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Mitigating Climate Change or Hot Air:

Results from an Empirical Study of Environmental
Performance Target Use in Japanese Firms
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Joel Malen, Associate Professor / Director, Governance and
Sustainability Research Institute, Waseda University, School of Commerce

Environmental performance
targets - an increasingly common
business practice

Today, broad social recognition of the need
for concrete action to avert environmental
crisis has produced a seeming abundance
of goals ostensibly aimed at the impact
of human activities on the natural
environment. From the UN Sustainable
Development Goals to pledges by individual
countries and companies to achieve carbon
neutrality by mid-century, it seems there
is no end to the plans being put forward by
all manner of organizations detailing some
form of environmental sustainability as the
end goal.

The rationale underlying such declarations
is compelling. Without a clear sense of
direction, it is difficult to make the changes
to current organizational structures,
processes and rules, which through their
contribution to the present environmental
challenges must change in order to
avoid pushing human demands on the
natural ecosystems past the breaking
point. Nonetheless, while organizational
articulation of an intention to achieve
carbon neutrality or to maintain biodiversity
constitutes a critical step toward improving
the relationship between society and the
environment, having a destination and
arriving there are quite separate matters.
Despite this fact, organizations today are
often rewarded by various stakeholders from
investors to NGOs for simply announcing

a plan to achieve some environmental
objective. Technical difficulties associated
with external parties monitoring the
progress of such plans often mean that
the announcement itself is the main factor
being evaluated by many commonly used
ratings systems. However, in a forthcoming
research study (Malen, 2022), I find that
the assumed connections between adoption
of environmental goals and meaningfully
improved environmental performance
are more tenuous than typically positive
stakeholder reactions to such adoption
warrant.

Firm response to failure to achieve
GHG emissions targets

The announcement of an environmental
goal is merely one part of an ongoing
process of organizational learning necessary
to move any organization from where it is
today to where its members wish it to be
in the future. The organizational learning
process is driven by performance feedback.
Once a goal is established, firms can set near
term performance targets, the achievement
of which will move the firm toward its
goal. After deciding what actions to take
to achieve the target, firms monitor their
performance along relevant dimensions
and when realized performance falls below
the desired target level make adjustments,
or even wholesale changes to the strategy
to improve performance. Research on how
performance feedback drives performance
improvements in firms constitutes a
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fundamental element of contemporary
management theory (see e.g. Cyert & March,
1963; Greve, 2003) and has been extensively
documented in empirical studies focused
primarily on financial performance (see e.g.
Bloom, Sadun, & Reenen, 2012; Bromiley,
1991).

The process of organizational learning
is especially important for achieving
environmental goals because environmental
performance concerns represent a relatively
unfamiliar strategic domain for most
firms and effective capability and resource
configurations for achieving such goals
are therefore largely unknown. Learning
through experience about what works to
improve performance is therefore critical.
This importance combined with the fact that
academic empirical research investigating
performance feedback has focused almost
exclusively on financial performance led
me to investigate how firms respond to
environmental performance feedback. What
I found was not encouraging.

If firms are learning from feedback
regarding their environmental performance,
we should expect them to increase efforts to
achieve environmental targets in situations
where realized performance falls below
the desired performance level. To test the
extent to which this is the case with respect
to the natural environment, I collected data
on nearly 500 major Japanese companies
reporting annual targets for reducing
greenhouse gas (GHG) emissions over the
past decade. I examined how far a company
was below its target level of emissions and
what effect this performance discrepancy
had on company spending on a range of
activities related to mitigating impact
on the natural environment including:
environmental business process activities,
environmental management activities and
environmental R&D. My analysis did not
reveal any effect of firm GHG emissions
being above environmental targets (i.e.
having poor environmental performance)
on any of these levers that extensive studies

have found are pulled when financial
performance falls below target levels. In
short, despite having explicit environmental
targets, there is no evidence that these
targets generally promote the organizational
learning necessary to reduce GHG emissions.

Puzzled by the fact that one of the primary
mechanisms scholars have identified
underlying firm performance improvement
did not seem to be effective with respect
to environmental strategy, I expanded my
analysis to further consider what might be
happening with regard to how firms use
environmental performance targets. In a
second set of analyses, I explored how failing
to achieve a target for GHG emissions might
influence firm strategy with respect to the
content of their GHG targets. What I found
was that the most prominent firm response
to failing to achieve an emissions target was
to modify the target. There are many ways
to set a GHG target and firms face no legal
or even normative restrictions in changing
from one to the other. For example, a firm
might switch from a GHG emissions level
target (e.g. 10,000 tons of CO, equivalent) to
an intensity target (e.g. a level of emissions
per sales or unit of output).

