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ABSTRACT
The world community convened in Rio de Janeiro in June 2012 for the third UN Conference
on Sustainable Development. We are, however, increasingly facing major persistent threats,
which despite being known for a few decades are still far from being solved – or are even still
increasing. On the individual business level, this has four major implications: increased
social pressures; possible reputational damage; exposure to resource wars; and front-running
competitors adjusting their value chain strategies. In supply chain governance this leads to
four main types of strategies: do it yourself; join forces; the 5C-approach and harmonising.
The key question is: is this sufficient? Imagine 2022 – where will we be 10 years after Rio
2012? Is a rapid and structural transition to a circular and fair global economy possible, using
this path of self-governance for products traded in the global economic arena? This will
strongly depend on four key factors: rapid growth of consumer demand; ‘all-inclusiveness’ of
these supply chain governance approaches; successful uplifting production practices of all
suppliers; and addressing the major issues of unsustainability. Here we see various serious
weaknesses, like the lack of third-order evaluation and biases causing some of the more
recent issues to be overlooked and less visible supply chains. The challenge is to develop a
form of ‘meta’-governance, including new approaches by governments, combining public
policy strategies with the demonstrated virtues of self-governance. Copyright © 2013 John
Wiley & Sons, Ltd and ERP Environment
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Introduction

IN THE SUMMER OF 2012 THE WORLD COMMUNITY AGAIN CONVENED IN RIO DE JANEIRO FOR THE THIRD UN CONFERENCE ON

Sustainable Development. One of the major issues was the transition to a circular and fair global economy.
During the first two events in 1992 and 2002 the final document included a statement about unsustainable
patterns of production and consumption, stating that ‘the major cause of the continued deterioration of the global

environment is the unsustainable pattern of consumption and production, particularly in industrialised countries, which
is a matter of grave concern, aggravating poverty and imbalances’ (UNCED, 1992, p. 18). Since the ink of this quote
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dried, the world economy has been through various phases of accelerating growth and trade. Despite the current
crisis and some ups and downs in national growth rates, this is still the overall picture. The process of outsourcing
and transferring manufacturing from the Western world to cheap labour and ‘pollution haven’ countries has
restructured our national economies, as well as the global distribution of production. Basic production in Europe de-
creased, while trade flows between Europe and North America and developing countries have grown between 1980
and 2010 by 500 to 600%, with global trade in this period growing from $2.3 trillion to $15.4 trillion (plus 650%).
Trade with Asia has especially boomed in this period (see Figure 1). As just one example; global trade in cotton grew
in this period of three decades by a factor of nine in $ volume and a factor of 1.8 in weight volume (WTO ITS, 2012
WTO ITS).

Meanwhile, as a world community, we are increasingly facing major persistent threats, which have already been
known about for a few decades (WCED, 1987), but are still far from being solved or are even still increasing. These are:

- continuing population growth, linked to poverty and food security (Caldwell, 2004; UNDESA, 2004; UN Population
Division, 2010; FAO, 2011);

- this globally further pushes urban sprawl and growth of unhealthy megacities (UNEP, 2011);
- an increasing volume of human consumption, which is enabled by still very inefficient modes of production and
(also as a result of the first two threats) accelerating depletion of crucial mineral and water resources (Fischer-Kowalski
and Swilling, 2011);

- and as an essential part of that, the carbon-based energy system which results in climate change and its additional
ecological and social impacts (IEA, 2010).

These are just a part of a far wider scope of effects on our global ecosystems and biodiversity losses (UN Millen-
nium Ecosystem Assessment, 2005).

In the recent United Nations Environment Programme (UNEP) report titled ‘Decoupling Natural Resource Use
and Environmental Impacts from Economic Growth’, the recent dramatic changes in long-term economic trends
are shown. While until the beginning of the 21st century there was a continuous downward trend in commodity
prices on the global market, in the last few years we have seen a strong shift towards rising prices (Fischer-Kowalski
and Swilling, 2011, p. 13).

