to demonstrate a benefit to the company, and repusatiociear and

clever way to explain the nefinancial benefits that occur from doing good work in

an area | ike biodiversity. | f I didnét have
biodiversity projects, because | would just meet compliance. (C4, Q1283,

Activities

Increasing recognition that reputation, trust and social relationships are an important part of access to
resources and knowledge that to manage those relationships means that they have to understand local
communities has led both firms itacreasingly engage in a range of activities around social capital at

all levels.
At a local level in communities near to mines, they have carried out surveys, impact assessments,
negotiation with local communities, provision of community education ameirig, donations to local

community activities etc.
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My question is on whose basis is it the right thing? How do | understand what the

right thing is if | dondt go out and wunder.
communities in which workin,wha t he right thing is in their
judging me by is as a corporation how am | behaving? That is my reputation. So how

do | make a judgement on what the right t hi

communities i n whi gtuanced and balancedwdrspectivaaof e a ver
what devel opment and progress means to them
agriculture versus biodiversity argument eve

Both firms are also highly active participants in international anidme sector networks building

the overall reputation of the sector with regulators as well as the individual firm. Leadership and middle
management of both firms are or have been very active in the national and international sector
organisations, inclling the ICMM and MCA, particularly in relation to sustainability, with access to
knowledge being one of the benefits identified.

Firm Thre® s approach to biodiversity invol ved S i
conservation NGOs, as a means to a&eswledge:
We would not have been as adventurous, we would not have been as, | guess,

thorough in developing the tools and methodologies, had it not been for the input of
these organisations. (C3, Q8:85, 123)

However,Firm Foud partnerships have instead been largely in relation to social issues such as child

health, relating to its focus on its operations in emerging economies.

Outcomes

The outcomes that result from improved reputation, which may be in part based on environmental
performance, include access to new markets and lower costs, althioogfihreenotes that direct

evidence for the former is difficult to find:

€ thereds an increment al creep in terms of
probably ways of circumventinthat, if you have a more productive relationship
with your regulators. (C3)

é But, of cour s e, a big factor or determi nar
capital intensive business, so anything you can do to accelerate permitting is money

in the bank, and if by demonstrating good environmental credentials and

responsibility you can gain trust faster and gain some advantage with regulators

because, of course, regulators aren't just looking at the costs of production; they're

going to look at. ..iey've got lots of people competing for concessions in a situation

like this. (C3, Q9:100, | 41)

Reputation with consumers was not a factor for either firm, since they are operating wvauew

commodity market. Nevertheless, one interviewee recogtisg¢dhis may not always be the case:
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However, itds becoming more apparent of cour
product will have a signature associated with it, and you know eventually, if not now,

bi odiversity of cour gheitddeotlg ut d will, ihvallv e t hat s o
become more apparent. (C4, Q11:86, 129)

5.5.4 Manufactured capital

Mining requires substantial tfpont investments in infrastructure, equipment and technology assets and

is thus dependent on access to financial capitalaaspheviously been discussed. The outcome of
investment in manufactured capital is an efficient and effective mining operation, and this is regarded
by both firms as one of their core capabilities as a mining business. Innovation through use of technology
and process improvements is also recognised by both firms as key to a successful and efficient operation
and this also applies to biodiversity and land management. For exarmpe,Threehas made
substantial investments in research and development fioreta rehabilitation technology to improve

effectiveness and efficiency of ecosystem restoration.

Both firms have extensive project development planning processes to design the mine
infrastructure, and in recent times biodiversity and land managemeanbban increasingly integrated
as part of longerm asset planning. Biodiversity considerations have regularly resulted in a change to
infrastructure for both firms at the planning stage, with potential for increased costs (e.g. decisions not
to develop anore body or relocating roads or rail to avoid a threatened species or community).
Integration of planning for rehabilitation and restoration of biodiversity with this -lemg
infrastructure planning has been sought by firm environment managers a®hagagssing adequate
resources. In a similar way, both firms now also seek to align community investmentstertoragset
planning, to ensure that costs of social and community investments associated with closure and de
commissioning of infrastructurare factored in to the investment and calculations of return on

investment, and managing expectations of the community in relation to the environment is a key activity.

While in the past environmental management would have been regarded purely as amaperat
cost, the mindset of both firms is starting to reflect the use of a khegerassebased approach where
6no net impactdé on environment is an operational
discussed, however, since both thrgdéaand small firm are under continual pressure to minimise costs
of production, this means that mise infrastructure maintenance is one of the many competing

priorities with biodiversity for internal investment, and one which may be regarded asagrighity.

5.5.5 Human capital
Resources and capabilities

People are identified by both firms as being a key resource for their business. Both firms employ people
in functional roles, specifically for their knowledge and experience of biodiversity and land

maragement, strategic management of biodiversity (risk assessment, priority setting, site impact
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assessment and development) as well as operational management (monitoring and reporting,

rehabilitation and restoration).

Not surprisingly,Firm Threeemploys moe staff tharFirm Four and overall investment in this
capability is small in comparison to mining capabilities. In both firms, there is a small, centralised team
of people that provide policy advice to leadership on safety, health, environment and ciymBauni
Firm Threethis had in the past included a biodiversity specialist, but more recently, water and climate
change had replaced this specialist, with biodiversity specialists now located closer to the operations.
For Firm Fourthis team also providesperational support and advice to a range of mine sites. For both
firms, the site environmental management specialist at each site is unlikely to be a person with specialist
biodiversity knowledge, as the technical requirements are much broader thandiHiscased on
environmental management for an operating mine site. Both firms frequently outsource specialist

biodiversity work to consultants.

In addition to stafffFirm Threehas a long history of using extensive partnerships with conservation
NGOs, uniersities etc., which not only build social capital but provide access to knowledge.
Networking with researchers and development of biodiversity research partnerships was part of the role

of one the interviewees &irm Three

Another important related cdpitity is stakeholder management and engagement, and there are
also specialists employed by both firms to undertake Hiima Fouris increasingly recognising the
opportunity to integrate this with environment recognising that the focus of stakeholder management is

often the environment.

Activities

Both firms invest in staff inductions and training that cover biodiversity and lamdgaeent, both
generally and specifically in relation to any specific activities at each mine site. They also undertake
training and development and capacity building of local communities, including suppliers and set

standards in relation to environmentiaustainability as part of their procurement policies.

QOutcomes

Both firms appeared to be able to access people with the knowledge and skills in biodiversity and
ecosystem services, either staff or consultants, to provide the capabilities they requnrplnment
their strategies, although cost pressures were noted. Biodiversity management performance was also
identified by both firms as being a firm characteristic which was able to attract good people to work for
the firm:
é i f you managél bi bdcaaessei ypuwknow itds one
that are important for community social licence to operate, but ultimately your

responsibility as a company to the general landscape, then you attract more people,
for example, to the business. (C4, QI3:31)
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Provision of training and development by both firms in local communities and to local suppliers in
relation to environmental standards could also achieve human capital development in the wider local

community in relation tdiodiversity.

5.5.6 Organisational capital

Both firms have made large investments in organisational capital focused on environment, biodiversity
and land management. This relates to complying with Australian legal requirements but is also linked
to internationakector standards and commitmemtg (CMM principles, Table5:1 and Appendix E.2).

The capital investments consist of extensive firm policy framewanganisational governance
structures, performance guidance, standards and planning routines. Frameworks include overarching
operational policies that sit above general policies; for example, sustainability, safety, health,
environment and community, setholder engagement, product stewardship, which are in turn
underpinned by a range of standards and guidance, including relating to biodiversity, water and mine
environmental management. While férm Threethese are more extensive and well established tha
Firm Four nevertheless they are remarkably simié@m Fournoted that they had amalgamated a large
number of standards (including one for site biodiversity planning) into one, to make it more manageable

for operational environmental managers.

Relatedto the frameworks are associated management activities and raubiregdiversity risk
assessment and prioritization, site/development impact assessmergriongsset planning, cost
benefit analysis of development proposaks well as firm governagecstructures for decisiemaking
required in these processes. Governance structures are similar for both firms. Boards have
subcommittees to consider firm risks, for which the terms of reference would include any biodiversity
risks should they arise. Bofirms also have executidevel committees to consider safety, health,
environment and community issues as a group. Standards clearly identify roles and responsibilities and
required level of approval, as well as key reference documents. For examemfdtour the site
manager can approve most biodiversity management commitments, except for biodiversity offsets,
which must be considered by the executive committee and approved by the chief financial offer,

reflective of the increased level of risk assbed with that commitment.

There are alssubstantial and similar orgasdiional capital investments in relation to community

and stakeholder engagement, consistent with social capital as a key driver of access to land and capital.

Both firms undertake s@ surveys and impact assessment, negotiate local engagement plans and host
community agreements, and develop community investment plans. In the daise &four which
operates internationally, they al sidreviewttessocioa k e

economic and political circumstances in which they operate:

r

e
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We seek to reach agreements, where appropriate, withctamtbcted host
communities to gain access for exploration (land access agreements) and to develop
mining operationsniine and regional development agreements). (C3, QP

Foubs sustainable devel opment report 2013)

We have a wide range of stakeholders that are impacted by our operations in positive
and sometimes challenging ways including contractors, suppliererrgoent and
regulators, local communities, Indigenous people and employees. We actively
undertake community research at a number of our mine sites to help us understand
the views of these stakeholders, which helps us to build positive relationships and
ersure our community programs are valued by the communities in which we operate.
Some of these research programs include Community Perception Surveys and Social
Impact Assessments. ((BrmFoub s website; Q218: 3)

5.6 Overview

The analysis above is summaridad-igure 5-5 and demonstrates that biodiversity interacts with all
aspects of the mining value chain and is closely connected to the external context. A complex and
intertwined relationship is revealed between the strategic resources of mining businaasasl
capital, financial capital and social capital, the capabilities of the firm required to access them and turn
them into shareholder value, and the productrasgproduct outcomes, shared between the firm and
society.

For both mining firms, longerm business continuity relies on a continuing flow of access to
natural capital prospective land also producing biodiversity and ecosystem sefvined financial
capital. However, competitiveness in the factor market for these resources means tteatidiayv of
access to these resources may ultimately rely on maintenance of relationships developed over time with
each firmbés soci ety Fkthahik sobiad dapital (reputation, trust legitimazsyd. | e v €
Increasingly, the key to maintaining a stock of social capital is both biodiversity management capability
and performance and stakeholder management capability, and ultimately successful aefinery
outcomes in both these ardagvhich are nopr oduct out comes. These fir me
two levelsi longterm risk assessment and prioritisation associated with the strategic development of
future mines (which resource next?) and therational management of developments once approved,
aiming for legislative compliance and to meet stated firm goals; for example, of no net loss of
biodiversity. They also operate at different geographic sdaleational strategic relationships with

govenments and regulators versus relationships with local and regional communities.
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Figure 5.5: Interactions of capitals with the mining value chain
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(HC = Human Capital; MC = Manufactured Capital; OC = Organisational Capital; SC = Social Capital; NC = Natural
Capital; FC = Financial Capital; C. = Capability)

The ability of both firms to implement their business value chain was facilitated by the human capital,
manufactured capital and organisational capital investments, which together underpin an operation to

me et standards consi stng and preducesh conpetitive advantage and X p e ¢
shareholder value in a cost focussed business strategy. The size and complexity of the operations, their
geographic dispersion, and the large upfront investment required means that investment in
organisational caml such as policies, standards and planning processes to manage both risks and
opportunities, are an essential part of achieving this. Both firms had apparently arrived at a stage where
the integration of investments in natural and social capital intemg asset planning was recognised

as the most efficient way to ensure that these strategic risks were managed effectively and with lowest

costs. This was successfully embedded in the routines of the larger firm, with the smaller firm having
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more work to @ in terms of developing understanding by leadership of the importance and opportunity
of an integrated and long term approach.

The competitive nature of the markets for commodities such as ore, which requires primarily a
costfocussed business strategyeans a constant pressure for both firms to reduce costs, not only by
efficiency but by technology and innovation, and this applied to all aspeditsing, biodiversity and
stakeholder management. Both firms were actively innovating in process approdubds/ersity and
stakeholder management.

Business strategy for mining firms could be s

assets as illustrated in Figure 5.6, while successfully producing ore.

Figure 5-6: Business strategy for mining firms - balancing shared capital

assets
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20 NC
- Society (local) +| FC | + |-stebasea | <—— |[FC®| + [FC ©)| + | SC (reputation)| + [SC (trust)| + | NC
- Society (community) - Regional
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- Innovation
- Environmental, social
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(HC = Human Capital; MC = Manufactured Capital; OC = Organisational Capital; SC = Social Capital; NC = Natural Capital;
FC = Financial Capital i F = Firm, S = Society; C. = Capability)



144

In terms of outcomeghe key business outcome from a firm perspective is the transformation of the
inputs (natural capital, financial capital and social capital) into financial capital for shareholders.
However, the financial capital produced by a mining business is alsadshihethe society it is
operating in the form of substantial royalties and taxes, and at a local level through economic multipliers
and social benefits for communities. The interaction with biodiversity is that for social capital to be
maintained as an frut, biodiversity needs to be managed to an acceptable standard, and maintained
across the value chain (to the extent practically possible). This is the case because biodiversity or natural
capital is a resource also shared between the firm and sbdiéyused not only by the firm, but valued

and used by others in tangible and intangible ways.
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Chapter6: Wi ne sector

6.1 Introduction

The wine sector is a complex industry sector based on initial primary production of grapes in vineyards,
with the fundamental inputs being land (including soil and its inhabitants), vines, water and sunshine
(seeFigure6-1; (International Organisation of Vine and Wine, 2Q@8) such, natural capital, including
biodiversity, is a foundational factor in production for wine businesses. Key firm capabilities to

transform the natural capital into a product for sale are viticulture, wine making and marketing.

Wine businesses inde grape growers, who grow and sell grapes, wineries, who may grow grapes
and make their own wine but may also buy grapes from growers and bulk wine from other wineries, and
may crush grapes and bottle wine for other growers on contract. Wine makerglinigpentheir size,
use distribution networks to reach retail outlets, but may also sell merchandise directly to consumers at
the cellar door (their own retail outlet), or through the inteAestralian Grape and Wine Authority,

2015)

Figure 6-1: Wine sector general value chain

Retail:
- Export
- Domestic

Factors of production:
vineyards with soil,
water and sunshine

Grape Distribution
growing and marketing

This study included two cases from the wine sector: a large imm (Five) and a small firm Kirm

Six). Firm Five produces wine from 13,000 hectares of vines whiten Six produces from just 500
hectaresFirst, an overview is provided about each firm and its business strategy. Then, the external
economic, social and environmental contexts for the firms are described. The findings in relation to each
research gquestion areen presented: first, issue recognition and then the interaction of the value chain
with biodiversity. The results are based on a thematic analysis of interviews and other documents and
materials. In relation to research question two, the results arenfgesa a figure according to the
conceptual framework identified in Chapter 3. The figure in the Egufe6-5) is a summary of more
detailed notes documented in Agoplix D.3.Figure6-5 is colour coded to the conceptual framework as
indicated inFigure 3-4 (i.e. resources and capabilities are coloured blue; activities, red; supply chain
factors, purple; and products / outcomes yellow). Each case was analysed separately; however, for the
sake of brevity, the results have been combined into ofeeriating any differences between the large

and small firm where identified.
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6.2 Overview of firms

6.2.1 Large wine firm (Firm Five)

Firm Fiveis a large, publicly listed and vertically integrated wine firm whose size is the result of growth

by mergers and acquisition. Its business is producing, marketing and distributing wine through a range
of high-quality and highpr of i | e r egis®dnalbowihnéa né PArusrtd al i a and
chain is similar to that described figure6-1, but with some additional elements due to its size: it not

only ownsa range of branded vineyards but also leases vineyards and routinely purchases grapes from
contract growers; it also owns a packaging plant in Austriglgu(e6-2). Due to its siz&irm Fivehas

a formal, geographically based structure and also a substantial organisational investment in systems and
processes. While this is obviously necessary, a recent restructure and a focus on streamlining and cost
saving indicags that this is also one of the challenges for large fiRins Five produces both quality
regionally branded wines and bulk wines, which are sold to retail chains. Its size and diverse grape
sourcing arrangements permit it to retain flexibility and alibwo both adapt to changing market
conditions (grape supply and wine prices) and gain access to a wider range of grape varieties and regions,

which are required to support a large number ofojghlity brands.

