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In October of 1996, the International Organization for Standardization released a set of international
standards for environmental management called 1SO 14000. According to environmenta professionals,
the standards should help to improve environmental performance in enterprises and may be adopted as
regulatory requirements in some countries. As the following study demondrates, firms operating in China
have several reasons to consider adhering to the standards. First, the Chinese government has taken a
positive attitude towards 1 SO 14000 and is actively experimenting with implementation of the Sandards.
Although the standards have yet to be incorporated into the PRC's regulatory structure, Chinese
government officids have articulated an interest in such an incorporation and enterprise managers should
thus congder this possibility in ther long-term business plans. Second, China's environmental protection
laws and recent moves to improve enforcement provide motivations for enterprises to consider voluntary
SO 14000 implementation. Foreign firms are likdy to bear the brunt of new Chinese efforts to enforce
environmentd laws, and the adoption of 1SO 14000-certified environmenta systems will facilitate
compliance withtheselawsbyimprovingenvironmenta performanceand reducing the risk of environmental
accidents.

The ISO 14000 Standards*

SO 14000 is a set of standards designed to provide a common internationd language for environmental
management sysems (EMSs), establish a framework for third-party registration of environmenta
management systems, and hdp indudries around the world satisfy the demands of consumers and
regulatory agencies for corporate environmental accountability. 1SO 14000 was developed by the
Internationa Organization for Standardization, which is based in Geneva Switzerland. Founded in 1946,
the organization is composed of governmenta and quasi-governmenta member del egations representing
over 100 countries, including China. ISO 14000 hasfollowed in the footsteps of its cousin, 1SO 9000, a
set of internationd standards for product quality systems management developed in 1987. 1SO 9000 has
encountered sgnificant worldwide acceptance. Although designed as a set of voluntary standards,
certification under 1SO 9000 has become a de facto requirement for many companies doing busness in
the European Union and other regions, where it has been made a conditionfor the award of contracts and
entrance into some regulated markets.

In response to the growth in the number of different environmental management standards being
implemented worldwide and the striking success of the ISO 9000, calls began in the early 1990's for the
development of aset of standards for environmental management systems. By 1992, atechnica committee
conggting of 43 active membersand 15 observer members had been formed to investigate this possibility
and the development of 1 SO 14000 wasunderway. Chinawas one of the members of the committee. Draft
standards were released inJuly of 1995, and the firgt of the ISO 14000 series of standards was officidly



adopted by the ISO in October of 1996.

ISO 14000 is a set of standards designed to hdp corporations establish and objectively evauate
environmenta management systems. Contrary to common perception, the standards do not establisha set
of quantitative targets for environmenta performance levels or specific methods for measuring
environmenta output. Instead, 1SO 14000 focuses on organization by providing a process-driven set of
standards and guiddinesfromwhichcompanies can build and maintanan EM S; 1SO 14000 describesthe
type of management framework needed for an effective EM S and how to establishit. Under 1SO 14000,
companies are required to define environmental policy, set gods for implementing environmental
management improvements, create a culture of preparedness and commitment to environmenta
performance, and conduct objective evduations of progressor deficienciesinenvironmental management.

Although companies could conduct internal evauations and declare themselves in compliance with SO
14000, the standard has been designed for use in a system of third-party registration. Under this system,
anindependent third-party would audit the environmenta management system of an organizationbased on
the criteria listed above. A certificate of regigtration would then be issued, demongtrating the compliance
of the organization's environmental management system with the 1SO 14000 standard. Such certification
would be presented to business or regulatory entities to demonsgtrate the depth and legitimacy of an
organization’’ s environmenta management system.

