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Sustainability is one of the few topics
that is high on the agenda across all
companies, sectors, and countries. Eighty
percent of companies in a recent global
ADL study' had a sustainability strategy
in place, and a further 12 percent were
developing one.

Ninety-nine percent of CEOs surveyed by the United Nations said
it was important for their business. However, recent economic
developments, the COVID-19 pandemic, supply chain disruptions,
and the energy crisis have all made it difficult for companies and
consumers to prioritize sustainability. In addition, recognizing
something as very important does not automatically drive urgent
action. In a complex world with multiple players, understanding
what to do NOW is not straightforward, particularly as regulations,
technology, standards and expectations are still developing or
uncertain. For example, just 18 percent of CEOs in the United Nations
study? felt that governments and policymakers had given them the
clarity needed to meet their sustainability goals.

'

All of this means that companies, especially those operating globally,
struggle to reach consensus among key stakeholders on what is
important and what requires urgent investment to ensure business
continuity and capture strategic opportunities. How can CEOs
understand what are the most important and urgent actions and

“no regret” decisions to take now, irrespective of what will change

in the future?

As this article explains and illustrates, one answer is to adopt
updated, more data-driven, scenario-based planning methodologies,
focusing on complex local and international sustainability factors
and their interdependencies (such as technology developments, local
and international legislation, or NGO pressure). These give the clarity
and confidence business leaders need to take the right short-term
decisions, without jeopardizing their mid- to long-term
sustainability journey.

1. https:/www.adlittle.com/en/insights/report/overcoming-challenges-sustainability
2. United Nations Global Compact
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THE DIFFICULTY OF MAKING
SUSTAINABILITY-BASED STRATEGIC
CHOICES

While the vast majority of larger companies state that they have a
sustainability strategy, far fewer position it as part of the core of their
strategy that guides actual investment decisions. Often, change only
happens when market and regulatory pressure delivers a "burning
platform” moment, such as in the automotive sector, which faces bans
on the sale of new internal combustion engine (ICE) vehicles in many
countries, beginning in Norway in 2025.

This opens incumbents to the risk of challenges from new,
sustainability-first competitors, or even of being driven out of
business altogether. For example, Volvo Cars' former CEO, Hakan
Samuelsson, stated in October 2014 that fully electric cars were “not
something we believe in.” Less than seven years later, in March 2021,
Samuelsson announced that Volvo Cars would only sell electric cars by
2030, significantly behind first mover Tesla.

Aside from current economic and geopolitical turmoil, a range of
factors act as obstacles to progress on sustainability. (See Figure 1.)

These include:
BUSINESS

GROWTH DIFFERENTIATION CONTINUITY UNCERTAINTY AMBIGUITY DISSENT

{ o COMPLEXITY

[e LACK OF C-LEVEL OWNERSHIP

[o LONG LEAD TIMES

FIGURE 1: WHAT MAKES DECISION-MAKING IN SUSTAINABILITY-DRIVEN TRANSFORMATION DIFFICULT?

1. Complexity: There are generally very good reasons to “go green”: it
can serve as a new growth engine, help differentiate your products,
and even be critical for the longer-term survival of the company.
However, individual business cases for green initiatives, such as to
start a large R&D program, acquire a greener technology, or build
a new plant, can be fraught with uncertainty. (For example, will
new technology around carbon capture really take off, and can we
access enough green raw material at the right price?) Ambiguity
can further confuse the case for change: will customers really be
paying a green premium, and are we even clear on what we regard as
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“sustainable”? To make matters worse, there is often a great deal
of dissent between internal stakeholders. Some may question the
projected pace of change in consumer preferences, or of political
willingness to move ahead as economic concerns grow. Others may
see proposed green investments as a threat to their own business.