Figure 6-2: Value chain for large wine firm
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Primary sources of information for the case study included interviews with three middle managers (CSR,
sustainability and corporate strategy) and an independent regional stakéhaldegional natural

resource management professional who has worked in partnership with the fiirmAsveis a large,
publicly Iisted firm, it was possible to gain ac

its website, and sector magazine and jouamtitles and other materials were obtained to triangulate
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data from the interviews. Information on the sector more broadly was obtained from publicly available

reports and documents available on websites and in academic journals.

6.2.2 Small wine firm (Firm Six)

Fiim Sixi s a oO6smal |l 6 wirmkvef iarlm,h orueglhatiitvei st odescri bed
terms, based on the size of its grape crush. It is a grape grower and wine maker with vineyards and
wineries located in two wine regions of Australidthough it is relatively smallFirm Six distributes

its wine globally. It is a family owned business with a stated commitment to sustainability and a
substantial and increasing commitment to organic production. Its strategy aims to produce a range of
regionally differentiated wines of a quality designed for a variety of uses. In the past it has been a
producer of bulk wine, but since the time of the industry grape oversupply crisis and low prices for bulk
wines (in 2008) it has been investing in orgapioduction and investing in the purchase of other

vineyards in a region with a higjuality reputation.

The value chainKigure6-3) of Firm Sixincludes all aspects of the wine value chain identified in
Figure6-1. However, likeFirm Five it purchases grapes from a variety of growers in different wine
regions to allav it to make a range of regionally branded wines. Its activities also include distribution
and marketing, which is undertaken via a separate company that encompasses not only its own brands
but also a range of quality brands from elsewhere. The direittaetigity, however, is limited to cellar

door operations, a restaurant and function centre, and via the internet.

Sources of information for the case study included interviews with two middle managers
(viticulture and grape supply, and marketing), mategprovided by the interviewees, obtained from the
firmés website, sector magazines and journal art
with the firmbébs top management team), and) ot her

obtained to triangulate data from the interviews.
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Figure 6-3: Value chain for small wine firm
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6.3 The external context of the wine sector in Australia

6.3.1 The wine sector and the economy

The sector contributes $40.2 billion per annum in gross terms to the Australian economy, supporting
over 172,000 jobs, particularly in regional aréaastralian Grape and Wine Authority, 2015here

were 5160 grape growers and 2900 wineries in Austira214 15, with a total of 135,178 hectares

of vineyards in 71 wine regions (ABS, cited(fustralian Grape and Wine Authority, 2019hese

figures have changed little in recent times in terms of vineyard hectares and wine production, although

it is a dfferent story for the number of grape growers, which has increased, and for the number of
wineries, which has decreas@tiline Australia, 2019)This is consistent with the structure of the sector

being characterised by many very small businesses (srmalegg and/or wineries), with annual wine
production of less than 500 tonnes as well as a lesser number of medium and large firms who may own
multiple wineries and brand&illespie and Clarke, 2016) |t i s renowhed as a SeE€
capital intesity, its one production opportunity per year, its high stock holding demands, its agricultural

ri sk and its historical | (kockshmw20lByaakingritra challengiogapi t al

business environment, particularly for the large numbenwll growers.

The Australian wine grape intake in 2018 was 1.7 million tonnes, producing 1.2 billion litres of
wine valued at approximately $5.9 billigAustralian Grape and Wine Authority, 2015; Gillespie and
Clarke, 2016) The Australian wine industrig exportoriented, with 70% of its outputs exported each
year , ma ki ng i-largesh agscultural lexpatbirglustgGillespieh and Clarke, 2016)
Austral i a i slargest exponer of widéd/ise Austrdlia, B019)but this is onlyd.5% of
the worl dbés wi n(AndgrsoroaddiNelgen, 801 Mhe export onientation in this context

makes Australian firms vulnerable to the fluctuations of the international wine njdsttalian Grape
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and Wine Authority, 2015)a market in Wwich consumers have been suggested to be increasingly
knowledgeable, discriminating and demanding of quality pro@Bisson et al., 2002)

The wine sector in Austr al i(Aadersoa,201%iactidingin 6 b o o m
recenttimes, andthifas had recent i mpact on businesses. Th
2007, when the industry tripled in size (volume), from 400 million litres production to 1.2 billion litres,
largely a result of increased exports, and its reputation as ayqualducer also grew in key markets
(Winemakers Federation of Australia, 201Bowever, since 2007, a crigjg/imbourne, 2009has
devel oped and the i ndustry (Amaeasorm 2085 risng AustralilBnenci n g
dollar, decreasinglobal demand in key markets such as the US and the UK, low domestic demand and
increasing competitiveness of imports, and the entry and consolidation of large retail firms undertaking
vertical integration into wine (e.g. Woolworths and Wesfarmers). diitiad, excess planting of vines
resulted in a state of wine oversupply that outstripped demand, kept wine prices low and resulted in
many (particularly small) businesses exiting the markégufe 6-4) (Winemakers Federation of
Australia, 2013; Australian Government, 2015; Mann, 20Thgre have also been industry taxation
issues (relating to the Wine Equalisation Tax and Rebate system), which have caused indestry conc
over a number of years and which have also been suggested to be contributing, somewhat
unintentionally, Wmmemakére Fedenatonm bf eAuidtralias 2043, dudstralian
Government, 2015; Mann, 2015) Thi s concer n, a lroencgo vweirtyhd pferrocne itvt
resulted in a Senate Inquiry in 20($enate Standing Committee on Rural and Regional Affairs and
Transport, 2016)which recommended changes aimed to support the profitability and sustainability of
the industry.
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Figure 6-4: Australian wine grape prices over time
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(Source:(Australian Grape and Wine Authority, 2015)

In response to the industry crisis there has been a number of national strategic initiatives involving both
government and industry stakeholders. For example, the Winemakers Federation of Australia
(WFA)(Winemakers Federation of Australia, 2013 ent i fi ed some key OG6acti on
a wide range of areas, including markets, tax incentives, and industry efficiency and structure; the
Australian Grape and Wi ne(AuAtialtat Grape ang W/me AUtBoZit), St r a
2015) also identified some key objectives for the sector, including increasing demand for Australian
wines and the premiums paid for Australian wine in export markets; and increasing the competitiveness

of the industry (in terms of both quality and efficiendynproving sustainability and natural resource
management are strategic themes identified as necessary to achieving thdgaigwalan Grape and

Wine Authority, 2015; Australian Wine Research Institute, 20D&spite government and industry
investrrent and support, the recovery of the sector from the crisis nevertheless remains slow. It has been
suggested that the challenge for Australian win
proposition for consumer so nedqidvispandeZzalanp20kthay bebeen 0
proving to be difficult.

6.3.2The wine o6factor mar ket 6

Access to factors of production for wine businesses has a number of challenges that may pose a risk to

the competitiveness of the factor market and potentially incezeste, largely relating to the impact of
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climate change on the factors of productidand, water and ving$lolland and Smit, 2010; Christ and
Burritt, 2013; Hannah et al., 201From a business strategy perspective, the land, in particular its soll,

is a key strategic resource for wine firms, determining vine health, growth, fruit flavour and thus wine
quality (Cass, 2002; McCarthy, 2009} this context, access to land with suitable soil and a suitable
climate may become more competitive, and thasingsses leasing vineyards or growing on contract
may also be able to demand increasing premiums for desirable vineyards or locations (interview). This
risk has also been identified more broadly in the context of soil natural capital in the agricatttoral s

as a wholgCong et al., 2014)The water market may also become more competitive if availability
becomes more constrained and the price of water incré@lsgst and Burritt, 2013; Ortas et al., 2019)

Vine varietal characteristics and genetic déity are also key lonterm resource considerations for the
sector as a whole, but these will impact individual businesses agMadib et al., 2007)As climate

change develops, vine performance may be affected and access to new varieties andoginsiilc st

be required to facilitate adaptation. Both at the global and national levels, databases and collections of
genetic material have begun to be developed to ensure access to genetic (hdagatgtional
Organisation of Vine and Wine, 2015; AustasliWine Research Institute, 201BQiven the role of
varietal characteristics in producing quality wine, access to this resource may also become more

competitive.

633 The wine Oproduct marketd and consu

The &6éproduct & mar knd ts afcategorywit isrezogmised as pariqulary gompgaex in
terms of consumer attitudes and drivers of preferences and choice (which affect willingness to pay): the
range includes intrinsic factors (wine sensory characteristics or quality) as welimsiefactors such

as price, region, brand, packagifigockshin and Corsi, 2012)nd social contextPettigrew, 2003)

There has been no identifiable interest by conservation or other NGOs in the wine sector to focus public
attention on the impact of éulture on the environment in Australia, thus stakeholder pressure appears
to be lacking as either a driver of firm environmental management practices or consumer demand
preferences. While knowledge is a factor in wine preferences, there appears tophdicaubar
relationship between any intrinsic wine characters and enjoyment, either fexpert or expert wine
consumergLewis and Zalan, 2014)n general, studies of consumer preferences indicate that price is
the strongest driver of wine prefererietllebeek et al., 2007; Veale and Quester, 2008; Lockshin and
Corsi, 2012)but in particular for consumers with limited knowledge of wine. For consumers with a

higher level of knowledge, region and branding are more impditankshin and Corsi, 2012)

More recently, studies have begun to investigate how environmental and sustainability concerns
might be affecting wine consumer preferences. There is growing evidence internationally that the
environment and/or sustainability may be a matter of increasgmficance to consumel®ickey,

2009; Forbes et al., 2009; Gabzdylova et al., 2009; Maynard and Davidson, 2009; Berghoef and Dodds,
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2011; Forbes et al., 2011; Barber, 2012; Lockshin and Corsi, 2012; Corsi and Strgm, 2013; Forbes et
al., 2013; Santini eal., 2013; Delmas and Grant, 2014; D'Amico et al., 2016; Gilinsky et al., 2016;
Provost and Pedneault, 2016; Sellers, 2016; Barbosa et al., FHait&he Australian wine industry,

which is dominated by exports, this apparently presents an opportumitydiilg for organic and
biodynamic production. In particular, China is a growing market for Australian (e Huang, et

al., 2009; Australian Grape and Wine Authority, 2QHs) consumption is additionally often motivated

by 6heal t h d(Canidon20i2pvkich aan beceasiy aligned with organic certification status

(where no pesticides or herbicides are used).

In terms of the domestic market in Australia, the opportunity for environmentally sustainable wine
in the market, however, is less e@@nt and limited. Remaud et 42008)found in a 2007 survey that
environmental sustainability was considered in only 5% of consumer purchasing decisions overall, while
organic status was considered in 0.2%. Two years later, while there was a sligbtiictha influence
of environmental and organic claims on wine choice, particularly in relation to organic status, which

increased significantly to 2¢Mueller and Remaud, 201Qhe relative percentages remain very low.

For business, however, the key gtien is whether preferences are reflected in willingness to pay.
Internationally, there is some evidence that consumers will pay more for environmentally sustainable
wine: for example, 73% of New Zealand consumers surveyed indicated that they woullinigetevil
pay up to 11% more for wine produced sustaindgbbyrbes et al., 2009; Sellers, 201Belmas and
Grant(2014) however, found that in California, US, labelling of wine as organic did not result in a price
premium being received by producers oMetal the Australian context, Mueller and Remd@610)
found that while there is a small but growing number of Australians willing to pay, there are also some
growers who need to be compensated for producing wines that are environmentally sustainable at a
lower price. The general conclusion appears to be that in the domestic market there is a small segment
of consumers who might be willing to pay more for environmental sustainability, but that they are not
willing to trade off quality for that. And for caimers who have lower levels of knowledge about wine,

price is a surrogate for quality.

6.3.4 The environment
Biodiversity and ecosystem services

As a primary production sector based on the land and depending on soil and plant material, wine

businesses have anfdlamental dependence on biodiversity. For example:

9 all agricultural crops, including grapes, have their foundation in the genetic diversity of plants, and
capacity to continue to adapt to a changing climate requires continuing access to that genetic

diversty;
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1 soil flora and fauna biodiversity are critical aspects of healthy soil that contribute to soil
characteristics such as nutrient recycling and wabéting capacity that are important for vine
growth and grape flavour;

9 pests and diseases in vineyatds be managed utilising the ecosystem services provided by local
and regional bi odiversity such as birds, i nsec
ecosysteméb6é; and

9 at the landscape level, the availability and quality of water for a videy@eration is affected by
the availability and regulation of the hydrological cycle in the catchment at the local/regional scale.
(Thrupp et al., 2008; Schmid et al., 2011; Retallack, 2012; Jackson, 2015; Mas et al., 2016; Provost
and Pedneault, 2016; Waler and Marning, 2019)

In terms of the physical operation of vineyard businesses, much like other farming enterprises, a number
of general management activities can be applied that benefit biodiversity within the site and the
operation of the vineyar@nd which may also have public benefit to biodiversity at the local or regional
level. An example includes the role that any remnant vegetation might play as habitat and in providing
regional habitat connectivity (se€able 6:1). Important direct benefits of site biodiversity to
winemaking include the nature and diversity of the soil microbial flora and faungSetgnid et al.,

2011) and the insect and bird biodivigyscontributing to minimising need for and cost of pest
management (e.gBianchi et al., 2006; Sandhu et al., 2010; Thomson and Penfold, .2B42)
conventional vineyards which use agrochemicals such as pesticides, there are also documented impacts

of viticulture on biodiversity (e.dMollah and MacGregor, 2002; Niccolucci et al., 2008)

Regional natural resource management (NRM) authorities ingvimging areas in Australia are
increasingly drawing the attention of growers to the benefits of biodiy#nsough the presentation of
workshops, developing brochures and encouraging sharing of experience and knowledge among
growers (e.g(Retallack, 2012) based on an NRM authority worksho
for Winebd pr o] @(ddelaidears MbLefty Randges NRMiBaarde201Bpucational
material about biodiversity and its benefits for vineyard management have been developed locally,
promoted by local regional NRM organisations in Australiable 6:1: Benefits of operational
management of vineyards for biodiversgydrawn from an example in the McLaren Vale wine area of
South Australia)Similar programs have been developed and benefits identified elsewhere. A notable
early example is the South African Biodiversity and Wine Initia{Badgman, 2009; McEwan and
Bek, 2009; South African National Biodiversity Institute, 2Q1#signed to encourage conservation in
the botanically i mportant Cape Floral Ki ngdom.
European Commission) focuses particularly on promotingtiomal biodiversity at the landscape level

(BioDiVine, 2019)and also provides educational material and tools.



Table 6:1: Benefits of operational

biodiversity

Vineyard managemert

approach

Native cover crops in
mid-row or surrounds

Biodiversity benefit

Habitat for beneficial insects
and soil fauna
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management of vineyards for

Vineyard benefit

Attract beneficial insects to prey
on pests.

Improve soil health

Reduce soil erosion

Establishment of native
shelter belts with
understorey

Habitat for beneficial bird
species

Minimise impact of spray
drift

Encourages bird species to prede
on insects

Minimises impact of sprays on
humans and biodiversity

Reduce impacts of salinity

Revegetation ofiparian
zones

Enhance riparian habitats ar
encourage local biodiversity

Improve water quality
reduce erosion
Decrease ruwoff

Restoration of patches o
remnant vegetation

Improve connectivity and
regional resilience of
biodiversity

Biodiversity system of vineyard
more selfsustaining (including
benefits-pest and disease control
soil health, salinity improvements
etc.)