While 1 SO hasbeen designed as avoluntary standard, assessment and implementation of itsrecommended
practices may fast become a necessity for companies doing businessin certain regions of the world. Asthe
experience of 1SO 9000 has indicated, 1SO 14000 regigtration will likdy become a de facto regulatory
requirement for firms bidding on contracts and maintaining market shares in certain parts of the world.
Moreover, itisconsdered likdy that 1 SO 14000 standards will be adopted as nationd standards in many
counties. Although the developing world has been characterized as unfamiliar with 1SO 14000, countries
suchas Chinain which the global marketplace is considered important have been moving to implement the
standards.

Besides smply alowing corporations to fulfill legal obligations to governments that may require them to
atan 1SO catification, implementation of the standards will hep businesses to prevent violations of
environmentd law. Environmenta auditing can improve efficiency by uncovering poor environmenta
practices in such areas as production and waste management. With an internationaly recognized
environmentd risk management and auditing system in place, corporations will also lower the risk of
environmentd accidents and improve pollution and hazardous waste control. Potentid civil and crimind
ligility for accidents or pollution may in turn be reduced.

ISO 14000 Implementation in China

Becausethe 1 SO 14000 environmenta standardsarerdatively new, informationregarding Chinas attitudes
towards them is somewhat limited. Although drafts of the standards have been available for several years,
the first component of the | SO 14000 serieswasonly formaly rel eased in October of 1996.2 Despitethese
difficulties, both foreign and domestic sources provide some bags for an initid assessment of therole the



SO 14000 process will play in the PRC. While severd foreign observers portray Chinasacceptance of
| SO 14000 as dow and appear to express some pessmismthat 1 SO 14000 will be adopted as regulatory
requirements there, supportive statements by Chinese officias, aflurry of activity in Chinareated to 1SO
14000, and enthusiasm in the PRC for 1SO 9000 suggest that China has sgnificant interest inl SO 14000
and that the integration of these sandards into China's environmental regulatory regimeis likely.

Foreign consultantsobserving the worl dwideimplementationof | SO 14000 suggest that China'sacceptance
of the standards may be limited. Asthe ISO 14000 movement gained momentum in 1995 for example,
American management consultants evaduaing the implications of 1SO 14000 standards for corporate
interests concluded that pro-1SO 14000 countries include Canada and much of Europe while China and
Russia are less concerned withthe standards.® A smilar tone has characterized more recent observations.
Writing in January of 1997, Thomas Tang, Technica Director for Environmental Resources Management
inHongKong, stated that "it appears NEPA [Chinas National Environmenta Protection Agency] hasbeen
less responsive compared to other countries in Ada to the standard . . ."* From the perspective of
environmenta professionas outside of the PRC, therefore, it appearsthat Chinamay be lagging behind in
incorporating the |SO 14000 framework.

Despite such assessments, activity and materia from within the PRC suggest that while China's approach
to 1SO 14000 may be guarded, considerable official enthusiasm for the standards exists. In speeches on
environmentd protectioninthe PRC, for example, Chinese offidds have expressed sgnificant appreciation
for the potentia benefits of 1SO 14000. Li Chuanging, director of the State Technologica Supervision
Bureau, has praised | SO 14000 as having the potentia to exert postive effects oneconomic development,
technologica exchange, and trade® Smilaly, Xie Zhenhua, director of NEPA, has stated that
implementation of the standards will help to save energy, encourage clean production, and cut back on
hazardous waste pollution problems.® More importantly, Xie suggested in the summer of 1996 that
implementation of the standards within China would contribute to the achievement of the PRC State
Council's strategic gods for sustainable development.” Such statements demonstrate that at least certain
elementsin Chinas government recognize the potentia benefitsof implementing the standardsand may view
SO 14000 as one tool through which the PRC can begin to march towards nationa environmental
protection gods.