2. Lack of C-level ownership: As any CEO can attest, it is not easy
to drive change that truly “moves the needle” in large companies.
Innovative products can be launched, and new technologies and
ways of working implemented, but without executive decision-
making and follow-up, a company will remain largely the same
tomorrow as it was yesterday. This is why company-critical issues
are generally owned by C-suite executives: CEO, CFO, COO, and
so on. It is therefore surprising that few companies have a chief

sustainability officer or

comparable role represented
THERE ARE GENERALLY VERY .
in the boardroom, someone

GOOD REASONS TO “GO GREEN": 1o brings understanding

IT CAN SERVE AS A NEW GROWTH  across functional domains and
ENGINE, HELP DIFFERENTIATE the authority to act across
YOUR PRODUCTS, AND EVEN BE organizational departments.
CRITICAL FOR THE LONGER-TERM e believe this is areal problem

SURVIVAL OF THE COMPANY. for many companies. I't ls'made
clear from the authoritative

reports on sustainability
(such as those from the International Energy Agency [IEA] and
the Intergovernmental Panel on Climate Change [IPCC]) that the
world and the business environment will be turned upside down for
most industry sectors, and company transformation will need to
accelerate significantly. Making the right far-reaching decisions in
a highly complicated and dynamic environment is often fiendishly
difficult, but in most companies, the accountability for informed
decision-making around sustainability is scattered at best.

3. Long lead times: While most business leaders today would
agree that sustainability trends are accelerating, they could still
take a long time to become truly inescapable. Decarbonizing
and circularizing entire supply chains, particularly in globalized
industries, is an extremely complex process that will take many
years, if not decades. Developing new technologies to the required
robustness and economic viability is similarly time consuming,
as development of fuel cells, for instance, clearly shows. All
this in itself would not be such a problem if not for the fact that
most companies are only good at making decisions whose “time
to business impact” runs in years, not a decade or more. It takes
a high degree of conviction and stakeholder alignment to make
far-reaching decisions that will solve issues that have yet to fully
materialize and will take many years before fully paying off. As a
result, such decisions are all too often postponed or watered down.
They are strategically important, but not seen as urgent.
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Clearly, companies need to find new ways to address and overcome
these challenges if they are to both hit medium- to long-term
sustainability targets and ensure competitiveness as they move
forward.

A NEW APPROACH TO SCENARIO-BASED
PLANNING FOR SUSTAINABILITY

Scenario-based thinking and planning have been proven approaches
for many decades to manage uncertainties and understand trade-
offs. Through detailed research, they aim to provide a range of
realistic, coherent possible future scenarios based on available
information, and then use this to drive more informed decision-
making. They enable organizations to monitor, plan and shape their
potential futures, providing actionable insights and timelines for
the speed and depth of change.

However, traditional scenario planning has its limitations. Often, it
remains solely a research exercise that is not then turned into action.
If it is used, general business planning typically picks the mid-case for
decision-making and budgeting and ignores the other findings.

Working with clients, ADL has successfully trialed a new approach
that builds on conventional scenario development approaches, but
is tailored to the specific requirements around sustainability
decision-making.

As shown in Figure 2, the sustainability scenario approach differs from
others primarily in its focus on understanding the implications of
sustainability drivers for management decision-making at a much
more granular business portfolio/regional level, including the
question of timing and urgency.

GREATER DETAIL DEVELOPED FOR SCENARIOS AT RELEVANT TIME
HORIZONS FOR STRATEGIC PLANNING, E.G., 5-10 YEARS RATHER
THAN 10-20 YEARS

SCENARIO TIME

HORIZONS

ASSESSED AT A MORE GRANULAR BUSINESS PORTFOLIO/
IMPACTS PRODUCT SEGMENT/REGIONAL LEVEL, RATHER THAN ONLY AT AN
OVERALL STRATEGIC LEVEL

SPECIFICALLY ADDRESSED FOR EACH STRATEGIC RESPONSE BY
URGENCY CONSIDERING RELATIVELY PREDICTABLE FACTORS (SUCH AS NEW
LEGISLATION), AS WELL AS THE CONSEQUENCES OF “DO NOTHING"

DISCRETE DECISIONS RECOMMENDED, INCLUDING SCENARIO-
INDEPENDENT “NO-REGRET"” ACTIONS, AS WELL AS EVENT-
DEPENDENT DECISIONS TO BE MADE IN THE FUTURE

DECISION-

MAKING

FIGURE 2: HOW THE SUSTAINABILITY SCENARIO APPROACH DIFFERS FROM CONVENTIONAL
SCENARIO PLANNING
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The approach involves four main stages, as shown in Figure 3.