(Adapted from(Retallack

From a business strategy perspective, the land, in particular its soil, camdideced a strategic
resource for wine firms. The soail is a significant determinant of vine health, growth, fruit flavour and
thus wine qualitfCass, 2002; McCarthy, 2008hd as an important component of risk management in
agricultural enterprises (e.gong et al., 2014)The importance of the soil (in its topographic location),

in combination with the vine variety as the source of wine character and quality is recognised in the

traditional F

environment(Vaudour, 2002)

become uncoverefGilbert et al., 2014; Goode, 2017he capacity of the soil to hold water is also

particularly imporant in the Australian context, and detailed soil and hydrological mapping are

, 2012)

rench concept

Il n recent ti

o f our®t aenmine reflectsdhe looali t h

mes t he

considered important investments in vineyard management.

Water

Water is also a strategic resource globally and particularly for wine firms in AugCaliest, 2014;
Jackson, 205; Aivazidou et al., 2016; Ortas et al., 2019; Wheeler and Marning, ,2839nost

vineyards are irrigated at some point in the annual dytdman et al., 2009} ong-term access to

particul ar

r

t

(0]

f
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water supply through sustainable catchment management off site ingabtagable management of
habitat, biodiversity and ecosystem services at the regional scale, involving public as well as private
land. For twethirds of Australian grape production, the catchment known as the Murray Darling Basin
(MDB) is the main sourcef water, although extraction for viticulture is only a very small proportion

of the water extracteHayman et al., 2009Because of the substantial work done on sustainable water
yields from the MDB, and experience with regular droughts, the likehgd@sing scarcity and cost of

water is well appreciated by the industry: t he

knowl edge of the water budget 6 (Haymanetal., B0 leke, v i

has also been substahinvestment in water infrastructure by firms to increase efficiency of application

(Jackson, 20154 nd a sector emphasi s (Aostraiah Grape ang Wanel u ct i o

Authority, 2014) The Commonwealth and State/Territory governments hgyeosted the agricultural
sector, including winegrowers, by providing access to significant data, tools and resources to assist with

planning and management of both soil and water (ESLRO and Bureau of Meteorology, 2015)

Climate change

Much has beewritten about the potential impact of climate change on viticulture globally as these key
firm resources described aboivéand, soil and wateir are likely to be affected by climate change in
diverse and complex ways (e(dones, 2007; Anderson et al0(B8; Holland and Smit, 2010; Galbreath,

2011; Hannah et al., 2013; Mozell and Thach, 2014; Ollat et al., 2016; Schultz, d&r Australia,

a global study has predicted that 73% of the current area of vineyards would no longer be suitable by
2050(Hannah et al., 2013Btrategic considerations for vineyard investment by grape growers and wine
makers are thus considerable as vineyards aretéwngassets with an expected life of over 30 years,

and establishment costs are high. However, recognisitsgatkey risk, the industry has been proactive

in seeking and providing information for business to consider in its de¢isaing (e.g. the Climate
Change and Viticulture Information KiHayman et al., 2009Grapes are crops that are renowned for
their sensitivity to climatgWebb et al., 2007)Not only is the climate expected to warm, but other
features of climate might change and intefaitr example, rainfall, frost incidence, raff and evape
transpiration. Potential challenges for wine growiadude changes to fruiting and ripening times;
changes to the 6ecosystemsd of pest s, di seases
and the quantity that might be made available for irrigation; and changes V@IS, which will affect

vine growth, cover crops and soil flora and fa(idayman et al., 200O9MDB modelling shows that the
bestcase scenario would be a 14% reduction in water availability in the MDB by 2030, compared to the
1895 2006 periodHaymanet al., 2009) In the Australian wine sector context, it has been suggested
that the significant uncertainty in relation to climate change may be a factor influencing investment in

vineyards in the south of Australia; for example, Tasm@vizCallum, 2014)

c
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A further complication is that different grape varieties are differentially sensitive to growing season
temperature@MartinezLlscher et al., 201@)nd this may add to the complexity of investment decisions
in the context of climatehange risk, partidarly given the considerable tint@g and significant

investment required to change varieties.

6.3.5 The social context
Grape and wine industry institutional frameworks in relation to biodiversity

A range of sector institutions, at all levels from internatidgoakgional, can provide strategy or policy
guidance in relation to environmental sustainability (including biodiversity), and are part of the external

operating context influencing wine firms (summarisedable6:2).

These institutions include global government and industry bodies such as the International Organisation
of Vine and Wine (OIV), International Federation of Wine and Spirits (known as FIVS); a national
statutory body (Wine Australia) that regulates exports and collects a levy to fund research and
development and international marketing; and industry peak bodies at all levels (local/regional,
State/Territory, national and global) that lobby on behalf ofiridastry, provide a focus for strategy,
support networks for collaboration and develop best practice (including voluntary codes of practice to
guide industry standards). At all levels, the reliance of the industry on natural resources is recognised in

sone kind of formal way.

Table 6:2: Summary of wine-sector institutions

Global Australia State Regional (examples)
International Australian Grape and South Australian Riverland Wine
Organisation of Vine Wine Authority(Wine Wine Industry
and Wine (OIV) Australia) Association Inc.
International Australian Grape and Wine Victoria McClaren ValéWine
Federation of Wine | Wine Inc. (previously the and Tourism
and Spirits (FIVS) | Winemakers Federation ¢ Association
Australia (WFA)
Australian Australian Wine Researcl Wine Industry
Government trade | Institute Association of NSW
agreements
Australian Certified Wines of Western
Organic (ACO) Australia

At the global level, the OIV is an intgovernmental, global standaseétting organisation for the
industry, in which Australia is represented by Wine Australia. In 2004, OIV recognised the fundamental
dependence of the industry on natural resourcesgreedito add sustainability to its strategic agenda,

and by 2008 begiractice guidelines had been developed and agieednational Organisation of Vine
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and Wine, 2008)These guidelines recommend a sustainable development approach, implemented via
proeesses of risk assessment, planning,-asessment and regulation, and recognise the need for
improvement of information and education and industry cooperation. Key risks for the sector that should
be taken into account in risk assessments include $#etisa, vine variety, soil management, water
management, biodiversity, adjacent land use, wastes, wastewater, energy, chemical use and air quality.
One of the first objectives of the 201® OIV Strategic Plan is the promotion of sustainable
vitiviniculture, particularly in the context of the challenge of climate change. It also recognises the

interrelationship between sustainability and the

and optimizes the use of natural resources and the sustdinabt y o f v i {Intecnatiortalu r a |
Organisation of Vine and Wine, 201&)d identifies the need for further research about functional vine
genomics and microbiological diversity. Another global industry body for the wine sector, FIVS (also
an doserver in the OIV forum), recognises the importance of natural resources to the business. It
identifies the need for protection of these assets fortemy industry sustainability, which is articulated

in a set of sustainability principlémternationhFederation of Wines and Spirits (FIVS), 2006; 2017)

At the national level, the Australian Grape and Wine Authority (Wine Australia) sees investment
in resource sustainability, including in research and development, as an important component of
improvingthe competitiveness of the Australian industry in global terms. The Winemakers Federation
of Australia, the peak body representing the interests of winemakers, also has a policy that recognises
the importance of biodiversity to maintenance of productiitg ecosystem health. Wine Victoria also
acknowledges the wine industry more broadly as

rural Victoria.

In relation to environmental legislation there are the three tiers of environmental regatation
planning (national, state/territory and local) for biodiversity and environment, previously described in
Chapter 2.3.1. At the national level, all wine firms have to meet the requirementsesfvihenment
Protection and Biodiversity Conservation A@99 (Cth) in terms of preventing or managing any
impacts of its activities on matters of national environmental significance. State and Territory
environmental legislation and regulations applying to vineyard and/or winery waste and effluents related

to its winery operations also need to be complied with.

Vineyard environmental management certification

Environmental management certification, which addresses biodiversity, has developed over the past ten
years within the wine sector in Australia, as has been the case elsewhere in the global industry (e.g.
United States(The Wine Institute, 2019nd New £aland{New Zealand Wine, 201R)Industry codes

of practice can act to encourage firms to adopt sustainable management approaches; the requirement
from some export markets for environmental certification may have encouraged such development in

thecontexo f t he Australian industrydés strategy to

t

S
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access to export markefg/inemakers Federation of Australia, 201B)may also reflect a level of
increasing environmental awareness in the sector, as indicgteddbstry trends(Winemakers
Federation of Australia, 2009)

A number of certification options can be found in the Australian wine sector. IntP@liddustry
decided to Oharmonised these so that tedbyadi ff er e
overarching industry certification program, O0ENt
Institute (Australian Wine Research Institute, 201®ntwine certification can therefore now be
obtained using any one of several certificatiostems, and means that industry wide information and

benchmarking about viticulture practice can be coordinated despite the existence of multiple systems.

Box 6.1: Biodiversity aspects of Freshcare viticulture certification

The Freshcare Code of Practicéncludes the following aspectahich are particularly relevant
to biodiversity:

Identificationor mapping of significant biodiversity assetsoinadjacent to vineyards

Mapping of potential sources obntamination oimpacts (e.g. chemical storage areas)

Mapping of waterways, wetlanddrainage lines

Documentation of commitment to the code in a @irpolicy (e.g. biodiversity policy)

Documentation of management activities and monitoring

Training of workers to implemettihe policy

Developand implement a wategnanagement progratty meauiing needs prior to irrigation

and appling only in accordance with therandreviewing water use annually

Developan environmentalaction plan

Minimise risk to environment in managing pests and disdaseas. use lowhazard chemical

andminimise spray drift

9 Minimise risk to environment in managing fertiliser needs

9 Establish biodiversity management program to protect biodiversity assets and control
pests, in the context of regional biodiversity conservation priorities

1 Review programannually

=A =4 4 -4 -8 - -9

= =

192}

(Adapted from(Freshcare, 201}1)

The Freshcare Code of Practice for Environmental Viticul(Breshcare, 2011(SeeBox 6.1) is the

main certification standard used in environmental certification. It is owned by Freshcare Ltd, a company
6ownedd by twenty agricultural industry peak bod
It was developed by the Wine Industry tidaal Environment Committee to meet customer and
stakeholder expectations and market requirements. Certification is achieved by independent audit
according to the Code of Practice, which should be reviewed every three years to maintain certification
(Freshcare, 2016)
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Another certification standard is the Sustainable Australian Wine growing standard and
benchmarking initiative(Sustainable Australia  Winegrowing McLaren Vale, 2018yiginally
developed by the McLaren Vale Wine and Tourism Associationrijunotion with the Australian Wine
Research Institute. It is now nationally available and accredited for Entwine. The program involves self
assessment against seven areas (one of which is biodiversity management) with regular independent
audit.

Yet anothe option for vineyards, as for other agricultural enterprises in terms of seeking
6environment al credentialsdéd is to seek organic
(Australian Certified Organic, 2019) Thi s i s an i ncremtsd nign yt pbopadgri
sector, which has developed globally over the past twenty yeatdl, 2011) Australia now has the
largest area of organic production in the world (35 million hectares or 10% of the agricultural production
area)(Australian Cerfied Organic, 2018)with an estimated market value of $2.4 billion and a growth
rate of 13% per annum. Organic grape and wine production accounts for only a small proportion of that
(3%).

In Australia, organic certification is an independent audit haides on crop production in which
no herbicides or pesticides, fertilisers or chemicals have been used for at least three years. Certified
organic wines are made with grapes that have been grown organically. Note that the certification
process, however,ogs not include the planning and management of water and biodiversity on/around
the site that is included in the Freshcare certificatiereshcare, 2012019. A survey of organic
certification in the US wine industry indicated that motivation for orgamgdification among
Californian wine producers was both about environmental outcomes for future generations and,

importantly, improved flavour and quality of wii®elmas and Grant, 2014)

Society and the wine industry (beyond consumers)

There is littledoubt that awareness of environmental issues worldwide is increasing. However, there is

little evidence in the media in Australia of any significant broad societal awareness or concern with the
environmental impacts of the wine industry specifically, dmslis also noted to be the case in the US

(Barber et al., 2009)The exception to this appears to be in South Africa, where the Sustainable Wine
Initiative was developed in 2004 in response to NGO concern about impacts of viticulture on
biodiversity in tle Cape Floral Kingdom, an area of significant global biodiversity value. Instead,
material relating to wine industry environmental performance and the need for sustainability appears to

be industry generated, relating to competitiveness and market athesEntwine website describes

that it was 6éset up to support growers and winem
of t hei r (Abstrafian WieesReseach Institute, 20183 ditionally, there is another competing

advocacy focusadr the industry relating to the human health and social impacts of wine and its role in
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promoting responsible consumption of alcofiMinemakers Federation of Australia, 201®&hich is
arguably likely to be more compelling for a wider number of people.

6.4 Research question one T recognition of biodiversity as

a strategic issue
Factors relating to recognition of biodiversity as a strategic issue in the two wine firms studied are
summarised iffable 6:3.

In both firms, biodiversity was recognised atanopdérao nal | evel as a routi ne
we do businesso: the critical role of water as
community; the management of biodiversity on a vineyard site (remnant vegetation) and its contribution
to wider regional biodiversity conservation efforts, at the local level; and the genetic diversity of vines
as a resource for winemakers:

Theyo6ve -geatedinterest m eopt of natural resource management because
they can see that it is quite criticallie able to... the health of their catchment, the

health of their job, their venture. So our people are actually quite passionate at the
coal-face around this sort of stuff. (126:Q16:16)

ltés not a conscious decilgibeon jwher somet ¢ hig:e
do; we believe in and we enjoy. (162 Q No 61:10)

One manager in the large firm suggested that maybe it was not a strategicl@BeBrissue because
it was managed well:
€ maybe itds just that adasritegkeitasanjissuetit so pr of i

the | eadership tabl e. ltés not discussed. |t
business as usual. (132Q18:10)

In the small firm, however, biodiversity was immediately linked to its organic production system and
themoe direct role of biodiversity in that systen
critical to success in producing quality wine:

Biodiversity can link in wherever you choose it to, basentiallywe deliberately

set out to introduce an organiéne range because marketing had seen there was a

possibility that could be something that could work for us and it sort of dovetailed
into naturally, without making it a conscious effort. (162 Q No 61:10)

Leadership played a role in the small firm:

That s part of the younger generation é they we
way é have always been interested in the vin
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they were very much the passionate drivers behind going down the organic pathway
with ourvineyard management. (162 Q No 61:11)

And the industry crisis of low prices and oversupply of grapes meanFEithatSix may have been
seeking strategic alternatives to conventional production of bulk wine.

However, in the case of the large firm, it waggested by middle management that the importance
of biodiversity was not recognised at the corporate level (i.e. by the Board), despite it being part of the
firmbdbs environment policy:
€ what we managed to do was | mbdiay, bi odi ver si
probably back in maybe 2006, something like that. And that was probably as the
result of the work .eNovd wheneme suggested to the wi t h  t he
Board that they put biodiversity into the p

probaly really understood what it all actually meant, but it probably sounded like a
good idea at the time. (126; Q 16:14)

a

€ at the |l eadership | evel ités not an issue
considered in terms of strategy development.,(@2o 18:6)

Water and climate change, however, have been recognised as strategic risks in annual reports, as part of
6agricul tural ri skso. Barriers suggested were th
communication difficulties irthe context of the size of the firm, both having the opportunity to do so

and having the language to communicate.
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Table 6:3: Factors affecting firm recognition of biodiversity in the wine

sector

Factors Firm 5 large Firm 6 small

Historical context 1 A large corporate entity with broad An old family firm in which
interests in the alcoholic beverage younger generations of the family
industry. are interested

Activation 1 Anissue always recognised at An issue alwaysecognisedt
operational level through dependenc operational level through
on water and connection with dependence on water and
catchment health. Corporate connection with catchment health.
partnership with an NGO in 2006 Organic production (seen as close
resulted in corporate policy, althoug]| linked to biodiversity) seen as a
not understood as strategic issue by business opportunity in response t
leadership. industry crisis of overproduction in

2008.

Development 9 Although not reported as strategic | 1 Further development of organic
issue, the risks are apparently production, in response to
understood at middle management developingnternational markets.
level and are starting to be addresse
both in policy terms and operational
terms.