There is a fairly wide scholarly consensus about the main routes for solutions, including (Escobar, 1996; Hueting
& Reijnders, 1998; Robinson, 2004; Dasgupta, 2010) including:

in $ value
export +319%
import +382% 

in $ value
export +542%
import +477% 

in $ value
export +531%
import +684% 

in $ value
export +480%
import +528% 

in $ value
export +1467%
import +1283% 

JP in $ value
export +490%
import +391% 

% share world total 
export 6% 3%
import 5% 3%

% share world total 
export 5% 4%
import x% x%

% share world total 
export 16% 17%
import 15% 13%

% share world total 
export 44% 37%
import 49% 38%

% share world total 
export 16% 33%
import 17% 31%

JP % share world total 
export 6% 5%
import 7% 4%

Figure 1. Changes in world trade volume 1980–2010. (volume in $ and share in %) (source WTO-ITS)
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• the creation of a circular economy, reducing its dependency on virgin resources;
• shifting from a carbon-based energy system to renewable energy resources;
• addressing poverty with the UN Millennium Goals (UNDP, 2010);
• poverty oriented production approaches, like bottom of the pyramid (BoP) (Schrader et al. 2012), and;
• addressing institutional causes of unsustainability in the globalized economy (UNEP, 2011).

In this context the newly emerging economies, big and small, are importunately demanding their ‘fair’ share of
the Earth’s wealth and resources. The essential question then is: who could bring any solid argument to prevent
them from also living the affluent lifestyle that we in Europe have been practising over the last decades? This implies
maximizing eco-efficiency both here in Europe and everywhere else simultaneously.

What are the Implications of These Global Macro-Trends for Business?

When we move from these global macro-trends down to the level of individual businesses, we can see four
major implications:

1. increased social pressures for sustainable production practices;
2. possible resulting reputational damage;
3. exposure to resource wars, increased sourcing competition, and;
4. frontrunners adjusting their value chain strategies.

Increasing Pressures

Forces in civil society are increasingly – most certainly in western Europe and North America – amplifying
their pressure on international firms. With the internet making connections between civil society groups
everywhere in the world easy and affordable, activists can easily contact each other; incidents of social exploi-
tation and environmental devastation are rapidly shared. Many environmental and development non-
governmental organizations (NGOs) have included fair supply chain practices in their core activity agenda
(see Figure 2). With their limited resources they usually target the largest and most well-known consumer
product firms like Apple and Nike, as well as leading retailers. We see two main strategies on this front: either
adversarial public campaigning or collaborative strategies aiming at implementing sustainable supply chain
management by leading firms.

The first strategy rests on the high willingness of major news media (television, newspapers and new social
media) to promulgate the strong narratives of unfairness in the ‘global village’. For example, in recent years in

Figure 2. Absolute numbers and relative distribution of Dutch NGO strategic activities towards timber, mango and cocoa supply chains
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the Netherlands various television programmes have started to investigate business claims of sustainability or social
responsibility. For a television show it works quite well if it is possible to find any non-conformity with such claims,
and publicly express a verdict if any aspect of these claims seems to be unproven. In a study on such attacks on
Tesco, the supermarket chain in the UK, we illustrated (Muller et al., 2009) that this is a fight that cannot be
won if firms do not try to anticipate such public exposure in advance and try to prevent reputational damage.

The second collaborative strategy of NGOs may offer opportunities to prevent such reputational damage. The
Dutch Association of Investors for Sustainable Development (VBDO) is an example of this: it publishes an annual
benchmark of supply chain management every year but is also active in stakeholder engagement with their target
firms (www.vbdo.nl). I will discuss other examples a little later.

Reputational Damage

Preventing reputational damage may be seen as a form of risk management, evaluating the maximum costs of such
losses in consumer confidence against the chances of being exposed to severe attacks on irresponsible business
behaviour. In the public discourse the concept of producer responsibility easily gets widely stretched to full supply
chain responsibility. The recent debates and activities about the blind eye of the late Steve Jobs to the working
and production conditions at his suppliers for the iPhone and the iPad, like Foxconn in China, illustrate this
(Frost and Burnett, 2007; Kortelainen, 2008). Here one might say that these reputational risks strongly correlate
with the size of the firm and with its closeness to the consumer, affecting those firms in the value chain that have
the shortest links to consumers (Haddock-Fraser and Fraser, 2008). Yet it would not be wise for firms occupying
more remote links in the value chain to ignore such risks, since once their buying brands are under attack, the
damage will trickle down to them as well, as Foxconn is experiencing.