1. SUSTAINABILITY SCENARIOS

LAWS AND CUSTOMER
REGULATION DEMANDS

MARCO TREN

TECHNOLOGY RAW
BREAK-
T MATERIALS

2. COMPETITIVE POSITION

INDUSTRY X COMPETITIVE POSITION

TECHNICAL CARBON
BUSINESS SEGMENT PERFORMANCE COosT FOOTPRINT CIRCULARITY

ON PAR SIGNIFICANTLY HIGHER

3. SCENARIO IMPACT (2035)

SCENARIO 4

SCENARIO 1 SCENARIO 2 SCENARIO 3

INDEX (100 = CURRENT BUSINESS VOLUME)

60%
50%
30%

4. NO-REGRET DECISIONS

PURCHASING/SOURCING ‘ MAKE H PARTNER ‘
EXPAND H CLOSE ‘ REFURBISH

ASSETS/OPERATIONS

PORTFOLIO DIFFERENTIATE EXIT EXPLOIT

R&D ACQUIRE PARTNER DEVELOP
ORGANIZATION GOVERNANCE LEGAL

FIGURE 3: THE APPROACH, FROM SCENARIOS TO BUSINESS IMPACT TO
DECISION-MAKING (ILLUSTRATIVE EXAMPLES)
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1. SUSTAINABILITY SCENARIOS

The most important requirement in scenario development is for
scenarios to be individually meaningful and plausible, as well as
collectively exhaustive. Meaningfulness and plausibility can be
achieved by starting from wider macro trends (such as global
demographics) using reputable sources such as the World Bank and
the United Nations. Within those “macro-constraints.” we can then
position the wider energy and climate scenarios (such as around the
use of renewables and stated government goals) as produced by the
IEA and IPCC.

We then consider all sustainability factors and trends that impact
specific industry scenarios across different end markets and regions,
such as regulation, customer demand, technology breakthroughs,
and the availability of required sustainable materials, which is
increasingly becoming

THE MOST IMPORTANT critical. These factors need
REQUIREMENT IN Zo:?e.chara;]cterl.ze: bg/ -
SCENARIO DEVELOPMENT efining what might be thelr

credible extreme projections
IS FOR SCENARIOS TO BE within a relevant, realistic

INDIVIDUALLY MEANINGFUL timeframe, such as from

AND PLAUSIBLE, AS WELL AS today to 2035. For example,

COLLECTIVELY EXHAUSTIVE. costs of CO2 emissions could

rise well above today'’s levels,

but the EIA regards it as unlikely that they will structurally exceed
USD 160-170/t by 2035. Similarly, we might expect economically viable
breakthrough technologies to emerge, but wide application may still
be constrained by economic limitations.

One always-present scenario that deserves specific attention
represents continuation of today’s situation (called “Scenario 1" in
Figure 3). The point here is that even if sustainability trends stall
over the coming years, the world will experience continued and
worsening reminders of the importance of fighting climate change. In
our view, this means whatever urgency is allocated to sustainability
by governments and the market today, the world of tomorrow (for
example, by 2035) is bound to be meaningfully different from today
from a sustainability perspective, regardless of the scenarios that
may unfold. This is an important realization because it underlines
that "doing nothing” is also a decision that may have significant
consequences.

2. COMPETITIVE POSITION

Once sustainability scenarios have been created, they need to be
applied across the company and its portfolio of products/markets.
A baseline competitiveness assessment evaluates how products
and other offerings currently compare to those of competitors in a
company'’s key business segments. These are evaluated along three
axes: cost, technical performance, and sustainability performance,
which, in the client example in Figure 3, is broken down into carbon



ARTHUR D. LITTLE

footprint and circularity performance. This ensures that fact-

based and commonly agreed competitive product advantages are
considered throughout the analysis and the economic consequences
of sustainability actions are transparently considered.

3. SCENARIO IMPACT

Once the sustainability scenarios are defined and described in detail
and the company’s current competitive position is known, the impact
of each scenario on the relevant product and market segments can
be assessed, and even quantitatively estimated. Depending also on
the region where a certain product category is sold, the “greenness”
of a scenario will change the buying criteria in a market and, hence,
determine whether it will win or lose against competing products and
potential alternative solutions. For example, a technically superior
but fossil-based light-weighting solution in the automotive market
may benefit from accelerated penetration of electric vehicles (where
weight contribution is especially important), but only in regions where
its relatively high carbon footprint is not excessively penalized by
either regulators or consumers. Where this is the case, that same
product may lose against alternatives made from biomass. Taking the
analysis to this level of granularity is key to gauge the real impact of
tightening sustainability concerns on margins and market shares.

