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Arthur D. Little (ADL) has been at the forefront of sustainability for many decades, helping
clients and organizations to understand and meet sustainability imperatives. Building on
this tradition, ADL recently ran a global study exploring organizations’ current maturity in
integrating sustainability into their business models. This two-part Executive Update series
analyzes the results of that survey and offers insight into operationalizing sustainability.
Part | explored the current state of sustainability as well as challenges to effective busi-
ness sustainability. Here in Part Il, we set out key recommendations to unlock the benefits
of sustainability by adopting an ecosystem approach, integrating sustainability reporting,
redefining culture, and focusing on innovation.


https://www.cutter.com/article/sustainability-2022-part-i-current-state-challenges-adoption
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Many organizations Operationalizing
are turning to their . .y .
traditional, linear SUStalnablllty
supply chain part-
ners to increase Many organizations are currently struggling to embed
sustainability sustainability within their operations and governance. This
holds back their progress toward their stated goals and
prevents them from unlocking the benefits that sustainabil-
ity brings. At the same time, there has been a growth in new,
sustainability-native organizations. Akin to digital natives,
these organizations have been created with sustainability
at their core and are providing potential competition (and
ecosystem partners) for more traditional businesses.
Overall, to deliver progress in operationalizing sustainability,
companies need to focus in four key areas:
1. Adopt an ecosystem approach.
2. Integrate sustainability indicators, reporting, and tools.
3. Redefine culture and build new capabilities.
4. Focus on innovation and technology.
The Executive Update is a publication of
Cutter Consortium'’s Sustainability practice. 1 " Ad 0 pt a' n E C O Sys t e m
Cutter Consortium is an Arthur D. Little
community. ©2022 Arthur D. Little. All rights A p p ro aC h
reserved. Unauthorized reproduction in any . . . . .
form, including photocopying, downloading Currently, many organizations are turning to their tradi-

electronic copies, posting on the Internet,

image scanning, and faxing, is against the law. tional, linear supply chain partners to increase sustainability.

This does deliver some benefits but given the scale of the
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challenge, they need to adopt more circular approaches and
involve nontraditional partners.

These partners could include nongovernmental organizations,
peers, local and national public administrations, employer
organizations, and startups.

Next, it is vital to listen to those entities’ concerns, incorpo-
rate these into strategy, adopt common standards, and take
action. Examples of companies that have reached beyond their
traditional partners include the following:

¢ Umicore. Looking outside its traditional value chain,
Umicore set up new relationships with Toyota, Nokia, and
Sony around the “closed loop” recycling of materials.

e Aena. One of the largest airport operators in the world,
Aena published an ambitious Climate Action Plan.
Recognizing the need to influence the broader aviation
ecosystem, the plan also includes measures for airlines
and handling companies.

Organizations must act now to position themselves effectively
within these ecosystems. First-mover advantage is vital to

maximizing their share of the opportunity ahead of competi-
tors and other ecosystem players (see Figure 1).
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Figure 1. Players in sustainability ecosystems (source: Arthur D. Little)
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2. Integrate Sustainability
Indicators, Reporting & Tools

Organizations should set the right science-based targets that
are understandable and clear — and measure them effectively,
internally and externally. Understanding progress toward sus-
tainability goals relies on accurate, timely data that can be
used to underpin every business decision. This approach must
be embedded within the organization so that managers have
immediate access to tools such as carbon-pricing calculators
when planning operations. With science-based targets, there
is a major risk of failing to meet long-term objectives if com-
panies fail to achieve interim goals through poor planning.

The Right Tools

For many organizations, a lack of effective, automated tools is
holding back collecting and sharing data and thus monitoring
and improving sustainability performance. Given their impor-
tance, sustainability tools should be as strong and feature-rich
as those used in operational and financial systems and should
integrate with these systems as well.

Whether created in-house or sourced externally, tools should
follow industry-standard frameworks and harness artificial
intelligence and machine learning to remove the need for
labor-intensive collection and analysis to deliver faster, more
automated monitoring and reporting.