One line of defence here can be the argument that such storms will in the end pass over. This happened after the
Shell/Brent Spar issue and the BP/Gulf of Mexico accident, as well as in many other cases. There is even scientific
research supporting this position, showing that value losses on the stock market tend to evaporate quite fast
(Engelen, 2011).

However, this mostly misses the point and ignores a wider implication of the macro-trends, which I discussed
before. This is that workers, mid-level managers and CEOs of businesses are happy enough to appear to be more
than only ‘cool’ short term profit and risk calculating economic actors. They have appeared to also have flesh, blood
and a heart, and even may have a long-term vision. If a company’s top level aspires in its mission statements to serve
the market with quality products fulfilling genuine consumer and social needs, this core mission just does not
match very well with receiving accusations of child labour, worker suicide, massive pollution of the Yellow River
and so on.

In practice this opens the door for partnering in the second collaborative strategy of NGOs, as mentioned above.
Firms with a developed long-term vision on sustainability do start to make friends and collaborate with the second
group of civil society stakeholders. Civil society in itself exists as a large network of groups, showing a wide spectrum
of greenness (Cleveland et al., 2005; Hopwood et al., 2005). It is in this playing field that firms will find partners
with collaborative strategies (Cheung et al., 2009; Pinkhaar, 2010).

Resource Wars

There is another reason why addressing the global macro-threats merely with risk management misses the point.
Mid-level managers and CEOs do not even need to have flesh, blood and a heart, but they need to use their eyes. Their
sourcing and purchasing departments are their own connection to the macro threats discussed at the beginning of
this paper. As shown, resource prices are rising strongly after decades of downward trends. Exports from Africa to
Asia are strongly growing and exporters in Africa are in the position to shift from traditionally exporting to Europe to
responding to often far more attractive offers from clients in Asia. The traditional resource base of Europe and
North America is under pressure. This has recently also been recognized in the EU 2008 ‘Raw Materials Initiative’
and the EU 2010 ‘Flagship Initiative for a resource efficient Europe’. In Europe one has to be aware that after two cen-
turies of industrial society nearly all its own raw materials have been consumed, the European mines and gas bub-
bles are becoming empty. For European businesses this will imply they are facing higher resource costs, but are also
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losing parts of their supplier base. Firms that are using their eyes and are looking beyond the short-term issues are
motivated to move to more collaborative approaches in their supplier–buyer relations and to participate in new
forms of sustainable supply chain governance, which I will discuss later in more detail.

Frontrunner Strategies

However, the implications at the individual business level shown up to now are in principle still reactive, and defen-
sive, mainly responding to outside pressures and threats. We can also see a fourth implication of these macro-
trends. Businesses that go beyond the standard practices of looking to their first tier of the supply chain are able
to see opportunities matching the triple goals of sustainability: both serving the planet and principles of fairness
and responsibility and also sharing increased profit. Porter and Kramer have recently framed this with the concept
of ‘creating shared value’, going beyond corporate social responsibility (CSR) based on philanthropy (Porter and
Kramer, 2011). This concept combines the already classical claim of ‘pollution prevention pays’, with identifying
opportunities to reorganize the global value chain by surpassing and cutting out rent taking links in the supply
chain. They claim that once a firm acknowledges this potential and opens its eyes to opportunities for shared value
creation, all essential links in the global value chain can get a larger part of a larger pie (Muller et al., 2012; Ras &
Vermeulen, 2012).

What Types of Reactions do we See in Supply Chains?

Let us nowmove from the implications for the working level of the ‘factory floor’ to what is happening at the level of full
supply chains. What kinds of approaches are applied to address the remote environmental and community impacts?

Looking at the scene in the last decade, we can see four main generations of sustainable supply chain governance
strategies (Welford & Frost 2006; Vermeulen & Seuring 2009; Vermeulen, 2010; Driessen et al., 2012, ):

1. do it yourself,
2. join forces and use third parties,
3. the 5Cs approach – crossing sectors to cut costs and create critical mass,
4. Harmonizing to fight the confusion of tongues in Babel.