Current approaches | 1 Strategic risk assessments now 1 Organic certification requires
consider agricultural risks of water biodiversity management.
and climate change.

1 International markets increasingly
require environmental certification,
including biodiversity management
plans. Sectoinstitutional pressure for
environmental certification. All
vineyards have biodiversity
management plans.

Issue characteristics

Framing 1 Risk Opportunity

Barriers 1 Complexity

1 Language

1 Lack ofmonetary value

Culture i Corporate CSR 1 Sustainability

Size 1 Large 1 Small (er)

1 Many competing corporate issues fg  Ease of communication
leadership

1 Communication challenges

(availability of opportunity and
numbers of staff involved)
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Factors Firm 5 large Firm 6 small
Structure 1 Leader shi g rethatefronp Leadership with intimate knowledd
operations. of whole business, including
1 Central corporate support structure operations.
with functional specialisation, remote Middle management knowledge a
from diverse geographic operations. experience to identify opportunity
i CSR middle management and for organic production and with
operational management with relate: lines of communication to obtain
roles/ responsibilities have support to implement.
knowledge/awareness of biodiversity Operational staff participation in
1 Corporate strategy manager lacking local NRM frameworks.
knowledge and awareness.
1 Operational staff participation in loce
NRM frameworks.
Policy 1 CSR strategy No formal biodiversity policy or
1 Formalbiodiversity policy planningi 6 how we do
1 Comprehensive risk assessment Organic certification requirements.
policy, planning and procedures. Supply chain requirements for
1 Certified environmental managemer ACO.
system
1 Supply chain requirements for EMS
(procurement policy specifies)
External factors 1 Grape oversupply declining Grape oversupply declining
(Economic) profitability of bulk wine. profitability of bulk wine informing
1 Many competing financial issues need to seek alternative strategy.
associated with large corporate entit
with shareholdeinterests to consider
1 Lack of investor interest in
biodiversity.

In summary, the response of each firm was contingenteflection of thesircumstances of each firm

and the characteristics of the issue. For the |
appeared important in hampering corpoiaiel recognition, whereas for the small firm, the opposite

was true, in combinatiowith leadership and framing as a business opportunity.

6.5 Research question two T biodiversity interaction with
the value chain

Value-chain interactions of biodiversity for the wisector firms are summarised according to the
theoretical framework ifrigure6-5. The results are discussed below for each capital in turn, in terms

of resources and capabilities (blue), activities (red), supply chain factors (purple) andesugelfow).
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6.5.1 Natural capital

In an uncertain global economy, and in the context of climate change, the wine sector recognises its
dependence on natural capital, including biodiversity, and the need for its sustainable management for
the longterm successfats industry. The key driver for firms to focus on bpsactice management of
natural capital, including biodiversity, is therefore the industry itself rather than society more broadly
through stakeholder pressure or consumer pressure. In the globettoohinternational markets,

mai ntaining the competitiveness of Australian
environmental management and being able to demonstrate this through an environmental certification

system such as FreshcareAmstralian Organic certification.

Biodiversity was a key resource for both firms as a part of natural capital. It can be broken down

further into key components: land, soil, water and the vines themselves.

6.5.2 Land

Vineyards requirdand (owned or leased) for viticulture. Vineyard sites may also contasiten
biodiversity in the form of remnant habitat, which can contribute both to vineyard ecosystem services
such as weed, pest and disease control and to the overall stock oédpoakll biodiversity and to its
connectivity. Some vineyards may also be adjacent to public biodiversity assets, which may be
vulnerable to impacts of conventional viticulture (herbicides, pesticides etc.). All biodiversity assets,
whether private or puldly owned, may be valued by the local community, intrinsically as part of its
local lifestyle or for their conservation value. Both firms undertake conservation and restoration of
remnant vegetation or wetlands on their sites and to a lesser degsée Offetlands), in partnership

with local groups (funding source), and managers often had some involvement with regional natural

resource management planning groups.



Figure 6-5 Analysis of wine firms against conceptual framework

Resources and capabilities Activities Supply chain | Outcomes
Capital 5 (Large) 6 (Small) 5 (Large) 6 (Small) 5 (Large) 6 (Small) 5 (Large) 6 (Small)
Matural Quality grapes and wine = Quality grapes and wine =
Biodiversity contribution to Biediversity contribution to
[on-site) wineyard production [on-site} vineyard
ecosystem (NC] maintained production ecosystem [NC)
Off-site biodiversity maintained
contributes to regional water Off-site biodiversity
supply contributes to regional
water supply
Financial Ongoing access to capital Ongoing access to capital
and debt and debt
Financial performance = Financial performance =
essential for long term essential for long term
investments in land/facilities | investments in
[significant) land/ffacilities
Investment in Investment in
marketing/branding marketing/branding /
fdistributien capability distribution capability
Sacial Enowladge of waterkey Knowledge of water/key
preduction risks) relevant production risks/ relevant
research research
Local community support fior Local community suppaort
branding for branding
Customer education Customer education
potential to increase potential to increase
willingness to pay willingness to pay
Human Firm access to essential Firm access to essential
knowledge and capability knowledge and capability
Manufactured Consistent quality and Consistent quality and
efficient production efficient preduction
mm Consistent quality and Consistent quality and
efficient production efficient preduction
Access to markets Access to markets
Access to organic markets

Value creation

focus

Diverse access to guality

Access to organic markets

Marketing capabilities to
support range of quality
“brands”

Organic production
opportunities
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For operational managers of vineyards, knowledge of local biodiversity assets, their value to the local
community and their role in providing vineyard ecosystem services is a key capability, and lack of
knowledge is a risk, essential to management of thsitefoff-site biodiversity assets and minimising
impacts of viticulture. Managers have the opportunity to enhance the amount and/or qualigitef on
biodiversity (and thus ecosystem services) througtiviaes such as restoration and intew
cultivation of crops or plants such as native grasses. Industry networks and local landcare knowledge
are sought through local communities by both firms to assist with this.

Through local or regional natural resoet management planning and strategy development, local
communities have information about biodiversity assets of their region and their status and management
requirements. Managers of both firms were involved in natural resource management forums, which
provided a network for knowledge for them and a forum for mutual collaboration. However, also as a
result of this involvement, lack of appropriate management of biodiversity assets that were part of

vineyards was identified as a local reputational risk.

6.5.3 Soil

A key component of the land resource is theis@#$ characteristics, productivity and health, to which

soil flora and fauna diversity are key contributors. There is increasing evidence that soil microbial
diversity has an important role in determinwine characteristics and quality, and this is an area of

very active researcfiBokulich et al., 2013; Gilbert et al., 2014; Goode, 2080jl management is thus

a key part of a firmés viticultural ngimpaadof | i ty,
the viticultural system on the soil are a risk to this important asset, the quality of which is built up over

time.

6.5.4 Water

Water, an ecosystem service produced from landscape scale catchments, is an important resource for
irrigation of vineyads, one with a monetary value. The key risk to this resource, which is well
understood by both firms, is climate change. In the Murray Darling Basin, where both firms operate,

water management is highly regulated through strategic planning and a dynateic meaket.
Operational managers of both firms described a
advantage, to minimise costs and maximise access to supply at the appropriate time. The complex and
dynamic nature of the water market, however, eaatncertainty of price and access, and use of
contract growers provided an opportunity to O6out
is a key consideration for firms in which there is much capital investment in systems and technology.

For the large firm this extends to monitoring and annual reporting to shareholders on water efficiency.

Water is regarded as more critical for grape growing for bulk wines than fogbaghy grapes

for high-quality wines. However, as climate changesgeasdo water resources is likely increase in
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importance. The small wine firm had a strategy to move away from bulk wine production while the large
firm has maintained this as a small part of its product mix.

Reputation risks associated with water managémenlocal context were identified by both firms.
Tensions can occur, often in periods of drought, between water supply for industries such as viticulture,
community water needs and O6environmental rwateri:
wetl and ecosystems. Bot h firms supported C Ommlt
conservation of wetland assets as an opportunity for local reputation building. The large firm donated
water it did not requi r e allocatbnitldid notrégeire.Imedatge firnf i r m 6

also had continuing investment in research and monitoring of environmental watering.

6.5.5 Vines

Vine varietal genetic characteristics and diversity are increasingly being recognised as key resources for
long-term pioduction of quality wine products, including for the industry at the global and national
levels, particularly in the context of climate change. Loss of this diversity is an industry wide risk
recognised by both firms through research and development. IB@& and small firms made
investments in research and development relating to climate change and varietal suitability. For the small
firm this was at the local level, testing different varieties on its own sites, while for the larger firm it was
more subkantial and at a higher level through support of Australian Wine Research Institute programs,

reflective of resource levels.

6.5.6 Viticulture production system

Many viticulture production activities focus on management of biodiversity associated psisss,
diseases, soil health and water eithetsitff, onsite and in the soil, and this is reflected by its importance

being recognised at the operational leémdboth small and large firms.

Viticultural approaches to managing these risks vary from conventional, as was largely the case in
the large firm, (where fertilisers, herbicides and pesticides are used) to organic, as was the case in the
small firm. Orgait production involves enhancement of soil and vineyard biodiversity to manage pests

and diseases instead of using chemicals.

For the conventional systems used by the large firm, minimising the impact of chemicals on on
site biodiversity assets is a key magement activity. Managing the vineyard soil asset also includes its

consideration of the impact of production on soil biodiversity and productivity.

Investment in site or soil biodiversity to develop an organic production system was seen a business
oppotunity taken advantage of by the smaller firm, but for the large firm the scale of the market

opportunity was not considered sufficient to justify the investment.
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6.5.7 Wi n terradrd

Together, the above components form the basis of what is often referred toateroi® . Al t hough

it is a somewhat contested term, it is a useful idea in discussing the importance of biodiversity in a

6holisticé way as a resource for viticulture, a.
climate and plant @racteristics (vine genetic distinctiveneégaudour, 2002) For firms aiming to

produce higkguality wine, access terroir of quality and diversity is both a risk and an opportunity. It

was managed by both wine firms at the strategic level by geogrdpfersificationi through leasing

vineyards, contracting growers or purchasing bulk wine from different vineyards or regions. This occurs

at a larger (including global) scale for the large firm. Cost and supply may be risks that will make this
factor maket increasingly competitive.

6.5.8 Financial capital

Access to capital is critical to the wine industry in general as it is renowned for being-icaipitaive,

and for the long timdéag on return on investment. Both firms required capital for substantigtmeats

such as strategic land purchases, wiraking facilities, celladoor facilities and technology, and to

facilitate viticultural operations including water purchases, contract growing, marketing and distribution

as well as organisational investmentsystems, such as environmental management systems and
certification. The small firm also required operational investment associated with its strategy of organic
conversion and continuing costs of production, which were 20% higher under an organia rddiene

large firm had additional financial capital requirements at a much more substantial level due to its size

and its historical strategy of growth by merger and/or acquisition (i.e. by acquisitierraf). This

means that it requires access to tapinvestors, the ability to service debt and capability to manage its
financial affairs. This would be an area of financial and reputation risk for a large listed public company.
6.5.9 Social capital

Social capital had several dimensions for both these fifmisr st , t hat a firmds r erg
relationship with consumers (in relation to a ptr

with many sources of risk identified for both the large and small firm, because the basis ofsthis wa
product quality. In some circumstances this also has a regional or geographic dimension, and there is in
fact a nationalevel reputational asset as well, in which all wine firms have an interest. The ability of

the Australian sector to collaborate adlwwe compete has been suggested as a reason for its success in

the pas{Marsh and Shaw, 2000) Such 6j oi nt productiond of a geo

is developed and maintained through tdgeshafingr mo s
sector networks and alignment of marketing and promotion at these levels (with regional and national

institutions playing a facilitation role). This was evident in both firms.

P
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The reputational asset for quality is fundamentally dependentemuality of the resource
(varietal characters, genetics and terroir), as well as management of operational risks associated with
production, and achievement of consistency in this over time. It is also dependent on effective marketing
and whether it isgpropriately targeted to consumers. The sector in general invests in complex research
to assist it to understand its market, consumer behaviour and pricir{ddlengon and Bruwer, 2007;
Bruwer et al., 2011; Forbes et al., 2011; Gibbs et al., 2012)

Both firms invest in consumer and marketing research and various consumer engagement and
education activities through cellar doors, events and websites (at a lower scale for the small firm).
However, the large firm has recently increased its focus on marlegtthgonsumeresearch capability.

Thus, investments in viticulture, winemaking and marketing capabilities are all critical in supporting

this asset for both large and small firms, largely through investment and retention of human capital.

Second, both firm participate in winesector networks at all levels, which is necessary for
knowledge sharing and collaborative reputation building, and includes involvement in environmental
certification development and sustainability initiatives. The large firm hasi@ually had leadership
roles in some of these initiatives. At the operational level employees of both firms participated in
regional NRM networks and collaborated with local community groups in community projects (to learn

about biodiversity conservatian)

Third, the large firm made internal investments in social capital and human capital by providing
opportunities for its staff to participate in local or /regional community projects (including
environmental projects) and supported local initiatives thHrosgonsorships. The large firm also

regularly surveyed its staff, including about its corporate responsibility activities.

Last, reputation associated with operational
|l i cence t o o pedondytatah® JocaMexed as a ceputattomalf risk for both firms, whereby
operational managers were part of the local community. Investor interest in this was also reportedly low

for the large firm.

6.5.10 Manufactured capital

As already identifiedinfrastructue and technology requirements are substantial, requiring investment

in and maintenance of vineyards, irrigation, wine making plants and facilities-detlaiand visitor
infrastructure, and all the associated technology. The larger the business énetHargcale of
investment. Economies of scale allowed the large firm to invest in its own packaging and logistics
infrastructure and associated technologies, in addition to wineries and related infrastructure. On the other
hand, the small firm needed tovest in specific infrastructure to allow it to make wines at a small scale.

It also developed some of its own specialised machinery related to organic production methods.
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6.5.11 Human capital

People (and the knowledge and capabilities they embody) are recogyisexth firms as critical
resources to viticulture and the production of quality wine produgtswing, winemaking, marketing

and distributing. This is reflected in the investments made by both firms in training and staff engagement
activities. Both fims also made investments in contract growers and their capabilities and systems,
recognising their importance as both an opportunity and a risk. The large firm had formal programs
aimed at recruiting quality employees and retaining them, regular staffysuimcluding asking them

about corporate responsibility strategy), volunteer programs (including environmental volunteering) for
staff to participate in, and options to purchase stock. The smaller firm also engaged staff, for example,
to increase awaresg about organic production. Operational managers were supported by both firms to
participate in regional natural resource management organisations, an important network and source of

local knowledge.

6.5.12 Organisational capital

Systems for viticulture and win@oduction are important in achieving consistent fgghlity product

outputs and minimising impacts, including on biodiversity. A key feature of organisational capital noted

for the small firm was culturé a culture of sustainability t hi s wa sd 06 tohw nwges 6, whi
supported in terms of providing training for employees and advice and support for growers, rather than
formal planning systems. The small firm also required its growers to also be certified organic where the

grapes were for organic mé production.

On the other hand, the large firm had an extensive structure of policies, risk assessments and
planning processes, necessary to achieve consistency over a large number of geographically dispersed
business units. However, it also identifistructure, systems and business processes as a key
organisational risk, and achieving efficiencies was regarded as a key business opportunity to improve
financial performance. Examples of activities and processes in the large firm included the requirement
to develop an environment management plan and biodiversity action plan for vineyards and
Freshcare/Entwine certification. Environmental certification was also a requirement for its contract
growers. Business unit managers were required to produce anpital eapenditure plans, including
any activities for bi odiversity management. Di f
outcome such as biodiversity was mentioned as a
NRM grants.