Chinads positive rhetoricd statements regarding SO 14000 have been backed up to a significant degree
withconcrete effortsto promote the standards. Internationdly, Chinahascontributedto the creationof | SO
14000 through its participation as an active member of the environment and technology committee of the
International Organization for Standardization.® Efforts have also been made to begin the process of
implementing 1 SO 14000 insome PRC enterprises. In January of 1997, the PRC government established
an environmental management and auditing certification center to ded with SO 14000 certifications and
provide training coursesin the standards.® Although some confusion continues to exist as to whether the
State Bureau of Technical Supervision or NEPA will be responsible for 1SO 14000 certification and
supervison, Xie Zhenhua stated late in 1996 that a supervisory committee on the standards will be also
formed.X°

Perhaps more sgnificantly, inDecember of 1996 the State Bureau of Environmenta Protectiondesignated



the coastal trade city of Xiamenasthe firgt pilot citytoimplement | SO 14000.** Throughthis pilot program,
the City of Xiamen has attempted build alocal environmenta protection program that meets |SO 14000
requirements and has chosen 20 pilot enterprises for accreditation under the standards.’? In early 1997,
the firgt four enterprises were certified, an event which generated considerable fanfare in the Chinese
press.® Such achievements, in concert withthe supportive statements of Chinese officials, provide strong
evidence that the PRC government views| SO 14000 ina positive light and is beginning to experiment with
implementation of the standards.

Clearly, the PRC government has expressed some interest in the potentia benefits of 1SO 14000
implementation. A more practica question for enterprises operating in the PRC, however, is whether the
Chinese government will incorporate 1SO 14000 standards as nationd regulatory requirements. China's
implementationof the earlier | SO 9000 series of standardsdedingwithproduct quality control may provide
one due as to the likelihood of such a change. First introduced by the International Organization for
Standardizationin 1987, the standardswere not used in China until 1993.* 1 SO 9000 certificationhas not
been required by law for dl businesses the PRC. Particular government bodies such as the Ministry of
Metalurgy, however, have moved to bring dl enterprisesunder their supervison into compliance with the
standards.™®> Moreover, 1SO 9000 certification has been strongly encouraged by the government,
particularly for the export sector,'® and by 1997 ten certification bodies had been established within the
PRC to conduct 1SO 9000 audits.!” According to Tang, the large number of Chinese companies
implementing SO 9000 suggests that the Chinese government is encouraging certification, asgn it may
encourage 1SO 14000 certification as wdl.’® Using 1SO 9000's application as a test case, therefore, it
appearsthat while the standards have not been devated to the satus of legd requirements, they will likdy
be strongly encouraged by PRC officias. In addition, asthe Ministry of Metalurgy's drive for SO 9000
compliance shows, cetification under 1SO standards could potentidly be introduced as regulatory
requirements in selected industrid sectors.

The observations of busnessmen in the PRC and the statements of Chinese officials on the integration of
SO 14000 into Chinas regulatory framework provide amore direct basis from which to judge whether
SO 14000 certification will become aregulatory requirement in the PRC. According to Tang, no current
legidationrequires companiesto becertified under | SO 14000 and no suchrulesappear to be forthcoming.
Assuch, he concludes, most multinationd corporations withoperations inthe PRC have yet to incorporate
1SO 14000 accreditation into their business plans.’® As several sources suggest, however, some foreign
corporations clearly expect 1SO 14000 to be required. Germany's large chemicd manufacturer BASF,
whichoperatesajoint venturein Shanghai, was one of the fird four firmsinthe PRC to receive 1 SO 14000
certificationin January of 1997. Inexplainingthe company'smove to certify, BA SF executive Hans Gedhar
concluded that "the Chinese government now has a very active, powerful policy [environmenta policy]...
Foreign companies have to know that this [1SO 14000] will be the Chinese standard."?® Even Tang, who
doesn't see broad 1SO 14000 regulatory requirements as likely in China, admits that 1SO certification
"could become a requirement in new joint venture programmes which, athough not mandatory, would
provide a competitive advantage to US and European companiesinobtaining approval fromlocal authority
bodies . . . "* Clearly, different attitudes exigt in the foreign business community in Chinawith regards to
the prospect of 1SO 14000 certification becoming a regulatory mandate. At the very least, however, there
seems to be some consensus that 1SO 14000 will have an influence on foreign business operationsin the



PRC.