Do It Yourself

A typical palette of approaches is that of individual firms starting to work into their supply chains, often only
connecting with the first tier, which is already a large enough assignment. Starting from the late 1990s and early
2000s brand owners and retailers started to use one or more of four tools in addressing the sustainability of their
supply chain (Wycherley, 1999; Seuring, 2004; Vermeulen & Ras 2006; Carbone et al., 2012):

• assessments of impacts with supplier questionnaires,
• demanding specific improvements,
• informing suppliers on impacts and improvement options; and
• developing firm-based codes of conduct in their procurement policies.

Thus approved suppliers were selected, while these selected firms often proudly reported these practices in their
CSR reports (Preuss, 2005).

But mapping one’s supplier base means that you have to cope with huge complexities, resulting in the following
uncertainties:

• Do you really get control over your large supplier base of 1000s or 10,000s of interrelations, while also covering
the full sequence of links, far beyond the first-tier approach?

• You may be running from issue to issue if you primarily respond to outside pressures; so, all-inclusiveness is
needed, but how do you ensure you have addressed all impacts and issues?
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These considerations have various drawbacks: very high transaction costs, good supplier relations may be
compromised and it is difficult to deal with the full complexity of sustainable development as an individual firm
(the smaller the firm, the bigger the problem). But it is also problematic when we are looking from the reverse side:
suppliers are overwhelmed with endless requests for supplier surveys, supplier evaluation etc. So, a logical step is to
collaborate, which is our second strategy.

Join Forces and Use Third Parties

Increasingly, businesses collaborate with others in creating and participating in independent private standards, like
the traditional Ecolabels, and more recent certifications like the FSC, Rainforest Alliance, MSC and so on. This grow-
ing number of private standards systems organizes supplier evaluation by developing detailed performance
requirements and by using third-party control. In this way the costs of supplier selection can be externalized,
because inmost cases the suppliers will bear the cost of certification and the auditing costs (Ras & Vermeulen, 2009).

This is a very interesting field of new forms of competition. In many specific product groups we see different pri-
vate standards emerging in different countries and with diverging ambitions. We see Fairtrade and organic stan-
dards compete with mainstream market-based standards, applying different core philosophies and business
models. Using a governance triangle (market–state–civil society) in describing the position of the various initiatives,
Abbott and Snidal have shown that we see a clear shift from initially mainly government initiatives towards market-
based initiatives and more recently market–NGO collaboration (Abbott & Snidal, 2009).

The 5Cs Approach

With the emergence of a large number of specific product certification schemes, a next step has been to create sys-
tems covering a broader scope of products. In this way the experiences of earlier systems, for example product A,
have been copied into new systems for products D, E and F. Some examples of this are GlobalGap and Utz Certified,
both initiated by major players in the retail market. Both have recently shown a very strong growth in the volume of
sustainable certified products sold – up to 50% in the Dutch market. This can be described as a 5Cs approach: cross-
ing sectors to cut costs and create critical mass.

Harmonization

The 5Cs approach was a first step towards harmonizing the various systems. But with systems originating simulta-
neously in various countries, suppliers and buyers are still facing a hugely complicated situation. Harmonization
can be done via three routes: first, by mutual recognition between comparable schemes; second, by integrating var-
ious systems into a general worldwide standard; or third, by procedural harmonization.

Mutual recognition is standing procedure in the global market. Some examples of integrating into a worldwide
standard can be found in the coffee market (with the CCC standard) and in the wine market, where the front-
running New Zealand, Californian and South African standards have been the example for the OIV Guidelines
for Sustainable Vitiviniculture of 2008 (OIV, 2008).

Procedural harmonization can be done in the form of setting a baseline for good governance of standards sys-
tems, like the 2006 ISEAL Codes of Good Practice for standards setting and for assurance, which were revised
in 2010 and for impact assessment (ISEAL Alliance, 2010abc).

Is This Sufficient? Imagine 2022 – 10 Years After Rio 2012 . . .

Let’s now look back at the current global debate. In Rio de Janeiro the world community talked about a circular and
fair global economy. It is fair to say that the business world has taken up the challenge during the last decade. Some
corporations do this by acting in either of the three reactive modes, which we just discussed, while others are aiming
to create shared value by advocating the fourth proactive approach.
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But, is a rapid and structural transition to a circular and fair global economy possible using this road of self-
governance in the global economic arena? For this we need to look at the macro system level (see also Vermeulen,
2010, p. 147): the total impact in a global market for a specific product chain, let’s say clothing for example. The speed
and reach of the adoption of these innovative supply chain governance approaches strongly depends on four key factors:

1. Is rapid growth of consumer demand possible?
2. Are these governance approaches ‘all-inclusive’?
3. Are they successful in lifting up production practices of all suppliers to globally accepted levels of sound pollution

prevention and globally accepted levels of social labour conditions and fair trading practices?
4. Do they address the major issues of unsustainability?