Both firms are involved in research and developnietite small firm being focused at the more
local level (trials of organic production techniques; local trials of genetic varietisgedrwhereas the

large firm is involved in funding largscale industry resech.
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Interactions between wirgector resources and capabilities are summarised beldvigume 6-6:

Interactions between strategic resources andbihies in the wine sector

Figure 6-6: Interactions between strategic resources and capabilities in

the wine sector
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The figure illustrates that, as expected, natural capital or biodivértigyterroir (the soil, vine, site,

water, climate, production systeinjs the principal resource in the production of quality wine, and that

capalbiities in identifying and maintaining this, growing grapes and making wine could be important

potential sources of competitive advantage. However, in addition tertioér, it should be noted that

there is also the potential contribution of the surrongdiiodiversity in the vineyard and region (with

judicious investment) through provision of ecosystem services such as water, and pest and disease

control, even in a conventional production system. For example, vineyards can implement a low

intensityconva t i on all

pesticide use. And water, as an ecosystem service, is a result of intact biodiversity at a regional landscape

system, principally uti
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scale. Local networking with NRM authorities is therefdikely a worthwhile investment in social

capital to support this.
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Future access t@rroir resource is possibly highly competitive in the context of the major risk of
climate change to the sector. The large firm demonstrates that size and global reaskigtain
managing this resource risk, and at the same time provide flexibility in dealing with fluctuating
economic and market conditions. The smaller firm demonstrated this approach at a domestic scale. Use
of growers also provided both firms somefleki | i ty i n providing access t
Quality of the resource is, of course, paramount for both firms, and working with the suppliers to ensure
their environmental and production management was appropriate to support the growtityafrquels

and wine, and access to markets requiring certification, is an important investment.

Physical impact of the sector on biodiversity does not appear to be a driver of proactive engagement
with biodiversityi there was no reported social or NG@gsure from stakeholders or market demand
from consumers seeking Osustainabl ed wine. Thus,
production is arising from within the sector and appeared related to either an understanding of the
importance ohatural capital or an understanding of what is required for access to the international wine
market, which was the major market for both firms, or both. Networking and collaboration was also a
key capability for both prothectgowménofhae rmpgpobha
quality reputational asset in supporting overall international competitiveness and financial returns.

It also illustrates some interesting complexity in the interaction of capabilities to ensure that a
differentk i nd of O6soci al T indhe fotmaof fidm ar lsrandrraputatitinavhich esd
essential to turning quality wine into a financial return for firms, making marketing capability key and
also a potential source of competitive advantage. Notdhbet is some overlap of reputation with the
idea ofterroir, because geographic regions and even vine

guality, which can add value to produts&udour, 2002)
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Chapter 7:Di scussi on

7.1 Introduction

The aim of this thesis is to explore the interaction of business strategy and value chains with biodiversity
through the study of six case study firms. As described in Chapter 2, biodiversity is not an issue that
would be traditionally consideredpsar t of a f i r intbaditiohalssategiensisagemént at e g )
focuses on financial issues. Nevertheless, there have been continuing global calls for biodiversity to be
O6mai nstreamedd i-making, tdaddrasatiee gewing glabal Biadsity crisis. This

chapter brings together the results of the six cases from the three businesd dst&isg, mining,

and winei and di scusses the findings in relation to
recognition of biodiversityasia i ssue, the interactions of firms?o

biodiversity, and the implications for business strategy theory.

Research question one asks why and how firms recognise biodiversity as an issue: the first
interaction of a firmwith biodiversity. Previous research outlined in Chapter 2 has indicated that issue
recognition is a process that is affected by characteristics of the issue, the context, the firm and
individuals within a firm. Recognition is not a single event but age®dnvolving initial recognitioin
whether and how it is conceptualised, for example, as a resource or as an external phenomenon having
an interaction wit h Tafolldwedrbynéterpretation avithim ghie rm angl,s o u r c e
subsequently, therfimd s r @afpaochVBeick, 1984; Dutton and Jackson, 1987; Weick, 1988;

Dutton and Ashford, 1993; Dutton et al., 1997; Dutton et al., 2@0dgnge of characteristics was found

to be associated with fir ms éstudydirma dhesetinclue theo f bic
complexity of the issue; firm characteristics, including presence of firm strategic planning routines;
dynamic capabilities such as absorptive capacity and stakeholder integration; and the presence of
individuals with characterigts including knowledge of biodiversity and its situational relevance, and

their leadership role and/or championing ability.

Research question two analyses interactions of the strategic resources and capabilities of the six
casestudy firms with biodiversy from a resourcéased perspective, and in the context of the firm
value chain. The RBV of the firm focuses on competitive advantage arising from firm resources and
capabilities that are VRI N {Bardey,d99¢; Bareyet al.1200L;i ed as

Warren, 2003; Barney et al., 201BBYV is used here as it is the traditional theoretical platform for the

academic discipline of strategic management. The
firmso6 i nt edvarsity foreactscase builds onlthe BBV and conceptualises biodiversity as
a firmébs resource as part of natur al capital, é

resources and capabilities. This allows identification of the full suitatefactions across the value
chain of each firm and sector, which can then b

potential to affect firmsd competitive advantage



174

Research question three seeks to explore the interactions observed foneacihe context of
business strategy theory. First, as outlined in Chapter 2, there is a long list of scholars who have called
for a rethink of business strategy theory and a need to integrate it with environmental and social issues
(Banerjee, 2002vlahoney and McGahan, 2007; Marcus and Fremeth, 2009; Hahn, Figge, et al., 2010;
Marcus et al., 2010; Sandhu, 2010; Pogutz et al., 2011; Starik and Kanashiro, 2013; Winn and Pogutz,
2013a) This study of biodiversity provides an opportunity for such anoeapbn in the case of
biodiversity. Second, it offers the opportunity to consider how biodiversity and natural capital fit with
the RBV, which remains the most popular theoretical perspective for business strategy. It also provides
an opportunity to dis@s the results of these case studies in terms of thddastoping discipline of
corporate sustainability strategy, which is developing largely in parallel and separate from traditional
firm strategy(Winn and Pogutz, 2013b)ools such as the integratedlategy framework proposed here
provide a means by which to more holistically cc¢

context of society, the economy and the environment.

7.2 Recognition of biodiversity by firms

As identified in the literatre review, recognition of an issue by a firm is the process of it being noticed,
recogni sed and interpreted by the firm as being
as either a risk or an opportunity. That an issue is recognisedtengréted as strategic is evidenced,

for example, by committing t haffandWeidks1984,Dsatlorur c e s
and Duncan, 1987; Dutton and Jackson, 1987; Weick, 1988; Dutton and Ashford, 1993; Denison et al.,
1996; Dutton etl., 2001; Nutt, 2002; 2007%cholars have identified strategic issues as matters that

mi ght affect firmsé performance, or be controv
(Mintzberg et al., 1976; Ansoff, 1980; King, 198&trategic aspects i odi ver si ty (i . e.
risks) identified for firms in this study, which might mean that biodiversity could be considered a
strategic issue in some circumstances, include: for mining firms, the effects of delays on project NPV

due to delays in environental approvals by controversy over site biodiversity values; for wine firms,

the impact of reductions in water supply or soil biodiversity on wine quality and vineyard viability,

which affect longterm profitability; and for banks, the impacts of natueaource risks faced by farmers

on banksd®é return on investments through | oans to

Figure 7-1 summarises the main findings of this study: it identifies fsee characteristics, the
external context, firmsdé characteristics, i ndi vi
initial responses. The findings are broadly consistent with existing literatabde2:1). Recognition
was found to be able to be related to a range
circumstances, and with the presence of individuals within a firm having knowtedepeperience
relating in some way to biodiversity. There were common themes, including between $egtoes.

7-1 identifies the common themes, which will be discussed in more detail, including barriers to
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communications due to the complexity of the issue; the importance of structured planning rewines a

mechani sm

t o

assi

St

recognition;

t he i

mportance

capacity and stakeholder management capability; and the significance of individuals in the firm having

leadership capabilities and/or knowledge relevartiodiversity and interpretation of it as an issue.

Figure 7-1: Summary of factors affecting firm recognition of biodiversity

CONTEXT related
Stakeholder pressure

ISSUE related
Biodiversity is:
Complex
Firm specific Interaction
Value tangibility
Social value
Scale

INDIVIDUAL related
values, attitudes,
knowledge, experience
leadership capability
issue “championing”
capability
issue interpretation
absorptive capacity

FIRM related
RESOURCES
organisational capital:
presence of planning
routines
size
structure

human capital:
collective knowledge
experience, judgement

social capital:
networks, reputation

CAPABILITIES
Absorptive capacity
Stakeholder integration
Stakeholder management

Issue interpretation-
Risk vs Opportunity

7.2.1 Biodiversity as a complex issue

FACTORS AFFECTING BIODIVERSITY RECOGNITION

NS

FIRM INITIAL RESPONSES

Investments in:
Research and Development
Development of Knowledge

Networks
Organisational routines
Human capital

The complexity of biodiversity wailentified by middle managers in all firms as a barrier, both to

under st andi

of complexity identified as responsible for this constraint included understanding gaesttiscale

ng

by

firmso

eader shi

p and to

gener :

(species versi communitiesversus ecosystems and ecosystem services), the intangible nature of

biodiversity, and the difficulty in valuing it both economically and socially. This is consistent with the

extensive literature on the togiCostaza, 2000; Ludwig, 2000; de Groot et al., 2002; Maltiipez et

al., 2007; BednaFriedl et al., 2009; World Business Council for Sustainable Development, 20009;
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Sagoff, 2011; World Business Council for Sustainable Development, 2011; The Economics of
Ecosyseéms and Biodiversity, 2012; Freeman and Groom, 2013; Ives and Kendal, 2014; Guerry et al.,
2015; Jacobs et al., 201@)espite considerable effort and progress, this inherent complexity is still
recognised as a challenge in the recent guidance for bugiraesisioners(Natural Capital Coalition,

2016; Cambridge Institute for Sustainability Leadership, 2017b; a; Natural Capital Coalition, 2018)

Effective communication about such a complex issue within a firm also appeared to be affected by
f i r ms O6ructsire and cultue,tand may also have also have been affected by individual knowledge
and O6i ssue s(Arddérssan gndl Bateangna2bdO;IDuttoryet al., 2001; Marshall et al., 2005;
Rouleau and Balogun, 2011Most of the interviewees were middieanagers, and research has
indicated that whil e middl e ma nsaed el (Rentghd, 200H5;n b e G
Rouleau and Balogun, 20119»p management (e.g. executive and Board) can also be important enablers
(Dutton et al., 2001df isste recognition. In the large wine firm, where vineyard operations are quite
physically and structurally separate to the corporate arm, middle management was not confident that

biodiversity would be identified as a strategic issue at top management Iepie diee presence of a

corporate O6policyd, planning and procedures, and
climate change in recent annual reports as Obagr.i
universally wellud er st ood in the small wine firm as intec

reported that top management had a strong connection to vineyard operations, despite a lack of firm
policies or procedures. In the banking sector, communication was al¢ifiédesis a challenge for the

large firm; the small firm identified its size as a positive feature that facilitated communication,
including about biodiversity (e.g. biodiversity was included in all staff inductions). In comparison to the
other firms, bothlihe mining firms were relatively large, with wide geographic distribution of operations

in Australia and internationally, and both identified communication about biodiversity as a challenge

relating to its compl exi thy,i npeearrtiingguwl arull yt uirre tohle

7.2.2 The importance of individual knowledge and leadership

Given the complexity and sometimes technical nature of biodiversity, it is not surprising that individuals
with knowledge and /or experience were important soiésrecognition in all cases. In some cases,
initiation was by an individual at middimanagement level (e.g. the large bank and the large wine
company) and in some cases by a member of the top management team (TMT) (e.g. the large mining
company and thensll bank). The environmental, psychology based research area of individual
recognition and interpretation of issues, in accordance with values, attitudes and beliefs about
consequent impact on valued objects that can influence deanrsikimg, is relevanhere(Stern and

Dietz, 1994, Stern, 2000; de Groot and Steg, 20d8yvever, as the focus of this inquiry is the firm
rather than the individual, it is sufficient for the purposes of this study to note that individuals having

some background knowledge amdexperience of biodiversity (which may relate to individual values
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and attitudes) were involved in all firmsoé recooc(
mainstreaming agenda as it indicated that firm recognition was dependeatahratite occurrence of

an individual who happened to have knowledge. This is also consistent with the finding that the
complexity of the issue was consistently found t
within the firm(Howard Grenville, 2006)

In terms of the RBV, scholars have suggested that individual managerial conceptualisation of
resources, individual judgement about resource values and individual denesiamg capabilities are
important in determining a firndgctions and regmses to issues, can impact firm performance, and are
thus a potential source of competitive advant@f@comb et al., 2009; Kunc and Morecroft, 2010;
Schmidt and Keil, 2013)Therefore, firms employing individuals with knowledge of biodiversity
(human cpital) could conceivably have a source of potential competitive advantage (at least initially)

if the issue was material for the firm.

It was evident that leadership was important in recognition: either directly through the individual
with knowledge being member of the TMT (e.g. the large mining firkirh Threg and the small
wine firm (Firm Six) ) , or indirectly t hrough a middl e m
6championi ngd a T MT-managenmeet position @.m tha largei bdrid{ Tevo)
and the small mining firmHirm Fou)). Previous studies have found that both leadership and middle
management championing are linked to proactive environmental behaviour by firms (see Chapter 2,

Table2:2 e.g.Andersson and Bateman, 2000; Schaefer, 2007; Papagiannakis and Lioukas, 2012a)

I n summary, the results of the study arguably
to recognition of biodiversitas a strategic issue by the case firms in this study, as this was associated
with the presence of individuals having knowledge of biodiversity, in conjunction with a leadership
position or access to | eadership amprdposed thad c hamp
6sustainability managersbéb, who are now relative
O6biodiversity <c¢ri si s 07110ywrasagoweicH was the dmirey ofbeeognitiont h e ¢
for firms in this study. Neverthelessygn that consideration of biodiversity and natural capital issues
do not yet reliably feature in management education in business s¢Bdualards et al., 2018jt is
possible that such an el ement of 6chaealevanetd r el at
biodiversity recognition. For firms that do recognise an issue and use that knowledge to reduce risks
(e.g. mining, banks) or take advantage of market opportunities (e.g. wine, banks), this knowledge
asymmetry may be a potential source of coitipetadvantage, and suggests that it may be worth firms

considering investments in human and organisational capital in relation to biodiversity.

7.2.3 Firm absorptive capacity

From a business theory perspective, at the firm level, knowledge asymmetry betwsehas long

been recognised as a source of competitive advalBageey, 1991; Raphael and Schoemaker, 1993;
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Spender and Grant, 199@&) terms of the RBV, the ability to acquire knowledge, assimilate it, transform

and exploit it for commercial ends iscaapabi | ity referred (Cobmnamds Oabs
Levinthal, 1990; Delmas et al., 2011; Levinthal, 20Bbhsorptive capacity is also an example of a type

of capability referred to as a 6édynaaevotveandpabi | i
sustain competitive advantage in a fpated and dynamic business wdqfTetece et al., 1997; Teece,

2007) It is a capability that can be applied at both the individual and firm levelgtanmolusly, both

are closely linked. Heugen2006) describes a trajectory linking the acquisition of knowledge by
individuals to a process of a firmds environment
showed a progressive development of increasingly sophisticated routines andgptrooasses in the

firm related to biodiversity over time, is an example among the cases. In a detailed empirical study of
environmental management and firmso performance,

to firmsd comfelhdasetaly201llpdvant age

The knowledge transformation processes that are part of absorptive capacity are considered a key
mechani sm for achieving compbtaistidve haodvgntodge.heC
also places knowledge as centralliot e xi st ence of fir ms, sithgest s t
ability of a firm to efficiently access ariategrate individual knowledg®aay be a source of competitive
advantagdSpender and Grant, 1996)ccording to Grant, integration can be achiue firms by a
number of mechanisms including planning routines, sequencing and group detgiog. However,
all such mechani sms are made more efficient depe
knowl edged. Grant dgédonas Ohemmbpheksewt eon of al
a firm, and suggests that the higher the level and the more sophisticated, the greater the efficiency of
knowl edge integration. I't i s al so psolexdndidered t hat

a source of competitive advantage from the perspective of the RBV.