Subsequent analyses indicated that the
modification of GHG targets described
above has a negative effect on firm efforts
to improve environmental performance. I
found that when firms failed to meet a GHG
emissions target, it was more than twice as
likely that the new, modified target would be
weaker than the target it replaced (compared
to the likelihood of being stronger). I also
found that, after modifying a target, firms
with GHG emissions above their target
level lowered their spending on the three
environmental activities investigated above
by between 5 and 8 percent on average
(relative to the sample mean) when realized
emissions exceed desired levels.

Together, results of my analyses suggest that

not only is the adoption of GHG emissions
targets not driving meaningful improvements
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in environmental performance among
Japanese firms, but failure to achieve those
targets seems to be reducing rather than
promoting emissions reduction efforts. It
should be emphasized here that results of
the study indicate only averages over the
sample of firms studied. Within the sample
exists substantial variation, and some
firms do proactively respond to failure to
meet targets by increasing effort to reduce
emissions. Results should not be interpreted
as indicating environmental target adoption
never produces environmental benefits.
Rather analyses indicate the environmental
improvements we would expect to arise from
firm adoption of environmental performance
targets in general are notably lower than
what we would expect if such targets were
effectively driving organizational learning.

Implications for business
and society

The implications of the results described
above will be disappointing to stakeholders
concerned with promoting a transition
to environmentally sustainable business
practices. Academic researchers studying
environmental sustainability have long
emphasized the importance of integrating
company environmental strategy with
its overall business strategy (see e.g.
Dyllick & Muff, 2016; Roome, 2011; Senge,
Smith, Kruschwitz, Laur, & Schley, 2008).
Many companies in Japan have created
environmental sustainability departments
and executive positions (and often both)
over the past decade. Nonetheless, results of
my research suggest that these two strategy
domains continue to remain separate in
many firms. This separation prevents the
organizational learning mechanisms that
drive business performance improvements
more generally from taking hold with
respect to environmental issues. A key
question then is how to create the incentives
to drive such integration.

Many actors look to the macro level for
solutions. However, it has been three

decades since the United Nations Conference
on Environment and Development (i.e.
the Rio Summit) put climate change on
the global agenda. Meaningful regulation
through a price (explicit or otherwise) on
GHG emissions has yet to materialize. A less
direct, and perhaps more politically feasible,
approach might be to adopt standards
for reporting of information on business
environmental impact similar to those for
financial reporting adopted around the
world. Recent moves within the European
Union on this topic are encouraging.

In any case, waiting for government at any
level to take meaningful action is becoming
increasingly likely to ensure the goal of
limiting global warming to less than 2
degrees Celsius goes unmet. How might
firms that want to drive meaningful carbon
reduction take action to do so in practice?
The aforementioned lack of meaningful
external carbon pricing mechanisms means
that the climate-related costs of business
activities are presently paid for by society
rather than the companies themselves.
This externalization of costs removes the
incentives that combine with clear goals to
drive the process of organizational learning.

One solution firms can implement
themselves is to use internal carbon
pricing mechanisms (for a brief description
see Abe, Bravinder, Goodrich, Lavos, &
Leiser, 2015). Companies seeking to drive
internal learning processes can make their
own decisions about what carbon price
would be necessary to effect meaningful
organizational change. That price can then
be applied when evaluating new projects or
investments. It can also be applied directly
to carbon emitted through company business
activities and imposed as an operation cost
of the emitting business units. Proceeds
from the fee could be used to fund additional
decarbonization efforts.

The idea of voluntarily imposing additional
costs on business activities may seem
anathema to many managers. Yet it is
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undeniable that managers are excellent at
what they do and almost always find ways
to adapt business to the circumstances
demanded by the present context. Many of
the companies considered global leaders
on environmental issues, such as Patagonia
and Interface carpet, have deliberately
imposed the environmental costs of business
activities on themselves - without ex-
ante concern for the potentially negative
economic consequences. Once such efforts
have been decided however, managers at
these companies have found ways to make
them work financially, with at worst minimal
negative cost impact but frequently with
direct economic benefits. Once the incentives
are in place, the ability of organizational
learning to drive necessary change is a very
powerful mechanism indeed. Importantly,
internalizing the costs of environmental
damage through such pricing mechanisms is
not limited to impact on climate change - it
can be applied to any environmental burdens
imposed by business activity.

There is no reason to believe that manager
skill is limited to the few companies that
have been relatively more proactive towards
their impact on the natural environment.
Japanese companies in particular have a
long track record of successfully adapting
to changing external circumstances. To the
extent companies (and their investors) care
about addressing the present environmental
challenges, encouraging the decision makers
in those companies to adopt the incentives
required to make their environmental
targets work is a worthwhile endeavor. For
the long-term health of both the natural
environment and the company.
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