4. NO-REGRET DECISIONS

Based on this detailed assessment of potential impacts, we can

identify decisions that would have positive outcomes regardless

of how future events unfolded. Every product group and segment

may require highly specific actions, but a handful of decision types
generally emerge if we roll up the

BASED ON THIS DETAILED scenario impacts across the entire
ASSESSMENT OF POTENTIAL business: such as acquiring more

sustainable raw materials and
IMPACTS, WE CAN IDENTIFY components, making changes to

DECISIONS THAT WOULD the company’s physical (production)
HAVE POSITIVE OUTCOMES assets, modifying its business
REGARDLESS OF HOwW portfolio (such as by exiting certain
FUTURE EVENTS UNFOLDED. segments), starting new R&D

programs, and improving supporting
competencies and ways of working in the organization. This allows
companies to focus on the few “must-win battles” that apply in each
scenario, and be clear on which of those require urgent and specific
action (how much and what sustainable materials to source by when,
for example, or the specific economic context for a new recycling
technology to be developed). This clarity is needed to remove the
complexity obstacles mentioned above.

Of course, more action is needed besides identifying urgent actions
to take today. C-level ownership should be taken, not just for
implementation of immediate actions, but certainly also for follow-up
over longer periods of time. The higher degree of scenario definition
and more precise understanding of which components will be most
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important to the company’s success help to define these longer-term
actions. They make it possible to track just a handful of measurable
and meaningful signpost indicators whose values can be used as early
warning signals that something is about to happen, requiring urgent
specific further action around which executives are already aligned
today. Examples could be important regulatory changes on how the
EU will deal with recycling and CO2 emissions, or changes in the
market prices of green alternatives.

SUSTAINABILITY SCENARIO
DEVELOPMENT AT A GLOBAL
MANUFACTURING COMPANY

Manufacturing industries are under increasing regulatory and
customer pressure to transition from fossil-based manufacturing
to safe and low carbon products that are fully circular. However, in
complex, interrelated markets characterized by long-term, large-
scale investment decisions, planning this transition is difficult.
Working closely with a EUR5bn global manufacturing company, ADL
used the sustainability scenario approach outlined in this article
to identify, assess and optimize strategic choices around future
sustainability-related investments and initiatives.

Together with a large, global, cross-functional team, ADL defined
four sustainability scenarios whose characteristics and (future)
business implications are now well understood by all stakeholders.
Furthermore, around 20 “no regret” decisions were defined and
budgeted for, which will deliver competitive advantage under

any future scenario, covering “external” (such as sourcing and
procurement and partnering). Additional “internal” initiatives were
proposed, such as launching new R&D programs on recyclability,
enhancing the company’s digital infrastructure, and introducing
new management KPIs and incentives. By using the approach, the
company was able to develop a coherent, practical and evidence-
based set of strategic decisions to help realize their sustainability
transition goals.
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INSIGHTS FOR THE EXECUTIVE -
PUTTING SCENARIOS AT THE HEART OF
SUSTAINABILITY PLANNING

For executives to have the confidence needed to take the right
decisions today that will not jeopardize the longer-term sustainability
journey - and gain the consensus of key stakeholders - companies
need to adopt a robust, scenario-based approach as outlined in this
article. Postponing tough decisions, no matter how important for the
company'’s future, can seem all too attractive in the face of acute
economic challenges, especially given the byzantine workings around
sustainability trends, opportunities and threats.

The only smart way for companies to move ahead is to boil all this
down to urgent and no-regret actions to take at any given moment,
starting from today:

- Start off by defining commonly accepted principles and wisdom,
such as the scenarios developed by the IPCC. Agree on more
qualitative assumptions based on experience and common sense.

- Produce custom scenarios for your business, using digital tools
to analyze dependencies between factors or probabilities and
analyzing impacts at the business portfolio and regional levels.

- Involve all relevant business functions (commercial, operations,
R&D, finance, etc.) to achieve alignment.

- Make all conclusions actionable. Monitor, deep dive, and initiate
with "if-not-now-then-when” timelines. Define practical signposts
linked to key actions.

- Automate signpost monitoring wherever and to whatever degree
possible, and report through customized management dashboards
available by business function.

- Create ownership at the right level. Perhaps most importantly,
ensure that findings, actions and future follow-up are all “owned” at
the right organizational level. Especially in energy- and materials-
intensive industry sectors, such ownership should include a
(potentially dedicated) C-level executive.
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