Given the complexity of many organizations, the tools must

be able to monitor sustainability at both a product and portfo-
lio level and cope easily with major business changes such as
divestments and M&A.
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Oftentimes, the
linkage between
management
incentives and
sustainability
performance is
lacking, due to the
difficulty of select-
ing meaningful
and appropriate
indicators

Incentivize Based on a
Balanced Set of Indicators

Oftentimes, the linkage between management incentives
and sustainability performance is lacking, due to the diffi-
culty of selecting meaningful and appropriate indicators.
Sustainability targets are long-term and require cooperation
within and beyond the organization, making it hard to capture
meaningfully in annual renumeration packages.

Companies should therefore work toward developing and
reporting on a balanced set of indicators suitable for their
particular business, backed up by a strong governance system
to track progress. These should take into account key princi-
ples, such as:

e Reflecting both short-term and long-term goals in
incentives

e Ensuring that these goals accurately reflect corporate
strategy

e Taking a broader stakeholder view, measuring beyond
company activities to include the wider supply chain

e Considering multiple sustainability dimensions; for
example, not just climate change but also waste, energy,
and diversity and inclusion

e Balancing lagging impact measures (e.g., emissions) with
leading proactive measures (e.g., controls implemented)

Develop Investor-Oriented Reporting

Simply creating a sustainability report because it is considered
mandatory due to the current business climate is counter-
productive. Such a report will lack strategic direction and
objectives and will not contain robust data. This means it can
hinder the potential for unlocking sustainable investor value.
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Instead, companies should rethink their reporting from a
mere end-of-year assessment toward an ongoing, regular
(e.g., quarterly) commitment toward shareholders and inves-
tors, similar to their approach to financial reporting. Such a
strategy puts organizations in a better position to leverage
green/sustainable financing, increase the accuracy of ana-
lysts’ earnings forecasts, and reduce negative environmental,
social, and governance (ESG) incidents, such as accusations
of greenwashing (claiming better sustainability performance
than is happening in reality).

3. Redefine Culture &
Build New Capabilities

Integrating sustainability into existing operations is a
transformative exercise. Organizations need to successfully
undergo cultural change to ensure all employees understand
its importance and what it means to their roles. Implementing
new systems and processes will be successful only if the
people involved use them.

As with any culture change program, embedding sustainability
requires:

e Regular, in-depth, clear communication. Sustainability
is a journey, so take everyone with you by showing the
benefits. Inspire your people to want to become involved.

¢ Defining and adopting a common language around
sustainability. This language must extend not just within
the organization but across the wider value chain and
convey what sustainability means to the business on
a day-to-day basis.

e Strong leadership and clear incentives. From the top
down, ensure behavior reflects the fact that sustainability
is an integral part of the success of the business, not just a
regulatory necessity.
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¢ Increase “pull” from employees. The entire organization
should seek shared beliefs, values, and aligned incentives,
rather than just relying on “push” techniques such as
imposing new rules and processes.

e Ensure you have the right capabilities in place. In addi-
tion to tools and technology, look to develop the skills you
need internally, whether through retraining, recruitment,
or ecosystem partnerships. Provide adequate resources
and put in place strong governance and a detailed road-
map against which to measure and monitor your progress.

4. Focus on Innovation
& Technology

Innovation is accel- New and improved technology is central to successful
erating progress sustainability initiatives. On the positive side, innovation is
in areas as diverse accelerating progress in areas as diverse as solar, electric

as solar, electric vehicle/batteries, waste recycling, air/water treatment, and
vehicle/batteries, green hydrogen. As such technologies mature, their costs are
waste recycling, air/ decreasing, enabling large-scale deployments and making
water treatment, and sustainability more accessible. For example, the cost of solar
green hydrogen photovoltaic energy dropped by 82% between 2010 and 2019,

while efficiency saw a fivefold increase.