Sever al cases in this study illustrate how b
knowl edged: in both the | arge wine khowledgeaachd t he
awareness of the relevance of biodiversity as an issue (identified by middle management) for the firm,
despite the existence of policies and planning routines. In the case of the small mining firm; middle
management staff suggested that thik of knowledge may have been impeding decisiaking
about resource allocation to effectively manage the issue. In both these cases, a TMT champion for
biodiversity was also lacking, with recognition itself having occurred in middle/operational
managerant. Further, neither the small mining firm nor the large wine firm has experienceddalge
6stakehol der pressure6 on the TMT (viz. threats
social capital risks) as part of their Australian ogeret This is in contrast to the long history of
pressure on large mining firms by environmental NGOs in Australia. In other words, without recent
external stakeholder pressure in relation to biodiversity, the response to which is a TMT role

(Ackermann andeden, 2011)or a TMT champion to share knowledge at that level, biodiversity may
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have remained absent from the o6common knowl edgec

a technical or operational special§pender and Grant, 1996)

7.2.4 Firm routines for strategic planning

Strategic planning is a critical element of knowledge integration, which forms part of organisational
routines for most firm¢gSpender and Grant, 199&Yot surprisingly, as most firms would be expected

to have some kind of refaur strategic planning process, such stratptaoining routines or a related
review or survey process consistently played a role in recognition of biodiversity as an issue by case
study firms. This was the case for all but the small wine firm, whereniaftion about such internal
planning processes was not available. Strategic planning routines can be emergent (reaaih@énd

or planned (regular, as in an annual review or annual customer s(iMeeygjebauer et al., 2036rms

in this study exhiltéd use of both. In both the banking firms, it was customer surveys (planned) that
were involved in initial recognition; in the case of the small bank, this was part of a regular planned
survey process; in the large bank it was a specific, isased sumy as part of an emerging strategic
response. In the large mining firm, a specific strategic review was initiated in response to continuing
stakeholder pressure. In the wine sector, recognition was part of regular operational planning for the
large firm (ganned) and was later integrated into annual risk assessment as corporate knowledge of the
strategic operational risks improved (initially, in relation to climate change). For the small wine firm,
information was lacking about internal planning procedsgst is likely that organic production could

have been initially emergent as it was introduced, and as the required investments increased the issue

could have become integrated into planned strategy.

725Fi rmsd6 capability for stakehol der i

Stakehallers are defined as any groups or individuals who are affected by a firm or who can affect it
(Bryson et al., 2002; Bryson, 20048takeholder management and /or stakeholder integration was a
common feature of recognition in firms studied. Stakeholder gemant means management of
stakeholder relationships by firms, whereas stakeholder integration is more active engagement,
involving development of knowledge networks with stakeholders, explicit cooperation and
participation, and consideration of their neethd demands in decistomaking processg§&harma and
Vredenburg, 1998)While most firms undertake stakeholder management to some extent, stakeholder
integration in particular has been shown to be linked to firms that are environmentally pri&iviive

and Henriques, 2005; RueManzanares et al., 2008; Pldzaeda et al., 2009)The business
6stakehol der Il iteratured, particularly in recent
t he role of st akehol derhidity and envirenmentali pyoactivityoandf i r ms

management (seBable 2:2). The importance of stakeholders in this study (particularly biodiversity
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focused NGOs) relates not grio their role in stakeholder pressure but also to the access they can
provide to knowledge about biodiversity for firms, in some cases through integration.

Scholars have suggested stakeholder integration is a socially complex ardepEident
capabiliy, developed on the basis of investment in consistent actions and organisational culture over
significant periods of timéDierickx and Cool, 1989; Hart, 1995; Sharma and Vredenburg, 1988y
have theorised that c ommi t me mancedbthiroughiprocessés ofma n a g
integration, and that positive mindsets then result in a higher perception of the value and return on
environmental investments. In many cases, stakeholders contributed significantly to the development of
firmso6 r e gipecsitysparscularlythebarge mining firm, when the issue was relatively new
in the 1990s, through providing access to knowledge. Such knowledge provided by stakeholders to firms
is a real resource (often considered as part of social capital), whictiselfcontribute to competitive
advantage and create val(EBerrone et al., 2013)This reinforces the permeable nature of the firm
boundary and the need for broader conceptualisation of firm accounting and refigatirigon and
van der Laan Smith, 2®).

7.2.6 Stakeholder pressure (risk of loss of social capital)

Three casek two mining firms and the large bailshowed evidence of the role of stakeholder pressure

in biodiversity recognition; that isystembofhemsj nfl ue
values, beliefs and definitionsd (Suchman, 1995:
is consistent with previous research on environmental proactivity of firms(kéugillo-Luna et al.,

2008; GonzaleBenito and Gonzél-Benito, 2010). Prior research also shows that larger size makes

a firm more likely to respond to such pressure, and that regulatory pressure (as is the case, for example,
with mining firms and the EPBC Act) is more likely to be attended to than othes of pressure
(GonzalezBenito and GonzaleBenito, 2010)results from this study are consistent with these findings.

In terms of the conceptual framework in this study stakeholder pressure can also be expressed as risk of

social capital loss, with lger firms have more to lose from its withdrawal.

In general, firms would be expected to include environmental NGOs with a declared interest as
stakeholders in their indust(Bryson et al., 2002; Bryson, 2008uch NGOs may also be regarded by
some firmsas a source of environmental expertise, and this was also the case in this study for most
firms. The large mining firm in particular utilised this resource in its early development of approaches
t o biodiversity. I n today 6 save @very greated dpporturtitp tone ct e
communicate their information and views to society at large, effectively increasing both the reach
(Bennett, 2012and t he number of Ostakeholdersé for firr
firms associated withatk of or low environmental performance. This increasing reputational risk is
relevant for both the castudy mining firms and the large bank, who have a dependence on social

licence to operate.
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Throughout the 1970s and 1980s, stakeholder pressure frdbs M@s important for the mining
sector as a whole, in recognition of the importance of environmental management perfdithance
Mining Minerals and Sustainable Development Project, 2008 was the case for the large firm in
this study Firm Threg. An individual within Firm Threewho had knowledge of the impact of
environmental conflict initiated a strategic revi€lihe Mining Minerals and Sustainable Development
Project, 2002) As a consequence of this recognition at the TMT level, investment ofrcesoin
research and strategic development followed in collaboration with stakeholders. This also catalysed
what is now a weltleveloped, sectewide international approach to environmental performance
standards in the mining sector (see AppendB,Evhich are now operationalised globally, including
by both case firms.

For the large bank, whose customers include large mining firms, the recognition of biodiversity
has been more recent, reflecting its indirect role in environmental impacts, and thentaseaken for
the bank, the NGOs and the gener al public-to be
incident with the increasing focus of NGOs on banks as the source of investment in activities with
environmental impacts, suchas mining. F exampl e, t he (MdBkétFdddss20k9%t For
monitors and discusses the environmental and social impacts of the lending practices of Australian

banks, and there are similar organisations that operate glgBatkTrack, 2018)

A review of NGO influencing strategies by van Huijstee and Glasber@®10) found that
influencing strategies of NGOs varied from partnerships and collaboration to more confrontational
O6wi thholdingd or O6activistdé approaches; and that
trend towards collaboration. Froomé®99)suggested that the degree of interdependence influenced
the strategy an NGO might wuse in achieving inflL
or Owithholdingé approaches, while those with h
collaborative or partnership approaches. In the case of the mining industry, the approaches used have
varied and have been both collaborative and activist at different times. In the case of the large firm,
activist approaches were common in the 1970s G&dO s , including in Austra
nevertheless been recognised as an important source of biodiversity expertise since the 1990s. Further,
mining firms in general are now active supporters of NGOs carrying out biodiversity related research
(The Western Australian Biodiversity Science Institute, 2018)terms of the banking sector, research
has shown that trust is an important aspect of customer retéHtorison, 2003; Hurley et al., 2014;
van EsterikPlasmeijer and van Raaij, 201’ However, here has a significant lack of trust by the
community in general of large banks in Austré(&llespie and Hurley, 2013; Hurley et al., 2014; Rose,
2017) an attitude that recently has been reinforced by the findings dfitlaacial Services Royal
Commission (2018)and which might contribute to the approach of NGOs to banks appearing to be

increasingly oOactivistd in natui20l4glf)or exampl e,
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7.2.7 Issue interpretation i risk or opportunity

As part of issue recognition, an issue must be interpreted by the firm; how it is interpreted can influence
the firmés response. | ssue interpretation has &
strategy by firms(Papadakis et al., 1998; Pap&id et al., 1999)including the proactivity of
environment al strategy, which was enhanced wher
(Sanjay and Oliver, 1999; Sharma, 2Q0@)four of the six cases in this study, biodiversity was first

interpet ed as a ri sk, with subsequent awareness of
learning and developmertgble7:1) . The main frameewbakisownd, i wBiueh o6
used in business decisiomaking to categorise strategic issues and simplify complexity and uncertainty

are the Threat/Opportunity (TO) and the Feasibility/Urgency (FU) framewBrkdon and Duncan,

1987; Dutton and Jackson, I®8The TO framework has tended to dominate empirical research and

has al so been O6codi fi e dbuttonand Jacksow 980 Juliabet a8.,i20083a% s p r
Dutton and Jackson 1987, Julian and Ofsinkwa 2008). Interpretation of biodiveysit as a 6r i s k ¢
60threatdé is consistent wi t h how(Denpsey, 8013hreli ng pr
practitioner literaturéF and C Asset Management, 2004; Evison and Knight, 2010; Cambridge Institute

for Sustainability Leadership, 2018Jowever, issue interpretation may be affected by range of factors,
including who is interpreting the issue and their values, skills, knowledge and expéHengens,

2006) the absorptive capacity of a fif@ohen and Levinthal, 1990; Zahra and George, Z00&prova

and Durisin, 2007; Delmas et al., 201d)d its stakeholder integration and/or management capabilities,

as previously discussed. Internal cognitive structural aspects of the firm, including its identity or culture

and strategic framing, may alsdluence issue interpretatig@undy et al., 2013)

For both the mining firms, the nature and context of the issue were relevant to its interpretation as
a riski operations have significant direct impact, and their management is a matter of con{plence
Mining Minerals and Sustainable Development Project, 200B% time differential is relevant in
considering the response of each firthe large mining company identified biodiversity as a risk fifteen
years before the small mining company existedhé context of experiencing conflict with NGOs over
operational mining impacts. Since that time, it has developed a significant response to the issue. For the
small mining company, response was initiated much later by new owners after a benchmargisg exer
(essentially a risk assessment process, as part of a strategic planning routine) identified that it needed to
develop biodiversity related organisational routines to meet current frameworks and standards. As with
the mining firms, for the large windrin biodiversity was identified by operational staff (with
knowledge of biodiversity) as a lofigrm risk to wine production through its association with water
supply and the potential impact of climate change on vines. The responses were therefdt@igso in
operational, consisting of investments in improvements in water management and the development of
waterOmarket knowledge and capabilities, research about appropriate grape varieties, and looking for

vineyards in different locations.
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Banks, in partular, are increasingly being encouraged to consider natural capital risks as part of their
business process@d/eber et al., 2010; Mulder and Koellner, 2011; Weber, 2012; Cambridge Institute

for Sustainability Leadership and United Nations Environmengmro Finance Initiative, 2014;

Mengze and Wei, 2015; Cambridge Institute for Sustainability Leadership,.20a8kver, for the

large bank case firm, biodiversity was identified by midudi@nagement staff as both a risk and a

potential opportunity. Giverhe general lack of knowledge within the bank, research was identified as

the first requirement in order to determine an
perspective on the issue, as itheissuesordboadlygithin t hat
t he bank. This was made possible only by the ©6&c
sufficiently a oO6championé to ensure allocation

development.

The two cases in wbl biodiversity was identified as an opportunity in the first instance were both
cases where the idea was intrinsic to how the firm could create value. In the case of the small wine firm,
biodiversity was an inherent concept embodied in a new mode ofghi@aorganic), which could
provide access to new markets. Its response was an operational one, to progressively invest in knowledge
about how to implement and eventually invest in new infrastructure. In the case of the small bank,
biodiversity was identied as an issue by customers in customer surveys, thus immediately linking it to
possible strategic business opportunities associated with a potential target customer base. Through
stakeholder integration, some initial ideas for potential banking progitbtbiodiversity benefits were

developed and trialled.
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Table 7:1: Firmsdé recognition factors for each <case
BANKING MINING WINE
Firm 27 Large 17 Small 31 Large 47 Small 571 Large 61 Small
Firm Increasing social Awareness of some History of History of Climate change International market dynamics

external pressures on large ban| sections of society abou| environmental environmental conflict | impact on sector and opportunities.

context re. lending impacts. sustainabilityincreasing | conflict in sector. in sector and well increasngly
Sociey; climate change| 1 sufficient to be established recognised.
impacts increasingly |consi der ed environmental
acknowledged by sectg customer group. performance standard:

Recognition | Individual in middle Customerowner surveys Firm strategic review| Sector benchmarking | Long-term Family businessvith younger
management arranged| identified biodiversity as| initiated by TMT following new operational generation interest in
opportunity for TMT an issue initially noticed| leaderwith direct ownership. management O6sustainabil it
individual to be expose( by member of TMT. experience of risk of | New ownership recognition. oversupply resulted in falling
to global biodiversity Integration of financial seeking to be best Corporate prices for bulk wine in 2008
risk for banks (with community bankers with consequences of pod practice in context of | recognition after response of 06r
consequent firm customers facilitated environmental sector emironment partnership with (TMT) was to investigate
commitment to further development of | management and standards. Middle conservation NGO | organic production and seek
international opportunities. conflict. Saw management focus on| initiated by new firm value proposition.
declaration). need/opportunity to | need for environmental operational and

lead in response. performance. middle management.

Firm Middle management | Cooperative business | Firm planning Firm planning routines| Corporate entity Sizelownership (flexibility)

characters recognition modeli 6 s oc i al | routines. Middle management | removed from Market opportunity knowledge

associated (knowledge) and action r e s ponsi bi || Middle management| recognition operations.

with leading to leadership | Firm planning routines. | recognition (knowledge). Middle/ operational

recognition | awareness and Leadership recognition | (knowledge) management

recognition.
Firm planning routines.

Agricultural customer
basei middle
management knowledg
of their risks and links

to knowledge network

(knowledge).
Customers / owners
include conservation
NGOsi practice of
stakeholder integration.

Sector leadership in
response and
subsequent links to
knowledge networks

recogrition re.
climate change and
water (knowledge).
Firm planning
routines.
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Firm 27 Large 17 Small 31 Large 47 Small 571 Large 61 Small

Individual Individual leadership | Individual leadership Individual leadership| Middle management | Middle management| Individual leadership (TMT)

characters (TMT) (TMT) (TMT) leadership (team and | leadership

associated champion) (individual)

with

recognition

Interpretation | Risk/Opportunity Opportunity Risk/Opportunity Risk Risk Opportunity

Response Research and Business strategic Research and Development and Initial response Business development to take
development opportunity to product | development, implementation of firm| operational advantage of opportunity

investment in issue
exploration, and
response development
to align with
international
frameworks, understan
risks and seek
knowledge of
opportunities, including
through stakeholder
integration.

differentiate recognised
I development of
experimental products
and services. Purchase
of conservation land
asset.

including being part
of sector
development of
frameworks and
standards.
Stakeholder
integration to access
knowledge.

As knowledge
increased
progressive
development of firm
policies, strategies
and organisational
routines to ensure
best practice
management.

routines to facilitate
compliance with legal
and sector frameworks

response to climate
change and water
issues.

Progressive
establishment of
operational planning
routines for
certificetion as
market pressure
increasing.

NRM stakeholder
integration to access
local knowledge
(operational)

organic production methods
progressively developed and
implemented allowing firm to
take advantge of international
market opportunities for
organic wine

NRM stakeholder integration
to access local knowledge
(operational)
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728Fi rmso6 initial responses to the 1iss

Regardless of whethéri odi ver sity was identified as a risk

contingent on the context of each firm, although a number of common themes were evident.