Consumer Demand

The consumer has been very reluctant in most countries in the last two or three decades (Vermeulen, 2002). In
general, we see very small niche markets for sustainable goods. Businesses may use this as an excuse not to enter
into the green market. However, seen from the perspective of green companies many success stories are available,
because even gaining just a 1% market share is already a huge business case for a smaller individual firm.

But, far more then a few ‘one per cents’ are needed. Recently, we have seen some examples of major market
breakthroughs. In the Dutch timber market and the coffee market, rapid diffusion of certified sustainable coffee
to more than 50% market share has been achieved. This is a result of the emergence of competing certification
schemes, some of these closely linked to the main actors on these markets (Kolk, 2012; Vermeulen and Kok, 2012).

But there are still tremendous challenges: a recent Dutch (Bron and van Amstel, 2011) study showed wide aware-
ness of remote impacts such as child labor, low wages and overfishing (80% of the consumers being aware of them,
and 60% condemnatory), but very selective willingness to pay a bit extra (just a few per cent). In another recent
study the Dutch organization for consumer information about sustainable products (Milieucentraal) showed that
the large number of sustainability labels is not very helpful for getting the attention of consumers. The organization
identified over 100 different labels for consumer goods, but only one out of three consumers is able to spontane-
ously mention one or more of these labels! Here one should note that this in itself does not necessarily mean that
products with these labels are not being sold, as I just showed for the case of timber and coffee. People do even buy
sustainable products without knowing it.

Having many products with sustainability labels on the shelves can also still be fruitful for a firm’s reputation,
because they will also communicate their social responsibility practices in customer magazines, on websites and
in annual reports. Yet, as noted already, here firms should be careful: such claims will only survive if one takes
an all-inclusive and well-governed supply chain management approach.

All-inclusiveness

All-inclusive standards are needed for two major reasons:

1. Large market shares of sustainability labels will only be able to create positive supply side community and ecology
impacts if they rest on clearly formulated and strict all-inclusive issue lists. These should simultaneously address
all social and environmental issues acknowledged in the global community. However, the practice is very diverse,
with a large number of narrow single-issue or few-issues standards. Environmental issues require an integrated
approach, preventing a solution for problem X resulting in new problems Y and Z for other aspects or other
places. To give an example, promotion of renewable biomass-based energy should not result in additional
rainforest logging and competition for food in developing countries. The same reasoning is valid in addressing
social issues in the supply chain.

2. For any business, both at the supply side and the demand side, it is a waste of time and money to run frommedia
issue to media issue, like dolphin-free, carbon-neutral, child labour free, rainforest shaded and so on. Each of the
narrow scope standard systems demand their own detailed certification and assurance information, requiring the
organization of internal information management, creating additional participation costs.
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Production Practices

Next, it is essential to ensure effective improvement of remote production practices. Here, the general picture is quite
blurred. We see a strongly growing number of scientific publications on effects in developing countries, some pos-
itive and some negative about the impacts. In most cases these are isolated case studies, missing a systematic anal-
ysis. One needs to distinguish three levels of effectiveness (Vermeulen et al., 2010). Figure 3 illustrates this.

The first-order effects are the rules being followed and producer behaviour being adopted. The second-order effect is
the reduced impact on environmental or social aspects resulting from this behavioural change: energy use is lower,
emissions are lower, wages paid are in line with regulations etc. These should result in improvements in the ambi-
ent conditions: the ecosystem quality and community well-being. The third-order effects would be other (unplanned)
effects. These can be both positive and negative. A positive example is what we found in Paraguay in organic cotton
farming: farmer support training was also attended by non-certified farmers, who also implemented pesticide-free
methods. A negative example could be the inability of many small farmers to get access to certification systems, or if
they are audited and approved they may be unable to find exporters or retailers to buy their sustainable produce, in
some cases even when they are collaborating in producer cooperatives (Nawrocka, 2008; Fayet and Vermeulen,
2012; Illge and Preuss, 2012). In practice the key actors rarely analyse the second- and third-order effects.