Organizations should look to bring sustainability and innova-
tion together. Four ways to achieve this are:

1. Leverage innovation to increase sustainability. Use
innovation to become more sustainable, from prod-
uct service ideation to organizational improvements.
Factoring sustainability into decisions about which proj-
ects to pursue not only enables organizations to meet cur-
rent requirements but also creates future opportunities.
For example, Ericsson is now taking development of its
range of System on a Chip products (integrated circuits
that bring together all or most components required to
operate in a single chip) in-house. Through close code-
sign of hardware and software, it is now able to create
high-performing, energy-efficient products for a wide
range of deployment options, as well as providing Ericsson
greater control over its 5G portfolio development.
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2. Seekout the right technologies across your ecosystem.
Sustainability breaks down barriers between traditional
value chains, so do not Limit your technology choices.
Explore wider ecosystems and engage with diverse, new
partners (e.g., research institutions and universities) to
find the right innovations to improve sustainability per-
formance. Revisit your own innovation pipeline — are
there technologies you can develop, acquire, or harness to
deliver sustainability?

3. Encourage adoption of sustainable technologies.
Adopting new sustainability technologies is vital but
needs to be managed carefully to avoid impacting current
performance when deploying immature solutions. Create
clear mechanisms and processes that enable the testing
and adoption of sustainable innovations and technolo-
gies within the core business, such as through large-scale
pilots.

4. Harness a portfolio sustainability analysis approach.
Portfolio sustainability analysis (PSA) helps focus innova-
tion pipelines on relevant technologies. PSA acts as a radar
to capture weak sustainability signals and move them
to R&D, maximizing resources and increasing the flow of
sustainable innovations.

Develop & Adopt
New Business Models

Sustainability delivers new opportunities for growth, partic-
ularly within the circular economy. For example, new revenue
streams can be built around waste processing, recycling end-
of-life products and reusing or selling their constituent parts.
Working with partners, sustainable materials can be created
(such as from biomass) and used to underpin new business
models, such as bio-based clothing.

Introducing “as a service” business models provides addi-
tional revenue opportunities by enabling companies to con-
nect more closely to customers to meet their ongoing needs.
This also gives a greater incentive to create longer-lasting,
more durable products as the company is responsible for
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maintenance and ensuring uptime. For example, automotive
manufacturers are not only rapidly transitioning to electric
vehicles, reengineering their traditional business models and
supply chains to support this change, but are also introducing
new mobility-as-a-service offerings. Service-based models
are typically winner-takes-all, so companies should explore
opportunities early to identify the right targets. First-mover
advantage can be crucial to success.

The Need & Benefits
of Acting Now

The positive news Despite concrete targets for sustainability, ADL's research
is that the wider shows that progress on embedding it has been slow. This is
picture is changing largely due to the enormous, practical challenges of putting

sustainability at the heart of operations and business models.
Organizations are struggling to measure sustainability perfor-
mance, communicate strategy internally, change culture, and

engage with their wider ecosystem, all while dealing with the

complexities of running and growing their business.

The positive news is that the wider picture is changing.
Technology advances are enabling sustainability, new tools
and frameworks are being proven in the field, consumer
demand is growing, and best practice is emerging and being
shared across ecosystems. Plus, institutional and government
players are offering greater volumes of green funding.

Therefore, now is the time to act and operationalize
sustainability. Not only will this deliver benefits in combat-
ing climate change and improving the world around us, but
it simply makes good business sense. Effective sustainabil-
ity strategies improve efficiency and financial performance,
lower the cost of capital, better engage internal and exter-
nal stakeholders, and provide new opportunities for growth.
Overcoming the challenges to embedding sustainability is
therefore a business imperative for all.
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Cutter Consortium, an Arthur D. Little community,
is dedicated to helping organizations leverage
emerging technologies and the latest business
management thinking to achieve competitive
advantage and mission success.

Cutter helps clients address the spectrum of chal-
lenges disruption brings, from implementing new
business models to creating a culture of innovation,
and helps organizations adopt cutting-edge leader-
ship practices, respond to the social and commer-
cial requirements for sustainability, and create the
sought-after workplaces that a new order demands.

Since 1986, Cutter has pushed the thinking in
the field it addresses by fostering debate and
collaboration among its global community of
thought leaders. Coupled with its famously
objective “no ties to vendors” policy, Cutter's
Access to the Experts approach delivers
cutting-edge, objective information and
innovative solutions to its community
worldwide.

For more information, visit www.cutter.com
or call us at +1 781 648 8700.
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