First, both the large banking and mining firms invested in research and developntiaily; i
increase firm knowledge. Investment in research and development is positively related with
environmental proactivity; that such investment was possible could have been related to the size of the
organisation and the availability of resourcgs,agonrCorrea, 1998; Sharma and Vredenburg, 1998)
Stakeholder integration was also a key part of this search for knowledge. The large mining firm
developed research partnerships with biodiversity focused NGOs, while the large bank undertook a wide
range ofactivities including working with NGOs, other businesses and local government in relation to

biodiversity projects.

Second, stakeholder integration at the local operational level was also a feature of the response of
both wine firms, where firm staff weeetive in local NRM networks, as a source of knowledge relevant

to their operations (e.g. understanding water markets).

Third, over time, as the interactions with biodiversity became better understood, each firm made
investment in human and organisatiocegitali employing people with technical knowledge and skills
in relation to biodiversity to assist with development and investment in the organisational capital
necessary for successful implementation of strategic approdcl@s example, risk assessnign
policies, planning and management routines, education and awareness raising of staff. The extent and
success of investment in knowledge institutionalisation informs firm judgements and has been suggested

can also be a source of competitive advantageimihe RBV(Schmidt and Keil, 2013)

7.29The influence of size on firmsoé res

Both the small wine firmKirm Six) and the small bank firnirm Ong identified a range of advantages

relevant to biodiversity that was associated with sgiaéli flexibility of the firm to respond, ease of
communication within the firm about biodiversity and why the firm was making a response. Consistent

with this response, all the large firms indicated that size was an issue, as a barrier for middlesmanager
attempting to O6sell 6 the issue within the firm,
7.2.1). In contrast, size has also been suggested as being a positive factor associated with proactive
environmental firmg(GonzalezBenito and GonZézBenito, 2006; 201Q)generally related to the
increased stock of financi al resources (O6muni fi
sl acko6) . In the case of both the mining compan
investmat to ensure compliance with regulations and standards was forthcoming. However, both firms
operate in a commodity market where cost management is imperative to achieve profitability, and once

biodiversity has been institutionalised into organisationaimes, these were closely managed for cost
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with apparently little room for discretionary slack, and further investment was at the discretion of
operational mine managers with responsibility for overall mine production and efficiency, and who
would be weiging up the costs and benefits of all investments in terms of mine production. This
represents a situation in which individual values and attitudes of a mine manager could be critical in

determining investment in biodiversity management or outcomes dtehevel.

Similarly, for the large bank, where TMT support for the issue of biodiversity was forthcoming,
resources were made available internally to research and develop responses to the issue, leading to the
devel opment of t he sed Givedthe conpetitive and ssshsitivednatpre ad ¢ e s
banking markets, it might be expected that the f

to biodiversity issues is perceived to be delivering it comparative advantage.

7.2.10 Summary

In summary, the results of the case studies investigated here indicate that recognition of biodiversity has
been contingent on a number of factors, i ncl udi
characteristics and individual characteristids.fFms & e xt er nal circumstances
presence of external stakeholder pressure (risk to social capital) in the mining sector and its absence in
the wine sector. Instead, international market requirements for environmental certificagi@nmajor

driver in the wine sector, driven by the sector need for international competitiveness. The complexity of

the issue was a barrier to communication and therefore likely to affect recognition; large firms identified

size as an issue exacerbatingmenunication in this context. Knowledge and experience about
biodiversity by individuals was a key factor in recognitiom all sectors to some extent, but more so
where stakeholder pressure was absentintdgtatiomk s anoc
and absorptive capacity were important in growin
a response. The complexity of the biodiversity issue, and reliance on the presence of individuals with
knowledge to draw attention to it withfirms, will continue to pose a significant, ongoing challenge

for communi cation about biodiversity within fir

biodiversity.

73Fi rms6é value chain Iinteractions

The valuechain interaction sumaries for each sectdrigure4-3, Figure5-5 andFigure6-5) have been

further synthesised to facilitate a comparison of firms and sedalpte 7:2 thus provides an overview

of the interactions of biodiversity acras® value chains of each business identifying the core elements
that might be a source of competitive advantage from the perspective of the RBV. The table also needs
to include aspects of the external context (factor and product markets, supply cheativeedf

connections across the firm boundary.



188

The banking sector:

1 In theexternal environment, there is increasing societal interest in the environmental impacts of
bank | ending by both O0r es (Responsible InestmeAssaciatiot ut i on ;
Australasia, 2019)and NGOs (e.g(BankTrack, 2018and therefore stakeholder pressure is an
increasing driver. There are international frameworks relating to lending practices and
environmental impacts, to which the large bank is a signéog. the Equator Principlégquator
Principles Association, 20138nd which NGOs monitor. In a similar way to mining firms, this social
pressure leaves the banks open to a risk of loss of social capital, which can potentially result in
financial loss if customers withdraw their deposits. This would presently only kiffelgt those
customers with weltleveloped environmental values. However, studies have also shown that bank
switching usually occurs for reasons of life situation and practicality (e.g. marital status, change of
location) or dissatisfaction fees/charg®ilcher, 2015yather than the lending behaviour of the
bank.

1 Customers and investors are the kegourcethat provides financial capital to the banks to lend to
other customers. Biodiversity is a source of both risk and opportunity, and also the gt s,
for some of those bank customers and investors. The risks of customers can affect bank returns on
investment, and customer opportunities, created through understanding and managing risk (e.g. a
market opportunity related to environmentally céxtif produce), can be a source of additional
revenue for the bank. This is the case for all risks, but includes natural capital risks of rural and
corporate customers for the large bank.

1 As afinancial risk assessment process is a firrapecificcapability that is hard to imitate and that
could create economic rent and competitive advanggmey, 1986; Dierickx and Cool, 1989;
Barney, 1991, Peteraf, 1993)he small bank, in targeting customers with environmental values, is
seeking a growth path, largebased on the conservation land asset, which is the centrepiece of
promotion to this market. The land bank is a unique resource, one which is hard to replicate, and
therefore a potential source of economic rent and competitive advdB@gey, 1986; Diedkx
and Cool, 1989; Barney, 1991; Peteraf, 1993)

1 For the large bank, external stakeholder pressure nevertheless serves to reinbpeatisnal
activities and developingapabilitiesin creditrisk assessment for natural capital in relation to large
corporate projects with biodiversity impacts. For tbperations of the small bank, the
environmental values of the customers and investors provide an opportunity to target additional
customers and also trial environmentally focused products and servigendomte additional
revenue streams. As previously discussed, this involves development -gpéaiiic capabilities
not easily imitated (large bank) and a unique resource and development of innovative products that
might both create economic rent andnpetitive advantagéBarney, 1986; Dierickx and Cool,

1989; Barney, 1991; Peteraf, 1993)



Table 7:2: Overview of interactions with biodiversity across the value chain for each sector

Value External context / factor market Fi rms® r es o\ Business activities Supply chain Outputs External context / product
chain market
RBV Strategic resources Strategic resources Core capabilities Risks to resources
component and corecapabilities
Banking Trust is an important resource for | Customergfinancial Customer credit risk | Customer risks and | Product: Loans and Competitivei low margins.
banksi but currently low levels of | capital). assessmeritcustomer | opportunities. investments. Increasing NGO focus on
trust in banks in Australia. Investors (financial natural capital risks Integration with Banking services environmental impacts of
capital). and opportuities. customers required | (including socal and business lending.
Highly regulated sector but not with| Trust / reputatiori i.e. Customer attraction | to take advantage. | environmental Some investors consider
respect to environment. access to customers and | (marketing) and responsibility). environmentalmpacts of
Factor market (access to customerg investors (social capital) | management. Non-product: lending.
competitive. Business strategieare Stakeholder Philanthropy and impact
customer and cost focuse| management. investing in social and
Financial management environmental outcomeg
Mining Access to capital dependent on Access to land (natural Environmental Local suppliers and | Product: Ore and Competitivel low margins.
environmental performance (bankin{ capital). management. serviced social minerals. Dynamic- fluctuates with
institutional frameworks). Access to financial capitall Environmental impact | capital investments | Non-product: global economy
Broad stakeholder/regulator pressul for mining infrastructure | assessment and proje( necessary. Economic benefits e.g. | B to Bi lack of consumer
re management of impacts. (financial capital). management. mining royalties, taxes. | pressure for environmental
Comprehensive sector environment| Social capital to ensure | Stakeholder Local socieeconomic performance.
management frameworks. future access to financial | managemerit local, benefitsi employment;
Factormarket competitivé access to| capital and natad capital. | national, international. local economic
land/minerals for mining increasingly Business strategiesre Operational efficiency multipliers.
limited. cost focused. to reduce costs. Philanthropy and
local/regional investing
in ervironment.
Wine Australian wine sector push to Land, soil, vine genetic | Viticulture. Quality of contract Product: Wine Competitivel low margins in
increase product quality including | material, water (natural Marketing. grape and bulk wine Australia. Australian

meeting international market
requirements for environmental
certification (global oversupply of
bulk wine).

Factor market competitivieaccess to
land and water increasingly
challenging’ impacts of climate
change.

capital).
Financialcapital
(operations, marketing,
land investments).

Product/brand reputation

(organisational capital).
Business strategieare
cost and product/brand
focused.

Market knowledge/
opportunities.
Operational efficiency
to reducecosts.
Financial management

suppliers is key to
meet standards.
Investments in
supplier capabilities.

Non-product:

Local/regional
environmental and socig
investments.

consumers are price driven
lack of consumer pressure for
environmental performance in
local market.

International market
opportunities for quality wine
with environmental
certification. (70% of
Australian wine for
international market
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Both firms attended to the environmental credentials of firms in thgiply chain as they also
formed a risk to reputation (social capital). This has required investment in internal processes and
capabilities, which are firrspecific capabilities not transferable, and which may form a source of
economic rent and competitive advantéBarney, 1986; Dierickx and Cool, 1989; Barney, 1991;
Peteraf, 1993)

Non-product outputs (philanthropy and community investment) of both firms includes
biodiversity objectives such as habitastoration projects of communities. Similar to mining, the
wide range of outputs, investing in a wide range of stakeholders are investments in social capital.
To the extent that they influence customers to make deposits and use bank services, they may be a
source of economic rent and competitive advan{@geney, 198; Dierickx and Cool, 1989;
Barney, 1991; Peteraf, 1993)

The mining sector:

1

In the external environment, as a result of a history of environmental conflict and wider society
concern about mining impacts, strong legal and sector institutional framewouksldriodiversity

and environmental management now exist in Australia and globally. In terms of markets, the factor
market for access to land and capital in Australia is increasingly competitive as the mining sector
matures and exploration costs incre&eputation effectively improves access tofdaor market

for land and capital and thus could confer competitive advantage on(Bamnsey, 1986; Dierickx

and Cool, 1989; Barney, 1991; Peteraf, 1998 ore and minerals are commodities, product
marketsare competitive and dynamic, often cyclical, making cost competitiveness and efficiency
important shorterm strategic considerations in mining operations, including environmental risk
and impact assessment and management. In the product market, coenpétitintage arises from
economies of scale and mining operationsd in
commodities, there is currently no customer source of product market pressure for environmental
management.

Access to the keyesourceof ore/minerals for both firms causes major unavoidable direct impact

on biodiversity, which is the subject of regulation and sector guidance-ctopliance or
perceived lack of performance in managing biodiversity impacts carries significant legal risks
(including financial consequences) and also major reputation (social capital) risks for firms with
NGOs, governments and communities. Access to land and development of mine operations requires
extensive permits and approvals from up to three levels of govetnbamk creditisk assessments
take environment al compliance into account, an
funds) also closely attend to. Reputation damage caused by impacts on biodiversity (or loss of flow
of social capital) coultherefore affect future access by firms to both land and céBuatilier and
Thomson, 2011; Prno and Scott Slocombe, 2012; Moffat and Zhang, B¥pltation (or social

capital) is a valuable intangible asset that is not transferable and is a rethatircan create

N
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economic rent and competitive advantéBarney, 1986; Dierickx and Cool, 1989; Barney, 1991;
Peteraf, 1993)

Environmental assessment and management capabilitiés operations are well developed in

both firms, particularly the large onehigh has a longer history of operation. Effectiveness in
environmental assessment and management meets both the need to manage reputation and minimise
costs. Delays caused by environmental assessment issues and/or conflicts can cause major financial
impact in terms of affecting project feasibility and return on investment. Environmental risk
assessment can be complex for large operations and its efficiency and effectiveness may be hard to
imitate. To the extent that this reduces firm financial risks ant$,dbsan create economic rent and
competitive advantag@arney, 1986; Dierickx and Cool, 1989; Barney, 1991; Peteraf, 1993)
Management aftakeholder relations (social capital) is also a keyperational capability of both

firms, and in Australia primarily operates in relation to biodiversity. The mining sector as a whole
plays an important role in the Australian economy, and mining operations also play important roles

in local economies and communities, meaninghldotns make local environmental and social
investments. Stakeholder relationship management for mining firms is complex and hard to imitate
and likely to be a source of economic rent and competitive advantage (Barney 1986, 1991, Dierickx
and Coo] 1989; Peteraf 1993).

Both firms makesupply chaininvestments in local communities to develop and improve supplier
and service provideros capabilities (includin
workers. Where they operate overseas, both firmsdake6 sust ai nabl e devel opm
mine development. Relationships with local communities are a unique social capital resource for
mining firms, which could generate economic rent and competitive advantage (Barney 1986, 1991,
Dierickx and Cool 198%eteraf 1993).

Outputs include not only ore and minerals but alsmn-product outputs and public benefits of

mining royalties and taxes and environmental investments that firms make in local, regional and
national contexts. For example, the large firm gigen environmental awareness, outcomes and
technology (related to protection and restoration/ rehabilitation of biodiversity) at international,
national and local levels. The wide range of4poaduct outputs to a wide range of stakeholders is

part of réationship management (investments in social capital). As above, this is complex and hard

to imitate, and therefore a potential source of economic rent and competitive advantage (Barney
1986, 1991, Dierickx and Cool 1989, Peteraf 1993).

The wine sector:

1

In the external context the factor market for land suitable for viticulture is becoming more
competitive as the impacts of climate change develop, and similarly water supply is increasingly
competitive and costly. As a result, the wine sector instituti@ve invested heavily in research

and development focused on improving sector water and chchatgye management capabilities,
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and in documenting, recording and monitoring vine biodiversity. Both firms also invested in
research and development at diffégrecales, which may be evidence of accumulation of resources

over time and firm competitive advantad@erickx and Cool, 1989; Walls et al., 2011)

Both firms depend directly on biodiversity asegsourcei a direct input to production of wirie

land with quality aspects of healthy and biodiverse soil, vines with quality aspects of genetic
diversity and suitability for both environment and market conditions, reliance on water supply (an
ecosystem service that requires a healthy and biodiverse landscapeegibnal scale), and
appropriate management of pests and diseases (an ecosystem service affected by management of
the local landscape). The latter is particularly the case for the small firm, which uses predominantly
organic production methods (i.e. nse of artificial fertilisers, herbicides or pesticides). In terms of

the RBV, O6équalityd can confer a price premium,
(Barney, 1986; Dierickx and Cool, 1989; Barney, 1991; Peteraf, 18f8yever, it is not clar

whether Australian wine consumers will pay a price premium for sustainably or organically
produced winéLewis and Zalan, 2014)

In firm operations, viticulture capabilities and the management of the soil/site/land/vine
integration {erroir), which of @urse includes managing aspects of biodiversity, are critical to wine
guality (and by extension brand value), and this also applies to firm contract suppliers of grapes and
wine, with both firms investing in the capabilities of theipply chain Theterroir is a unique firm
resource (6rared and o6inimitabled in terms of t
it can provide a price premium and create economic rent and competitive adyBaragy, 1986;

Dierickx and Cool, 1989; Barne$991; Peteraf, 1993)

Both firms are large exporters to internatiormadrkets where environmental certification, which
includes a requirement for biodiversity management, is increasingly a necessity for access. Within
the wine sector strategic pléfustralian Grape and Wine Authority, 201%nproved management

of natural resources and the environment are objectives in the context of the goal to improve its
international competitiveness and international market access. Both firms have environmental
certification and therefore operational organisational capital investments relating to biodiversity.
Environment al certification of wine in intern;
potential source of economic rent and competitive advarfayaey, 1986; 1991; Peteraf, 1993;

Atkin et al., 2012) In contrast, in thalomestic market studies have shown Australian wine
consumers remain predominantly pribgven rather than quality driveglhewis and Zalan, 2014)

meaning that the driver of attentitmbiodiversity for both firms at this stage remains international
market access.