Statements by Chinese environmentd officids hep to darify this picture and suggest that while officid
attitudes towards the standards may be guarded, China does plan to incorporate 1SO 14000 into its
regulatory requirements for enterprises at some point. In the summer of 1996, for example, Xie Zhenhua
declared tha "China will turn the 1SO 14000 into the country's nationa standards for environment
management in an opportune time.?? A smilar chord was struck by Xie in early 1997, shortly after the
award of thefirgt four 1SO 14000 certifications to enterprisesoperatinginthe PRC. "Chinawill take action,
but carefully, to expand the use of the SO 14000 standards with regard to the country's Stuation,” he
declared.?® Chinese offidids have also stated that SO 14000 implementation should take place according
to the principles of linkage to the China's practice of environmenta protection, putting into practice
integrated management, consderation of the different technologica, management and development levels
inChina, and the practical situationof Chinals enterprises.2* Such a circumspect tone and emphasis on the
practica Stuation in the PRC suggest that Chinese officids have concerns about the costs of implementing
| SO 14000 asnationa standards.®> M ore recently, however, officid statements on the standardshave been
more assertive. According to a UPI report in May of 1997, Xie stated that a newly established nationa
oversgght committee for the environment will focus on enforcing strict 1SO 14000 standards and adopting
related regulations with the god of unifying internationa environmental management and expanding public
understanding of environmental problems?®

A variety of opinions exist on Chinasreactionto | SO 14000 and the extent to which firms operating in the
PRC should be concerned about the adoption of these standards as regulatory requirements. As severa
of the sources discussed above have implied, China's embrace of | SO 14000 has been hestant and more
restrained than that of other countries and foreign firms need not worry extensively about the prospect of
legd requirements for certification. An evauationof Chinese statementsand actions related to 1SO 14000
suggest that such conclusonshould be qudified, however. Chinas environmenta officiads have expressed
aclear gppreciation of the standards potential benefits to environmentd protection effortsinthe PRC and
have taken steps to set up 1SO 14000 certification bodies. Moreover, these officials have suggested
srongly that the | SO standards may be incorporated as Chinese standards at some time. While a certain
degree of caution has been expressed with regards to the pace of this incorporation, such caution should
not necessarily be viewed as foot dragging. As the PRC's1 SO 14000 pilot project in Xiamen and officid
gatements show, the government isclearly interested in experimenting with the sandardsin order to fully
understand their costs and benefits. Such caution and experimentation is characterigtic of Chinese policy
meking and may be interpreted as a sign that PRC regulatory bodies are actively pursuing issues
surrounding 1SO 14000 implementation. Thus, while PRC regulatory requirements for 1SO 14000
certification may not be an immediate concern for businesses operating in the PRC, they should be
consdered as a legitimate possibility.

Environmental Enforcement and Liability in the PRC
Although it is unclear whether 1SO 14000 itsdf will be made a requirement by the Chinese government,

the usefulness of the stlandards in helping enterprises to comply withother Chinese laws on environmenta
protection provides additionad motivation for firmsto consder their adoption. Implementationof an EMS



meeting internationd standards can help to dleviate chronic pollution problems and to reduce considerably
the threat of anenvironmenta accident, conditions whichinturnreduce crimind and avil ligbility exposure.
The usefulness and cost-effectiveness to firms of implementing the standards, however, depends grestly
onthe strength of China's environmenta enforcement regime and the crimina and dvil risksassociated with
corporate pollution in the PRC.