This lack of systematic research can well be explained by looking at the limited interests of the core actors in this
market-place of self-regulation. The key issue here is that sustainable supply chain governance with codes of con-
duct and third-party certification to a large part rests on the principle of ‘outsourcing the burden of proof’. The core
players are mainly interested in assuring first-order effects, which is organized in the systems by third-party
auditing. For individual buyers and sellers this serves their needs. The core players either control themselves
(self-assessment) or it is taken care of (‘we are approved by the auditor’!). Additional control on this system of
third-party control and on substantiating the second-order effects would require independent research by a fourth
party. Private certification organizations need to keep their costs low, as they want to be able to be applied by as
many firms as possible at both the supply side and the demand side of the value chain. Independent evaluation
of second- and third-order effects of the full system would increase costs. Certification organizations can simply
show their success by saying: ‘Look at our growing numbers of approved firms/products’.

Figure 3. Evaluating outcomes, effects and impacts of sustainable supply chain goverance systems
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Meanwhile governments stand aside: they love self-regulating initiatives (Vermeulen et al., 2010; Vermeulen and
Kok, 2012). There may be some critical NGOs stepping into this vacuum, but their resources are very limited. We
also see some academic initiative, but here also resources are the limiting factor. Recently a few meta-evaluations
have been published comparing this research work (Alvarez and von Hagen, 2011; von Hagen and Alvarez, 2011;
Alvarez and von Hagen, 2012; von Hagen and Alvarez, 2012; Barry et al. 2012).

What we see here is that the very rationale behind the second and third generation of sustainable supply chain
governance strategies is bouncing back to us: the rationale behind creating these private standard systems was to
reduce the huge complexity for a single firm in assuring sustainability in its full supply chain. Systematic indepen-
dent performance evaluation does not become established because of the same huge fourfold complexity; of the
large supplier base; the sequence of supply chain links, far beyond the first-tier approach; reactive running from
issue to issue; and the all-inclusiveness needed. This also makes systematic research on measuring impacts in
the many different supplier countries and the many different product markets a difficult task.

Up to this point, we have discussed three of the four factors critical for creating impact, linked to the single firm
or joint strategies on the supply side. More consumer support and well-governed, all-inclusive systems for specific
products may create quite an impact, but more is needed.

Major Issues Addressed

Finally, at the system level, the ultimate issue is: does sustainable product certification really address the major
persistent issues of unsustainability? At the beginning I briefly discussed them: population growth, poverty and food
security; urban sprawl and unhealthy megacities; inefficient production and consumption accelerating depletion of
crucial resources; carbon-based energy system and climate change; and ecosystem and biodiversity losses. As the
main routes for solving these problems I referred to: creating a circular economy using few virgin resources; a shift
to renewable resources; the UN Millennium Goals; bottom of the pyramid (BoP); and addressing institutional
causes of unsustainability.

Does it Work? At the Macro Level. . .?

Returning to these macro-threats: would self-regulation with product standards substantially deal with these persis-
tent issues and support the implementation of preferred solutions?

To answer this we first need to look at the limitations of this self-governance approach. At this moment there are
at least three major weaknesses in this approach:

(1) We see a clear bias towards some types of products being addressed, most often those that are close to the main
consumer requirements of food and clothing. Other domains of consumption, possibly taking a far larger share of
the current and future social and environmental impacts of consumption, are not yet addressed or are just at the
starting phase. Examples of these are household electronic equipment, large complex products like cars and various
services, like the internet and telecoms.

(2) Many of the existing supply chain governance systems have a second bias with the tendency to mainly address
the first links in the value chain, being farming or first production steps. Often the next manufacturing step is not
included in the requirements, and modes and distances of transportation are in most cases fully ignored, but are
often essential for determining a product’s carbon footprint (Abbing, 2011).