Outputs include not only wine but also ngaroduct outputs at the local level, as both firms invest
locally in regional natural resource management stakeholders and netagrassource of

operationally relevant knowledge (social capital). Both knowledge and reputation are the result of
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human resources and capabilities, which may be unique and hard to imitate and thus can create
economic rent and competitive advantage (Bari®g6, 1991, Grantl996, Boyd et a) 2010,
Schmidt and Kejl2013).

A number of themes emerge from the above overview. First, in all cases, biodiversity is or may be a
strategic resource or interact wirdtdgicihtheconde®t st r at
of the RBV is one that is essential to value creation for business and may be a source of competitive
advantage; that is, it is Ovalwuabled (i.e. explo
uniqgue orhardtoace s s), and O isnuibnsittiatbulteabb loer6 &ntohner e are n
valuable resources that are themselves either not rare or imitable). Together these are referred to as
VRIN characteristics (Wernerfelt984, Barney1986, 1991, Barnegt al, 2011). However, it needs to

be remembered that not all firmsd resources are
relation to firmsdéd performance (Warren, 2003) i
it is not suggested that all interactions of biodiversity with firm resources necessarily impact on
competitive advantageit depends on assessment of the materiality. The argument here is that without

knowledge of the interactions, such an assessment is nablpossi

Second, capabilities associated with response to biodiversity by firms may also be a source of
economic rent and thus contribute to sustainable competitive advantage. Prahalad antl$&0hel
refer to 6écored capabi l iiveadeastagdand thoge thatnase diffiaultnte nt a |
imitate, increase market access and contribute significantly to the product or customer benefit, in a
similar way to the VRIN characteristics of resources. In terms of the wine firms, viticulture capability
isa determinant of wine 6qualitydéd, would be diffi
benefit. It would particularly apply to the organic and srsadle production methods of the small wine
firm, and less so the large conventionalduction of the larger brands, which are part of the large firm.

For the banking firms, creditsk assessment for natural capital would be a core competence for rural

and corporate clients of the large bank but not for other clients (with materialitydilegpem the

proportion of their clients with these types of risks), and of limited relevance to the small retail bank.
However, mar keting to attract cust omer s wi t h er
capability for the small bank, given thhts its stated target market. For the mining firms, environmental
assessment and management capability is undoubtedly of critical importance to reputation and future

market access and resources.

Third, through looking at the interaction firm resourcescapmhbilities with biodiversity, the study
also illustrates the importance of social capital in general to firms as an integral resource for
consideration in firmsé strategies, and one of
biodiversity Social capital is the resource created by relations between people and organisations
(Coleman, 1988)While it has more often used in the context of society more broadly, it has also been

used in the business context, both within fiffisai and Ghoshal,998)and between firmgoka and
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Prescott, 2002)associated with the exchange of information, knowledge and organisational capital.
However, it is not often regarded as an asset w
associated needionvest in 6fl owé. However, given the i mp
this study, framing it as a conventional asset seems appropriate. This approach is also recommended by
the recently released social and human capital pro{S8caial andHuman Capital Coalition, 2018

a means of engaging business with its importance and the need to invest in it.

In recent years, particularly in relation to mining but increasingly for other sectors, use of the term
6soci al | i cence dtodeswilpeaistate o @pproval Borsa fireindHe coemunity in
which it operategBoutilier and Thomson, 2011; Prno and Scott Slocombe, 20L%) a term that
impliesashost er m perspecti-vef daappt omoalt, 6bnlangternmt r a st
i nvest ment in relationship O6assetsd. I n this st
through highlighting the impact of social value of biodiversity on the strategic resources of mining firms,
and which over time may havertabuted to the current stringent institutional framework of regulation
and industry environmental practice standards in Australia. This study has also highlighted the strategic
importance of relationships with the community to banks (which might bedegyais consisting only
of customers and potential customers) by providing the opportunity to notice their response to a
particular type of customérthose with natural capital risks and opportunities, in the case of the large
bank, and those with envirommtal values, in the case of the small bank. Both thestadg banking
firms recognised this to some degree as they have strategies that articulate the customer as the focus and
routinely survey customer views, values and satisfaction as part of i routines. The mining
industry has also carried out national (Moffat veys o
et al., 2017)

In summary, the issue of biodiversity has some potential to influence the competitive advantage of
each firm through interacting with other firm strategic resources and core capabilities. Whether it does
or not will depend on the extent and the consegueatériality in terms of value. The results of research
guestion two also highlighted the key role of knowledge in recognition of biodiversity as a strategic
issue. In this context, it demonstrates that lack of knowledge can be seen to have potentidilingplic
for business strategy, and ultimately firmsé per
of interactions with biodiversity, both directly or indirectly through other resources, and their
materiality, anyf i r im@ssments in relatiorotbiodiversity or natural capital are likely to remain

operationally focused.

7.4 An integrated framework for understanding business
strategy

At the commencement of this study (Chapter 3.4) a conceptual framework was developed to provide the

analytical basisdr understanding interactions of business value chains with biodiversity, inclusive of
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all resources and capabilities, activities and outputs of a firm. The results of the cases in each sector
have been further used to populate a generalised frameworkrrefed t o as an o6l nteg
Strategy Frameworkdé for each sector typlkguei ncl us
7-2, Figure7-3andFigure7-4. Table7:3 summarises the current biodiversity approach of each firm and

its relationship to firm business strategy.

Different colours havagainbeen used in the figures to identify different types of capital: green
highlights biodiversity onatural capital, blue highlights financial, organisational or human capital and
pink highlights social capital. The purpose of the colours is to highlight the potential stocks and flows
of strategic resources, across the value chain, along with the si@nopportunities and drivers for

each firm or sectoindividually, and in comparisomg each other.

The integrated framework provides a useful tool to view not only the interactions the value chain
with biodiversity, but to also to view firms in theiverall societal and market contexts, thus presenting
a holistic view of the resources of each firm and illuminating the strategic context for its operations, and
the associated risks and awipms @& ulmui #offsabels sectoh F a & e m:

will be discussed in turn.



Table 7:3: Current approaches by firms to biodiversity and relationship to business strategy drivers
‘ Firm 2

‘ Large bank

Firm 1
Small bank

‘ Firm 3

Large mining

Firm 4

Small mining

Firm 5

Large wine

Firm 6

Small wine

Business strategy
focus

Customers
Respected
Customer advocates

CustomersBanking
services for
responsible
customers.

Minimising Costs
and Operational
Excellence.

Minimising Costs
and Social Benefits
of Products

Markets i Wine and
brand quality

Markets i Wine and
brand quality

Current approach
to biodiversity

Helping customers to
manage natural
capital risks and
identify
opportunities.

Sector and business
leadership in natural
capital approach.

Providing
environmental
responsibility service
for customers who
value that service

Part of operational
excellence strategy
(compliance plusj
fully integrated into
strategy and
operations. Seeking
to deliver biodiersity
management as
efficiently and
effectively as
possiblei includes
working with
regulators.

EPBC operational
compliance. Working
towar ds 0 ¢
pl usd but
extent of investment
required.

Managing strategic
6agricul tuy
Biodiversty included
in operational
Environmental
Management Systen
to meet certification
requirements.

Biodiversity
considerations part o
organic certification
requirements.

Relationship to
business strategy
drivers

Contributes to
financial
performance.
Reduction in risk
reduces bank risk an
working with
customers on
sustainability
investments is a
business opportunity
i to create revenue
and return on
investments.

Integrated into
responsible banking
business strategy
biodiversity
offseting is a
customer service.

Operational
excellence is requireq
to both maintain
stakeholder approval
and minimise costs.

Business strategy to
produce at minimum
cost within
environmental
compliance to
maintain stakeholder
approval.

Profitability related to
quality of wine,
branding and access
to international
markets, facilitated
by use of EMS.

Soil biodiversity and
vine genetics critical
to wine quality and
therefore branding.

Profitability related tg
guality of wine,
branding and access
to internaional
markets. Biodiversity
considerations are ar
intrinsic part of
certification for
organic production.
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7.4.1 Banking and social capital i customer risks and opportunities

The framework analysis for banking firnfBigure 7-2) shows a value chain also dominated by social
capital (pink) and financial capital (blue), not surprising for an industry where customers are a critical
resource, and financial transactions are the main purpose of the buBaided:3 also illustrates the
focus on customers and how their relationships with biodiversity are important to the banks.

60Outsided the firm, t he banki ergorehightytregulated, s ec o
with prominent institutions and industry nor ms
(customers and investors who make deposits), banking is competitive, particularly for the large firm.

The product market for loarsd other financial services is also competitive, and because the margins

on individual products are low, efficiency and cost management are also important drivers.

0l nsided the firm, it can be seen tthawbanksi t i s
interact with biodiversity /natural capital (green). Unsurprisingly, the majority of activities relate to
financial (blue) and social capital (pink) management; however, the additional investment in operational
aspects relating to biodiversitgtomes visible (green). For both banks, there is an opportunity to attract
customers with environmental values, although only the small firm currently has this as a specific
objective. The key knowledge for banks is the materiality of the risks (i.e. msimbeustomers) in the
context of firm return on investment. The | arge
over 70% were experiencing natural capital risks in 2015, may thus have been key in influencing

investment in capability developmadntthis area since.

Another important feature of the banking framework is the importance of investment in human
capital for both banks, both generally and in relation to biodiversity specificatff knowledge and
training in relation to natural resaes risk assessment and support of environmental volunteering by
staff are examples. Also notable is investment
its early response to biodiversity, which was a way of increasing their understahdimgissue, its
importance to customers and communities and their opportunities for both risk management and returns.
As was the case for mining, an important question for firms to ask is how much organisational resources
(capital) to allocate to undersiding biodiversity or natural capital. In the case of the large bank, its
progressive approach to gathering knowledge was intended to facilitate progressive allocation of
resources based on an increasing knowledge base. However, this approach alsoaetpgred of

support and TMT leadership, which it was fortuitous in having.

In terms of wvalwue creation, t he small bank foc
including with respect to biodiversity, which also provided the flexibilityalsn apply to customers
interested in social responsibility. I n compar.i

natural capital risk as a business focus (blue), whereas it is now working towards developing a market
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focus by actively workingvith its customers to develop sustainable agricultural products and increase
their access to markets (green) (and thereby sell loans).

7.4.2 Mining T complex, interacting strategic resources

The framework for miningFigure7-3) illustrates the importance of the thweay interaction of natural
capital (green), financial capital (blue) and social capital (pink) in combination, aselongtrategy
drivers for mining firmsand al | of which exi sTableG@:®alsb ghlglesd t h e
the importance of two strategic business drivers: minimising costs and maintairingherental

performance to maintain stocks of social capital.

60Outsided the firm, the sector is economicall
institutions and frameworks (social, institutional and industry norms); has a factor maiketdes to
prospective land that is increasingly competitive, expensive and regulated; and has a product market

that is dynamic, competitive and that drives a need for stringeneffms¢ncy.

6l nsidebd the firm, t he i mmelatingttaal thee noain typemaf e st me
capitali natural, financial and soci@dli s al so evi dent in the wvalue <ch
environmental capabilities and performance (natural capital investments) can affect future income from
existing mning projects (via impact on project NPV) (financial capital) and can also affect social capital

which in turn can impact future access to resources, both financial and natural.

The particular importance of social capital (pink) investments is demabstraits being visible
right through the mining value chain. Resources are allocated to activities that manage social
relationships and provide benefits and outcomes to communities and stakehold@®dduah outputs
and outcomes), although they are fmomsumers in a direct market sense. This is consistent, as has been
previously discussed, with the identification o

critical to mining(Rodrigues and Mendes, 2018)

Inside the firm, it can also been that dayo-day issues of cost and efficiency are reflected in
firmsé investments in technical capabilities an
driven by the commodity product market, and which are the main source of valuencréatian
probably be stated that both firms studied have reached a level of environmental management capability
acceptable to society; that is, are compliant with legislation and social licence. This is the case for most
mining firms; however, some schadaare beginning to sense complacency and are exploring the need
for a Gl obal M i(Trost et @., 2D1T ot thedarge firne thisiakso neéns being efficient
and experimenting with economies of scale in environmental management appraachels as
proactively working with regulators seeking to
actively address cumulative regional impa@sultilier and Black, 2013; Moran and Brereton, 2013;

Porter et al., 2013)n contrast,thesmallfm i s as yet focused on being 0«

commenting that seni or management were uncertai
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management. This perhaps reflects the earlier stage of environmental development of the firm and in
paricular a lack of TMT knowledge about the issue.

A lack of knowledge about an issue and how it interacts with a firm is a continuing challenge for
firms in general, but-f paabhccal arl gsuasresebahi ana
suggested that judgements about how much resources should be allocated to particular activities depend
on knowledge and that effective judgements and efficiency of institutionalisation of knowledge into
firm processes can affect economic rent and competitivantagé€Schmidt and Keil, 2013)rhus, for
mining firms, considerations might include achieving an appropriate balance between allocating
resources to ensure minimising costs, minimising environmental impacts, maximising social capital,
and making appmr i at e i nvestments in organisational capi
those goals. This would involve complex business judgements and access to environmental, social and
economic knowledge and experience. The integrated strategy framenatrles those factors to be

identified explicitly and considered.

7.4.3 The wine industry i biodiversity as a strategic resource

The framework for wineKigure7-4) clearly highlights the importance of natural capital (green in wine
firmsé value chains), not surprising for a pri ma
input.

Table7:3 andFigure7-4 clearly demonstrate the importance of the product market (international) as an

0 o u t sratatjie drivesdf environmental standards and possibly improved biodiversity management

by firms, despite the |l ack of consumer pressur e
productiond. Land and soi |l bhilittesldarethe basis ofwnequaliyour c e
and individuality and therefore key to achieving price premium for wine and environmental certification

is necessary as a signal of quality and to access to international markets. This is consistent with current
views of origins of certificationi collective action resulting where all producers can access economic
benefits of certification and conversely where poor performance of a competitor can have a negative
effect(Auld, 2014) However, for the large firm with nftiple brands, this illustrates a key challerige

as a capital intensive and competitive industry
consideration. As a result, at the corporate level there may still be a perception that value witati

be achieved by <cost mi ni mi sati on, unl ess the fu

understood at Board level as well as at the operational level.

In terms of the domestic market, the question of consumer knowledge of wine anghesk to
pay for déqualitydé is one reflected in the fact
education. However, this is as yet to manifest itself more broadly in the market. Given the sector
reputational benefit that might result fraaonsumers who were better educated about wine quality and

the value of wine, this raises the question whether Wine Australia might assist the industry as a whole
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by investing in consumer education, and including the sector environmental managemersticertific

that is, to foster market pressure in the domestic market for certifi¢atde, 2014)

In conclusion, it is not surprising that the wine business is recognised as challeogimg om and
bustdé cycles in highly ciotempiwe tpriodudtionepotgntiathybsaribus ma r k e
implications of climate change, a relationship between product quality and natural capital which would
appear to encourage maintenance of the asset, but a domestic consumer that is still more responsive to
price than quality. In these circumstances decision making about allocation of resources to firm activities
is undoubtedly complex, but the interactions and tadtie which may be required can at least be

identified and considered.



Figure 7-2: Integrated strategy framework i banking firms
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Figure 7-3: Integrated strategy framework 1 mining firms
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Figure 7-4: Integrated strategy framework i wine firms





















































































































































































































































































































































































