The degree to which the Chinese government has concentrated on environmenta protection since the
founding of the PRC has varied considerably during different periods. Under Mao, China focused heavily
on indudridization and production and paid little attention to environmenta protection, a stance which
resulted in significant injury to the PRC's environmental resources.?® The reform period, a least in form,
has brought some improvementsinthe lega regime for environmentd protectionin China. The PRC's 1982
Condtitution, for example, contains articles prohibiting the damage of natura resources and caling on the
state to protect the environment and control pallution.?” Legidationrelated to environmenta protection has
a0 been passed. An Environmental Protection Law (EPL) was drafted for tria implementation in 1979
and enacted in 1989, for example.?® In addition to the EPL, between 1979 and 1995 fifteen laws dedling
with forestry, water pollution, hazardous waste and other environmenta concerns were been enacted.?
An extengve bureaucracy under the State Council, Chinas Nationa Environmentd Protection Agency
(NEPA) and other ministries hasbeen put into place to enact regulations and enforce these laws.* As of
1994, thetotal number of government personnel working inenvironmental regul ationtotal ed over 80,000.3
From having no comprehensive environmental policy in the Mao period* therefore, the PRC has
edtablished an rdatively extengve environmenta protection framework in the reform era

Under Chinds environmenta legd regime, civil, adminidrative, and crimind remedies exist to handle
infractions of pollution laws and environmenta accidents. According to Chinese principles of civil law,
liability accrues whenever a violation of nationa pollution protection law occurs.® Specific laws dso lay
down civil ligbility for environmenta damages. The EPL, for example, holdsthat "A unit which pollutes the
environment shdl be responsible for rectifying the damage, as well as for compensating any unit or
individud directly affected."s* Inadditionto these dvil provisions, a complex system of fees, pendlties, and
fines exigs through which adminigrative bodies may demand payment from enterprises for the discharge
of pollutants™®

Crimind ligbility for environmental damage exists as well. The EPL contains crimind provisons for
environmenta pollution accidents that cause significant loss of public property or loss of life*® Other
environmentd laws containing crimind provisions incdludethe Water Pollutionand Control Law, the Marine
Environment Protection Law, the Forestry Law, and the FisheriesLaw.*’ Inaddition, while Chinas 1979
Crimina Law does not contain a specific section deding withenvironmenta crimes, severd articlescontain
provisions prohibiting environmenta degradation.® In addition to those directly responsible for acts of
pollution, corporate officersmay be held arimindly lidble for environmenta violations by their enterprises.®
Crimind ligbility for environmenta offenses generdly requires that negligence or intent be demonstrated,
however.*°

By the early 1990's, China had clearly put into place ardaivey extensve legd framework for deding with
environmentda protection and imposng avil and crimind liability for violations of these laws. As various



sources have documented, some avil and crimind cases have been brought againgt polluters under this
enforcement regime.*! In general, however, obsarvers of China'slegd framework have characterized it as
inadequate, particularly inthe area of enforcement. Chinese officias have recognized these problems and
have concluded that the environmenta enforcement system suffers from serious flaws.*? Reasons posited
for enforcement problems in the PRC include protectionism and corruption by locd officids who are
responsible for enforcement but more interested in economic development® and the lack of spedific
crimind provisions for environmenta pollutionin the PRC's Crimind Law.** Moreover, the costs of paying
fines and fees levied for pollution discharges are frequently much lower than the costs of introducing
environmenta control measures, a condition which makes pollution more profitable than environmentd
compliance®. Indl, as Snologist KennethLieberthal has concluded, China's environmental problems have
become sgnificantly worse since the enactment of economic reforms, and China attracts invesment by
some foreign firms in part because of corruption and enforcement problems withregardsto environmenta
standards.*® Frms operating in this environment have thus had little motivation to consider the
implementation of standards such as SO 14000.