(3) A third bias is that the certification programmes tend to focus on well-known environmental and social issues,
with those which are new and emerging, such as resource depletion, being overlooked. The transition towards a
resource-lean, fair economy requires individual businesses to re-evaluate their resource base. In practice this
implies that at the input side the procurement function needs to address future resource scarcity and link to markets
of recycled and remanufactured materials. And it implies that at the output side the product design function needs to
emphasize ‘design for sustainability’ strategies, with special attention to choices in the use of material resources.
Redesigning products based on the principles of design for sustainability and of shared value creation will shift
the focus towards re-organizing the supply chain of products and their supply of materials and parts and to
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including issues of energy sources and distances and modes of transportation into the equation. Only with such an
approach can the promises made by Porter and Kramer about all essential value chain partners getting a larger share
of a larger pie possibly be lived up to (Porter and Kramer, 2011).

Governance of sustainability in global supply chains rests strongly on voluntary codes of conduct and certifica-
tion, which are used as instruments of coercion in business-to-business interactions (Driessen et al., 2012). Sup-
pliers, as competing sellers, can hardly choose to ignore these buyers’ wishes. The three major weaknesses just
discussed can be dealt with if the global community of sustainable certification organizations addresses these and
works towards a bottom line of good practice. The global organization ISEAL Alliance is already making steps
towards this direction with their three codes of good practice.

Increasing the overall impacts of this form of self-regulation to the level of rapid and structural transition to a
circular and fair global economy would require that these systems collectively:

• address all major impact product groups;
• are all-inclusive (issues and full chain);
• are well managed, open and transparent, fully monitored governance systems;
• are creating a practice of shared creation of value;
• have firms collaborating in redesigning their products/production processes.

So, in my view, more is needed here; the major weakness of the model of self-governance for sustainability in the
global market is the lack of coordination and evaluation of goal achievement at the macro-system level. The crucial
question then is: who could and would take the initiative on this level? There is a very limited role for governments
here, also for supra-national governmental organizations. Remember that this self-governance actually came about
as a response from front-running civil society actors and market actors in reaction to the regulatory vacuum in global
markets, as briefly explained in the Introduction. Slow procedures and adversarial defence of vested sectoral and
national interests are the problem here.

What Would be the Ways Out of Here?

In answering this we may very well be overlooking the obvious. I may be quite critical about the efforts being made
in the market, but I am also optimistic. Analysing these practices I am pleasantly surprised about one interesting
element of the developments we just evaluated; that is, the element of information exchange.

The fact is that, whichever of the four strategies discussed above (in What Types of Reactions do we See in Supply
Chains?) are being applied, major businesses are interacting with each other concerning their joint environmental
and social impacts at other places than just at their production sites. Many of us would not have believed this to be
possible 20–30 years ago.

This increased business-to-business interaction about externalities is in itself very remarkable and may very well
hold the key to success. It implies that firms increasingly monitor and register their impacts. The first three strate-
gies have a major disadvantage that, by using questionnaires, codes of conduct or certification audits, long lists of
information about externalities are just translated into a simple YES or NO on each issue for procurement or certi-
fication decisions. In this way, creating, storing and exchanging information about social and environmental exter-
nalities does not link to the management cycle of continuous improvement.

In two ways, far better exploitation of the opportunities of information generation and exchange could boost the
practices of sustainable supply chains: first on the firm-to-firm level, second on the system level.

At the firm-to-firm level, the YES or NO connected to a private sustainability standard and its logo is not useful and
reliable for expressing a firm’s or a product’s real level of sustainability. It also does not provide any suggestions on
how to improve. Here we can most probably make a big jump forward!

I am now talking about new work in progress, but the basic idea is that (going beyond simple life cycle assess-
ment) we can use the new information now available because of the emerging business-to-business interaction
about externalities to calculate the real price of a product, which would be the market price, plus the hidden costs
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(www.oiconomy.org). These hidden costs can be established using the principle of costs of prevention of each of the
environmental and social impacts in each of the links of the value chain. This is possible for both environmental and
social impacts. We will be calling them ‘eco and social cost units’ (ESCUs). This approach rests on practices in en-
vironmental sciences and ecological economics, which up to now have mainly been addressing shadow costs, or hid-
den costs on the national scale and on the scale of infrastructure projects. We are sure it can be applied to consumer
goods in the international market as well.