Trendsin PRC environmenta enforcement inthe early and mid-1990's, however, suggest that changesare
being made to strengthen China's enforcement regime. Such changes have been stimulated in part by
Chinese recognition of the severe magnitude of the environmenta criss there and the potentia costs of
dlowing it to continue. Among Chinads serious environmentd difficulties are critica shortages of safe
drinking water, severe pollution in dmost every mgor body of water, and extremdy high rates of
pulmonary disease caused by air pollution.*” To ded withthese problems, the PRC government hastaken
broad initiatives to tighten compliance and enforcement of environmenta laws, a movement foreign
observers contend will result in a much gricter environmenta protection regime and more complex
compliance reguirements for enterprisesin China.*®

Severa dgnificant policy directives and regulatory bodies have been established in order to improve
environmentd enforcement in the PRC. In 1993, falowing the issuance of a report by the Central
Committee assessing the magnitude of Chinas enforcement problems, an Environmental and Resources
Protection Committee (EPC) was created under the Nationa People's Congress (NPC) and an
Environmenta Protection Commissionapproved under the State Council to assist withthe implementation
of environmenta laws.*® In 1994, the NPC aso moved to increase the scope and severity of fines for
pollution and to makeit easier to jail offendersand close down polluting enterprises.> Crimind provisions
for environmentd crimes have been strengthened as well. Increased emphasi's has been placed on crimind
prosecutions of environmenta lawbreskers in recent years,> and in the spring of 1996 Chinas Crimina
Law was amended to make "jeopardizing the environment," acrimind offense.> Findly, in 1996 the State
Council handed down a set of environmenta policy decisons that cdls for strict measures to improve
environmentd conditions, requires dl indudtrid and pollutiondischargesto meet nationd standards by the
year 2000, and mandates the establishment of fees and pendties for pollution that are more equal to the
costs of ingalling environmental controls to prevent such pollution.® In a Sgn of the seriousness of such
proclamations, Chinese officias in 1996 closed down over 57,000 enterprises causing serious pollution.>*

Chinas movement towards stricter compliance may give enterprises previoudy unconcerned with the
enforcement of environmenta regulations pause to consder more effective environmenta management. In



particular, improvements in environmenta enforcement may have a disproportionately strong effect on
foreign firms. "Because many Chinese officials consider international companies to have more resources
and more experience in meeting pollution control requirements, they often expect them to be in full and
immediate compliancewiththe requirements,” conclude Chinaconsultants uliaK leeand Fdlicity Thomas.*®
With dricter environmenta enforcement requirements put into place, foreign firms may a so be atarget for
locd environmentd officids seeking to fill their adminigrative coffers. AsWilliamPrinceand David Nelson
wrote in 1996, "In China, where double-digit growth has stretched resources designed to protect an
already environmentaly devastated country, Bejing has effectively cut off severa provincid environmentd
protection bureaus from financid help. These bureaus have now been given the green ligt to act as for
profit agencies with budgets generated by fines they collect. Large multinationa corporations are the low
hanging fruit for these agencies."®® Foreign firms may thus be the firg to face the brunt of the Chinese
government’’s gtricter environmental enforcement efforts. As 1ISO 14000 environmental management
systems are designed to improve the environmentd performance of enterprises and reduce the potentid
for pallution problems and environmenta accidents, firms may thus have additiona motivation outside of
agpecific ISO 14000 requirement by the PRC government to consider certification under the standards.

Conclusions

The release of the 1SO 14000 environmental management standards is an event which has captured the
attention of environmenta regulators and busi nesspeople worldwide, indudingthosein China. At this early
dtage, the extent to which 1SO 14000 may become a requirement for businesses operating in the PRC is
unclear. Chinese officiads have made pogtive satements with regards to the benefits of the standardsand
have begun to experiment with1SO 14000 implementation. While foreign observers have mixed reactions
to the possibility that 1 SO 14000 certificationwill berequired by PRC regulatory agencies, Chinese offidds
have aso clearly stated an interest in eventually incorporating SO 14000 as regulatory requirements. As
such, while 1SO 14000 implementationis not animmediate concernto enterprises, it should be considered
in future business plans. Moreover, the Chinese government's recent drive to improve environmenta
enforcement provides motivation to consider | SO 14000 implementation. Adherenceto the standardswill
improve environmenta performance and reduce lidhility risks that are becoming greater as the PRC
government demands stricter compliance to environmental protection regimes.
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