With such full costs accounted for (market price plus hidden costs), the sustainability level of each product can
also be shown, as an averaged sustainability level for each product in its full supply chain:

Sustainable performance level of a product ¼ 1� ESCU= ESCUþmarket priceð Þ½ �:

The higher the hidden costs, the lower the sustainability level would be, with a maximum of 1. For each type
of impact at each supply chain link the costs per unit of product for avoiding a specific negative impact can be
known, using generally available knowledge about additional costs of alternatives for the current polluting or
unethical practices.

What is possible now is to develop a system based on business-to-business enforced certification for an informa-
tion exchange system. In this system each chain partner uploads its performance information per product unit about
all relevant sustainability aspects to a data centre. This data centre applies a default knowledge base to calculate the
ESCUs per aspect, per supply chain link, and aggregates the data into the full supply chain ESCU value. If any firm
claims it has reduced any type of impact, it can demonstrate this by showing the improved technology or production
system, the level of reduction and the prevention costs per unit. It will have lower ESCUs and thus a better sustainable
performance level for the product. In this way the database is also a learning system collecting average costs of im-
provement technologies and options. The buyer can demand improvement or a fixed minimum performance level.

Participants are shown the ESCU per aspect and per link and also the possible prevention options not yet applied,
with their impact on the total ESCUs. In this way it serves as a double learning system: first, showing the participat-
ing firms improvement options and secondly the system itself would be a learning system, annually adjusting the
ESCU scores and the included improvement options. Such bi-directional information exchange would enable the
creation of shared value.

At the system level we also see possibilities to create a performance assessment system that would enable contin-
uous learning. Here we need to measure the impact of certification systems. Ideally an all-inclusive standard,
addressing the relevant links in the chain, should be implemented with clear rules and regular independent
compliance control. This would create a maximum impact, depending on the market share achieved by the value
chain partners.

So, the performance of a certification system would equal the market share multiplied by its quality (which would
be the product of ‘scope’, ‘precision’ and ´control intensity’). We have done some initial analysis on this, comparing
the sequence of regularly adjusted certification requirements of the two most dominant certifications for sustainable
coffee on the Dutch market, which are Fair Trade Max Havelaar and Utz Certified (Hueting & Reijnders, 1998;
Metselaar and Vermeulen, forthcoming).

The analysis needed for this allowed us to show that the changes led to repeated improvements; it allowed us to
compare the quality of the certification systems, which we called ‘governance system performance’, and by multiplying
this with the market shares the product value expresses the expected impact in developing countries, which we
called ‘governance system impact potential’.

Further elaboration of the methodology and wide application can serve the knowledge needs at the system level
for all the actors involved: the participating business, the certification organizations, consumers and their organiza-
tions and governments.

By further developing these two measurement systems we believe we can create more transparency – but far
more important is, in both cases, that collecting the data needed for this offers direct opportunities to identify,
exchange and get the connected actors to use the information about improvement options. This, in my view, is
essential to make the step beyond self-governance in global supply chains as merely reactive and defensive
responses to the major challenges on the global arena towards collaboratively creating shared value.
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Conclusion

In this paper we pose the question of whether the emerging practice of self-governance for sustainability in the
global supply chains can deliver the impacts needed. Globalization of production and the emergence of an ever-
growing wealthy middle class have made poverty, food security and biodiversity losses persistent threats. The
emerging private standards addressing clean and fair production conditions in global supply chains have proved
to be promising in creating impacts on the consumer side (growing market shares). Meanwhile, on the supply side,
claims of success mostly rest on third-party assurance by auditors, merely demonstrating so-called first-order effects:
compliance to standard requirements.

We then argued that some of the major limitations of this practice of self-governance are the lack of third-order
evaluation and various biases due to the distributed responsibilities in the international field of market-based self-
governance, with many creative and competing initiatives but no coordinating actor. The risk is that too many
players in the field will just cause confusion and inefficiencies, and that major developments and needs will be
overlooked. The challenge is to develop a form of ‘meta’-governance, including new approaches by governments,
combining public policy strategies with the demonstrated virtues of self-governance.

Front-running firms, already closely cooperating with NGOs, can play a trailblazing role in this. The firms de-
scribed earlier as proactive frontrunners, applying shared value creation and newly established institutions, like
the ISEAL Alliance, can take a role in addressing the biases we have discussed and experiment with approaches
to create the interactive, self-learning systems suggested in the previous section.
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